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Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

together  with 
ADDITIONAL  VIEWS 
[To  accompany  H.R.  1] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R.  1) 
to  amend  the  Social  Security  Act  to  increase  benefits  and  improve 
eligibility  and  computation  methods  under  the  OASDI  program,  to 
make  improvements  in  the  medicare,  medicaid,  and  maternal  and 
child  health  programs  with  emphasis  on  improvements  in  their  operat- 
ing effectiveness  to  replace  the  existing  Federal-State  public  assistance 
programs  with  a  Federal  program  of  adult  assistance  and  a  Federal 
program  of  benefits  to  low-income  families  with  children  with  incen- 
tives and  requirements  for  employment  and  training  to  improve  the 
capacity  for  employment  of  members  of  such  families,  and  for  other 
purposes,  having  considered  the  same,  reports  favorably  thereon  with 
amendments  and  recommends  that  the  bill  as  amended  do  pass. 

(V) 


L  GENERAL  STATEMENT 
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I.  GENERAL  STATEMENT 


H.E.  1  represents  the  most  massive  revision  of  the  social  security 
laws  that  the  Congress  has  ever  undertaken.  When  combined  with  the 
20-percent  social  security  benefit  increase  enacted  into  law  July  1  of 
this  year,  the  bill  would  increase  Federal  expenditures  by  $22  billion 
more  than  w^ould  have  been  expended  under  the  law  in  effect  before 
the  20-percent  benefit  increase  was  enacted.  That  increase  amounted 
to  an  additional  $8  billion  in  social  security  benefits;  the  social  security 
provisions  of  the  committee  bill  would  raise  cash  benefits  another  $31/^ 
billion. 

Medicare  benefits  would  rise  $3  billion  by  1974,  due  principally  to 
extension  of  medicare  coverage  to  the  disabled  and  to  the  inclusion  of 
drugs  among  the  benefits  provided  under  the  program.  22  million 
medicare  beneficiaries,  including  two  million  disabled  persons,  would 
benefit  by  the  improved  protection. 

It  is  estimated  that  more  than  5  million  aged,  blind,  and  disabled 
persons  would  receive  benefits  under  the  new  supplemental  security 
income  program  established  under  the  bill,  which  would  set  a  Federal 
minimum  guaranteed  income  at  an  added  cost  of  $3  billion  in  1974. 

But  perhaps  the  most  significant  features  of  the  bill  are  those  seek- 
ing to  reform  the  program  of  aid  to  families  with  dependent  children. 
The  committee  bill  offers  a  bold  new  approach  to  the  problem  of  in- 
creasing dependency  under  this  program.  Under  the  committee  bill, 
if  the  family  is  headed  by  a  father  or  if  it  is  headed  by  a  mother  whose 
youngest  child  has  reached  school  age,  the  family  would  not  be  eligi- 
ble to  receive  its  basic  income  from  welfare  but  instead  would  be  given 
an  opportunity  to  become  independent  through  employment,  including 
a  guaranteed  job  and  substantial  economic  incentives  to  move  into 
regular  jobs.  The  cost  of  this  new  guaranteed  job  program  would  be 
borne  entirely  by  the  Federal  Government,  and  its  cost  together  with 
the  substantial  increase  in  Federal  funds  for  the  remaining  AFDC 
program  would  amount  to  an  estimated  increase  of  more  than  $4  billion 
in  Federal  expenditures  in  1974,  with  more  than  half  of  this  amount 
(over  $2  billion)  representing  increased  income  to  low-income  working 
families. 

Aims  of  Committee  Bill 

When  a  bill  is  as  complicated  as  H.E.  1  and  deals  with  so  many 
complicated  issues  affecting  as  many  programs  as  H.E.  1  does,  it  is 
difficult  to  characterize  its  aims  in  just  a  few  categories  (the  remain- 
ing chapters  of  this  report  describe  all  the  provisions  of  the  Committee 
bill  in  full  detail).  But  most  of  the  committee's  actions  on  the  bill 
do  fit  within  a  few  broad  purposes : 

(1)  To  reward  work  effort  for  those  who  can  be  expected  to 
work; 

(2)  To  improve  the  lives  of  children ; 

(3) 
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(3)  To  assist  those  who  cannot  work  because  of  age,  blindness, 
or  disability ; 

(4)  To  assure  program  integrity  through  administrative  con- 
trol where  this  has  been  shown  to  be  needed ;  and 

(5)  To  provide  fiscal  relief  to  the  States  and  to  give  them  more 
latitude  to  run  their  own  programs. 

Rewarding  Work  Effort  for  Those  Who  Can  Work 

When  people  look  at  the  rapid  growth  in  welfare  in  recent  years, 
their  concern  is  primarily  with  the  program  of  Aid  to  Families  with 
Dependent  Children.  The  number  of  recipients  under  this  program 
has  more  than  doubled  since  January  1968,  and  the  need  to  pay  for 
AFDC  has  forced  States  to  shift  funds  into  welfare  that  would  other- 
wise go  for  education,  health,  and  housing  and  other  pressing  social 
needs. 

The  rising  AFDC  rolls  show  that  there  are  many  children  who  are 
needy  in  this  country.  But  more  importantly  from  the  standpoint  of 
social  policy,  the  rising  rolls  show  an  alarming  increase  in  dependency 
on  the  taxpayer.  The  proportion  of  children  in  this  country  who  are 
receiving  AFDC  has  risen  sharply,  from  three  percent  in  the  mid-50's 
to  9  percent  today.  This  means  that  an  increasing  number  of  families 
are  becoming  dependent  on  welfare  and  staying  dependent  on  welfare. 

A  major  cause  of  the  growth  of  AFDC  is  increasing  family  breakup 
and  increasing  failure  to  form  families  in  the  first  place.  Births  out  of 
wedlock,  particularly  to  teen-age  mothers,  have  increased  sharply  in 
the  past  decade. 

Several  generations  ago,  before  there  was  any  AFDC  program,  poor 
families  improved  their  economic  conditions  by  taking  advantage  of 
this  country's  opportunities  through  a  commitment  to  work,  and 
through  the  strengthening  and  maintenance  of  family  ties.  The  social 
compassion  that  save  rise  to  the  AFDC  program — particularly  in 
those  States  in  which  benefit  levels  are  highest — appears  to  have  had 
the  effect  of  undermining  these  routes  to  economic  betterment,  with 
dismal  consequences,  particularly  for  the  poor  on  welfare  themselves. 
The  House  bill,  with  the  major  expansion  of  welfare  it  contemplates, 
would  move  a  giant  step  further  along  a  road  that  has  proven  so  un- 
successful up  to  now. 

But  another  approach  is  possible  to  improving  the  lives  of  low- 
income  families.  As  President  Nixon  has  stated : 

In  the  final  analysis,  we  cannot  talk  our  way  out  of  poverty ; 
we  cannot  legislate  our  way  out  of  poverty ;  but  this  Nation  can 
work  its  way  out  of  poverty.  What  America  needs  now  is  not  more 
welfare,  but  more  "workfare,"  a  new  work-rewarding  program. 

The  committee  agrees  with  the  President  that  work  should  be  re- 
warded and  its  value  to  the  worker  increased.  Under  the  committee 
bill,  over  $2  billion  in  additional  income  would  be  paid  to  low-income 
working  persons  in  1974.  A  number  of  other  provisions  are  included  in 
the  committee  bill  which  reflects  the  committee's  aim  of  increasing  the 
benefits  of  working. 

Ten  percent  worh  bonus. — Low-income  workers  in  regular  employ- 
ment who  head  families  would  be  eligible  for  a  work  bonus  equal  to 
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10  percent  of  their  wages  taxed  under  the  social  security  (or  railroad 
retirement)  program  if  the  annual  income  of  the  husband  and  wife  is 
$4,000  or  less.  For  families  where  the  husband's  and  wife's  annual 
income  exceeds  $4,000,  the  work  bonus  would  be  equal  to  $400  minus 
one-fourth  of  the  amount  by  which  their  income  exceeds  $4,000.  The 
work  bonus,  administered  by  the  Internal  Revenue  Service,  would  cost 
about  one  billion  dollars  in  1974,  and  would  provide  work  bonus  pay- 
ments  to  about  five  million  families. 

Wage  supplement. — Persons  in  jobs  not  covered  by  the  Federal  mini- 
mum wage  law,  in  which  the  employer  paid  less  than  $2  per  hour  but 
at  least  $1.50  per  hour,  would  be  eligible  for  a  wage  supplement.  Any 
employee  who  is  the  head  of  a  household  with  children  and  who  is 
working  in  one  of  these  jobs  would  be  eligible  for  a  wage  supplement 
equal  to  three-quarters  of  the  difference  between  what  the  employer 
pays  him  and  $2  per  hour  (for  up  to  40  hours  a  week).  Thus  if  an 
employer  pays  a  wage  of  $1.50  an  hour,  the  Federal  subsidy  would 
amount  to  38  cents  an  hour,  three-quarters  of  the  50-cent  aitference 
between  $1.50  and  $2.00.  In  addition,  the  15-cent  work  bonus  the  em- 
ployee receives  would  bring  the  value  of  working  one  hour  from  the 
$1.50  presently  paid  by  the  employer  up  to  $2.03.  No  supplement  would 
be  paid  if  the  employer  reduced  the  pay  for  the  job;  no  jobs  presently 
paying  the  minimum  wage  would  be  down-graded  under  the  Commit- 
tee bill,  and  the  minimum  wage  law  itself  would  not  be  affected. 

Guaranteed  job  opportunity. — Since  welfare  programs  are  based 
on  need  as  measured  by  income,  decreased  work  effort  results  in  a 
higher  welfare  benefit.  This  is  not  the  case  under  the  work  bonus  or 
the  wage  supplement  under  the  committee  bill,  which  are  directly 
related  to  work  effort.  Similarly,  the  third  basic  feature  of  the  com- 
mittee's employment  program  rewards  work  effort  directly.  This  third 
element  is  the  provision  of  a  guaranteed  job  opportunity  for  persons 
not  able  to  find  employment  in  a  regular  job.  Persons  considered  to  be 
employable  (able-bodied  male  heads  of  families,  as  well  as  mothers 
with  school- age  children  only)  would  no  longer  be  eligible  to  receive 
their  basic  income  under  the  welfare  system  tTiat  has  failed  both  them 
and  society,  but  instead  would  be  guaranteed  an  opportunity  to  earn 
$2,400  a  year.  An  individual  could  work  up  to  32  hours  a  week  at  $1.50 
per  hour  and  would  be  paid  on  the  basis  of  hours  worked.  Just  as  in 
any  other  job,  there  would  be  no  pay  for  hours  not  worked.  A  woman 
with  school-age  children  would  not  be  required  to  be  away  from  home 
during  hours  that  the  children  are  not  in  school,  unless  child  care  is 
provided.  She  may  be  asked,  however,  in  order  to  earn  her  wage,  to 
provide  after-school  care  to  children  other  than  her  own  during  the 
hours  she  is  at  home. 

Unlike  the  present  welfare  program  and  the  House-passed  bill,  the 
committee  bill  would  not  penalize  participants  for  outside  emplov- 
ment.  An  individual  who  is  able  to  fijid  part-time  employment  in  addi- 
tion to  the  houi's  worked  in  the  guaranteed  job  will  be  able  to  keep  100 
percent  of  his  or  her  earnings  with  no  reduction  in  the  wages  earned 
in  the  guaranteed  job. 

State  supplementation. — To  assure  that  the  work  incentives  pro- 
posed under  the  committee  bill  are  not  imdermined  by  State  welfare 
programs,  the  committee  bill  would  require  States  with  welfare  bene- 
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fits  of  more  than  $200  monthly  to  supplement  wages  earned  by  families 
headed  by  women  participating  in  the  employment  program.  Further- 
more, in  determining  the  amount  of  the  supplementary  payment,  the 
State  would  not  be  permitted  to  reduce  the  payment  on  account  of  any 
earnings  between  $200  a  month  and  $375  a  month  (the  amount  an 
employee  would  earn,  including  the  work  bonus,  working  40  hours  a 
week  at  $2.00  an  hour)  to  ensure  that  the  incentive  system  of  the  com- 
mittee bill  is  preserved. 

Food  stamps. — Individuals  participating  in  the  employment  pro- 
gram would  not  be  eligible  to  participate  in  the  food  stamp  program. 
However,  States  would  be  reimbursed  the  full  cost  of  adjusting  any 
supplementary  benefits  they  might  decide  to  give  to  participants  so  af 
to  make  up  for  the  loss  of  food  stamp  eligibility.  In  order  to  avoid  hav- 
ing States  provide  assistance  to  an  entirely  new  category  of  recipient 
not  now  eligible  for  federally-shared  Aid  to  Families  with  Dependent 
Children,  the  committee  provided  that  the  Work  Administration, 
which  administers  the  guaranteed  job  program,  would  pay  families 
headed  by  an  able-bodied  father  the  amount  equal  to  the  value  of  food 
stamps  (but  only  to  the  extent  that  the  State  provides  cash  instead  of 
food  stamps  for  families  which  are  now  in  the  Aid  to  Families  with 
Dependent  Children  category) . 

Child  care. — ^Lack  of  availability  of  adequate  child  care  represents 
perhaps  the  greatest  single  obstacle  in  the  efforts  of  poor  families,  es- 
pecially those  headed  by  a  mother,  to  work  their  way  out  of  poverty. 
It  also  represents  a  hindrance  to  other  mothers  in  families  above  the 
poverty  line  who  wish  to  seek  employment  for  their  own  self -fulfill- 
ment or  for  the  improvement  of  their  family's  economic  status.  The 
committee  bill  incorporates  a  new  approach  to  the  problem  of  expand- 
ing the  supply  of  child  care  services  and  improving  the  quality  of 
these  services,  through  the  establishment  of  a  Bureau  of  Child  Care 
within  the  Work  Administration.  In  addition  to  arranging  to  make 
child  care  available,  the  committee  bill  would  authorize  appropria- 
tions to  subsidize  the  cost  of  child  care  for  low-income  working 
mothers. 

Other  supportive  services. — Services  needed  to  continue  in  emploj^- 
ment,  including  family  planning  services,  would  be  provided  partici- 
pants in  the  employment  program  by  the  Work  Administration. 

Medical  care. — ^Under  the  committee  bill,  families  participating  in 
the  employment  program  who  would  be  eligible  for  medicaid  except 
for  their  earnings  from  employment  would  remain  eligible  for  medic- 
aid for  one  year.  At  that  time  they  could  choose  to  continue  their 
medicaid  coverage  by  paying  a  pi-emium  equal  to  20  percent  of  their 
income  (excluding  work  bonus  payments)  in  excess  of  $2,400  an- 
nually. Families  participating  in  the  employment  program  who  would 
be  ineligible  in  any  case  for  medicaid  could  also  voluntarily  elect  to 
receive  medicaid  benefits  by  paying  a  premium  equal  to  20  percent 
of  their  income  (including  work  bonus  payments)  above  $2,400.  The 
committee  bill  includes  an  estimated  $200  million  in  additional  Fed- 
eral payments  representing  the  difference  between  the  value  of  health 
care  received  by  these  working  persons  and  the  cost  of  the  premiums 
they  would  actually  pay. 

Transportation  assistance. — The  committee  recognizes  that  a  major 
reason  for  jobs  going  unfilled  in  metropolitan  areas  is  the  difficulty 
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individuals  face  in  getting  to  the  job.  Tlie  committee  bill  would  au- 
thorize the  Work  Administration  to  arrange  for  transportation  assist- 
ance where  this  is  necessary  to  place  its  employees  in  regular  jobs. 

Developing  johs. — In  order  to  develop  job  opportunities  in  the  pri- 
vate sector,  the  committee  bill  would  extend  (in  a  modified  form)  the 
present  tax  credit,  for  employers  Avho  hire  participants  in  the  Work 
Incentive  Program,  to  employers  who  hire  persons  in  guaranteed 
employment.  In  order  to  create  additional  employment  opportunities, 
the  committee  bill  would  extend  the  credit  to  private  persons  hiring 
participants. 

Special  miniTrmm  henefit  for  long-temi  luorkers  under  social  secu- 
rity.— For  long-time  low-income  workers,  the  committee  bill  contains 
a  provision  guaranteeing  a  minimum  social  security  benefit  equal  to 
$10  per  year  for  each  year  in  covered  employment  in  excess  of  10 
years.  Thus  a  worker  with  30  years  of  covered  employment  would  be 
assured  of  a  social  security  benefit  of  at  least  $200  a  month ;  the  mini- 
mum payment  to  a  couple  would  be  $300  a  month.  A  worker  retiring 
in  1972  who  has  worked  all  his  life  at  the  Federal  minimum  Avage 
applicable  during  his  employment  would  be  eligible  for  a  monthly 
benefit  of  about  $160  toda}^  Under  the  committee  bill,  his  benefit 
would  be  increased  25  percent  to  $200,  well  above  the  poverty  level. 
Thus  the  committee  bill  would  achieve  the  original  aim  of  the  Social 
Security  Act  of  1935,  to  provide  regular  long-term  workers  with  an 
income  that  would  free  them  from  dependency  on  welfare.  Under 
this  provision  of  the  committee  bill,  an  estimated  700,000  persons 
would  get  increased  benefits  beginning  next  January,  and  $152  mil- 
lion in  additional  benefits  would  be  paid  in  the  first  full  year. 

Increase  in  the  earnings  limit. — Under  the  committee  bill,  the 
amount  that  a  social  security  beneficiary  under  age  72  may  earn  in  a 
year  and  still  be  paid  full  social  security  benefits  for  the  year  would 
be  increased  from  the  present  $1,680  to  $2,400.  For  each  $2  of  earnings 
above  $2,400,  benefits  Avould  be  reduced  by  $1.  An  estimated  1.2  mil- 
lion beneficiaries  would  receive  higher  benefit  payments  under  this 
provision,  and  550,000  persons  would  become  entitled  to  benefits  for 
the  first  time.  About  $1.1  billion  in  additional  benefits  would  be  paid 
in  1974. 

Increased  henefits  for  delayed  retirement. — The  House  bill  provides 
for  an  increase  in  social  security  benefits  of  one  percent  for  each  year 
after  age  65  that  an  individual  fails  to  receive  social  security  benefits 
because  he  continues  to  work  instead  of  retiring.  The  House  bill  would 
apply  only  to  persons  beginning  to  receive  social  security  after  the 
enactment  of  H.E.  1.  The  committee  felt  that  the  principle  of  increas- 
ing benefits  for  delayed  retirement  should  apply  as  well  to  persons 
already  receiving  social  security.  Under  the  committee  bill,  5  million 
persons  would  get  increased  benefits  totaling  about  $200  million  in 
the  first  full  year. 

Income  disregard  under  supplemental  security  income  for  the  aged^ 
hlind,  and  disabled. — Under  present  law,  each  dollar  of  social  security 
benefits  received  generally  reduces  welfare  payments  by  one  dollar. 
The  committee  felt  that  persons  receiving  social  security  should  re- 
ceive an  economic  benefit  for  the  taxes  that  they  paid  when  they 
worked  to  earn  entitlement  to  social  security  benefits.  Accordingly, 
under  the  committee  bill  aged,  blind,  and  disabled  persons  who  receive 
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social  security  would  be  assured  a  minimum  monthly  income  of  at 
least  $180  for  an  individual  and  $245  for  a  couple  (as  compared  with 
$130  and  $195  for  individuals  and  couples  with  no  other  income) .  In 
addition  to  providing  a  monthly  disregard  of  $50  of  social  security 
or  other  income,  the  committee  approved  an  additional  disregard  for 
aged,  blind,  or  disabled  persons  of  $85  of  earned  income  plus  one-half 
of  any  earning  above  $85.  This  will  enable  those  persons  who  are  able 
to  do  some  work  to  do  so  without  suffering  a  totally  offsetting  reduc- 
tion in  their  supplemental  security  income  payments. 

Improving  the  Lives  of  Children 

The  program  of  Aid  to  Families  with  Dependent  Children  began 
and  remains  a  program  to  help  needy  children ;  the  basis  of  eligibility 
for  AFDC  payments  was  and  remains  the  presence  of  a  child.  The 
committee  bill  seeks  to  improve  the  lives  of  children  in  a  number  of 
areas :  by  providing  a  higher  income  for  low-income  working  families 
with  children ;  by  providing  for  improved  health  care ;  by  arranging 
for  better  child  care ;  by  increasing  support  for  child  welfare  services 
designed  to  strengthen  family  life  and  to  keep  the  family  together ;  by 
supporting  foster  care  for  children  when  the  child's  home  is  not  suit- 
able ;  by  arranging  for  protective  payments  to  ensure  that  funds  are 
used  in  the  best  interests  of  the  child ;  by  providing  a  mechanism  to 
ensure  the  child's  right  to  have  the  paternity  of  his  father  established 
and  to  obtain  support  payments ;  and  by  making  special  provision  for 
emergency  assistance  to  children  in  families  of  migrant  workers. 

Higher  income  for  working  families. — The  provisions  of  the  com- 
mittee bill  outlined  in  the  preceding  section  show  how  the  committee 
bill  would  provide  more  than  $2  billion  in  additional  income  to  low- 
income  working  families.  In  addition,  ending  the  cycle  of  dependency 
that  now  links  generation  to  generation  is  a  major  goal  of  the  com- 
mittee bill,  and  one  which  should  have  a  profound  effect  on  the  lives 
of  children. 

Health  care  for  children. — ^Under  the  committee  bill  several  million 
low-income  working  persons  not  now  eligible  for  Government  health 
benefits  would  be  eligible  to  buy  subsidized  health  care  protection  for 
their  families.  Tlieir  premium,  equal  to  20  percent  of  their  income  (ex- 
cluding work  bonus  payments)  in  excess  of  $2,400  annually,  would 
pay  part  of  the  cost  of  this  protection,  with  the  Federal  Government 
paying  the  remaining  $200  million  in  estimated  cost.  Some  million 
children  not  now  covered  under  the  medicaid  program  could  receive 
health  protection  under  this  provision  if  their  parents  elect  coverage. 

Another  provision  of  the  committer  bill  extends  the  program  of 
special  project  grants  for  maternal  and  child  health.  The  project 
grant  program  has  been  utilized  primarily  to  bring  comprehensive 
health  care  to  children  of  low-income  families  in  urban  areas. 

In  1967  the  Congress  required  that  States  begin  screening  all  chil- 
dren under  age  21  for  handicapping  conditions.  States  have  failed  to 
meet  this  requirement,  and  HEW  regulations  require  States  to  provide 
health  care  screening  only  to  children  under  age  six.  The  committee 
added  a  provision  to  the  bill  reiteratinc:  that  screening  services  must 
be  provided  to  all  eligible  children  between  ages  of  7  and  21  by 
July  1, 1973.  To  insure  that  children  receive  the  screening  the  Congress 
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intends,  the  committee  provision  would  reduce  Federal  grants  for 
AFDC  by  two  percent  beginning  July  1,  1974,  if  a  State  fails  to  (a) 
inform  parents  receiving  AFDC  or  participating  in  the  employment 
program  of  the  availability  of  child  health  screening  services;  (b) 
actually  provide  or  arrange  for  such  services;  or  (c)  arrange  for  or 
refer  for  appropriate  corrective  treatment,  the  children  disclosed  by 
such  screening  as  suffering  illness  or  impairment. 

Medicaid  coverage  of  mentally  ill  children. — ^Under  present  law, 
Federal  matching  for  the  treatment  of  mentally  ill  persons  under  the 
medicaid  program  is  limited  to  persons  65  years  of  age  or  older.  The 
committee  bill  would  for  the  first  time  extend  Federal  financial  par- 
ticipation to  inpatient  care  in  mental  institutions  for  children  eligible 
for  medicaid.  Federal  matching  would  only  apply  if  the  care  consisted 
of  a  program  of  active  treatment,  was  provided  in  an  accredited  medi- 
cal institution,  and  provided  that  the  State  maintains  the  level  of  ex- 
penditures it  is  now  making  for  mentally  ill  children. 

Child  care. — The  committee  bill  will  significantly  improve  the  care 
that  thousands  of  children  receive  while  their  parents  work.  Care  pro- 
vided under  the  committee  bill  will  have  to  meet  Federal  standards 
designed  to  assure  that  adequate  space,  staffing,  and  health  require- 
ments are  made.  In  addition,  facilities  used  will  have  to  meet  the  life 
safety  code  of  the  National  Fire  Protection  Association. 

Protection  of  children. — The  committee  bill  would  require  (rather 
than  merely  permit)  States  to  assure  that  welfare  payments  are  being 
used  in  the  best  interests  of  the  children  for  whom  they  are  intended. 
When  a  welfare  agency  has  reason  to  believe  that  the  Aid  to  Families 
with  Dependent  Children  payments  are  not  being  used  in  the  best  in- 
terests of  the  child,  it  must  provide  counseling,  and  guidance  services 
so  that  the  mother  will  use  the  payments  in  the  best  interests  of  the 
child.  This  failing,  the  agency  must  make  protective  payments  to  a 
third  party  who  will  use  the  funds  for  the  best  interests  of  the  child. 

Failure  to  pay  rent  leads  to  eviction  and  disruption  of  a  child's 
life.  The  committee  therefore  provided  that  if  the  parent  of  a  child 
receiving  AFDC  has  failed  to  make  rent  payments  for  two  consecu- 
tive months,  the  welfare  agency  may,  depending  on  the  circumstances 
of  the  case,  make  a  rent  payment  directly  to  the  landlord  if  he  agrees 
to  accept  the  amount  actually  allowed  for  shelter  by  the  State  as  total 
payment  for  the  rent. 

Under  the  employment  program,  mothers  in  families  with  no  chil- 
dren under  age  six  would  generally  be  ineligible  to  receive  their  basic 
income  from  the  Aid  to  Families  with  Dependent  Children  program. 
It  is  possible  that  a  few  mothers  will  ignore  the  welfare  of  their  chil- 
dren and  refuse  to  take  advantage  of  the  employment  opportunity.  To 
prevent  the  children  from  suffering  because  of  such  neglect,  the  Work 
Administration  would  be  authorized  to  make  payment  to  the  family 
for  up  to  one  month  if  the  mother  is  provided  counseling  and  other 
services  aimed  at  persuading  her  to  participate  in  the  employment  pro- 
gram. Following  this,  the  mother  would  either  have  to  be  found  to 
be  incapacitated  under  the  Federal  definition  (that  is,  unable  to  en- 
gage in  substantial  gainful  employment),  with  mandatory  referral 
to  vocational  rehabilitation  agency;  or,  if  she  is  not  found  to  be  inca- 
pacitated, the  State  would  arrange  for  protective  payments  to  a  third 
party  to  ensure  that  the  needs  of  the  children  are  provided  for. 
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Child  welfare  services. — The  committee  bill  would  increase  the  an- 
nual authorization  for  Federal  grants  to  the  States  for  child  welfare 
services  to  $200  million  in  fiscal  year  1973,  rising  to  $270  million  in 
1977  and  thereafter.  These  figures  compare  with  a  $46  million  appro- 
priation in  1972.  While  it  is  expected  that  a  substantial  part  of  any 
increased  appropriation  under  this  higher  authorization  will  go  toward 
meeting  the  cost  of  providing  foster  care,  the  Committee  bill  (unlike 
the  House  bill)  avoided  earmarking  amounts  specifically  for  foster 
care  so  that  wherever  possible  States  and  counties  can  use  the  addi- 
tional funds  to  expand  preventive  child  welfare  services  with  the  aim 
of  helping  families  stay  together,  thus  avoiding  the  need  for  foster 
care.  The  additional  funds  can  also  be  used  for  adoption  services,  in- 
cluding action  to  increase  adoption  of  hard  to  place  children. 

The  committee  bill  also  provides  for  establishing  a  National  Adop- 
tion Information  Exchange  System  designed  to  assist  in  the  place- 
ment of  children  awaiting  adoption  and  to  make  it  easier  for  parents 
wishing  to  adopt  children  to  do  so. 

Child  support. — Family  breakup  and  failure  to  form  families  in  the 
first  place  are  major  factors  in  the  very  rapid  growth  in  the  AFDC 
rolls  in  recent  years.  New  provisions  were  written  into  the  law  in  1967 
which  unfortunately  have  proven  ineffective  in  stemming  the  trend. 
The  committee  believes  that  an  effective  mechanism  for  assuring  that 
fathers  meet  their  obligation  to  support  their  children,  in  addition  to 
the  immediate  effect  of  reducing  welfare  costs,  will  provide  a  strong 
deterrent  to  fathers  who  might  otherwise  desert — a  deterrent  that  will 
keep  families  intact  and  will  thus  have  a  significant  impact  on  im- 
proving the  lives  of  children  in  the  families. 

Under  this  mechanism  a  mother,  as  a  condition  of  eligibility  for 
welfare,  would  assign  her  right  of  support  payments  to  the  Govern- 
ment. Under  the  leadership  of  the  Attorney  General,  States  would  es- 
tablish programs  of  obtaining  child  support  (including  the  deter- 
mination of  paternity  where  this  is  necessary).  State  expenses  for  the 
collection  unit  established  under  the  committee  bill  would  be  provided 
75  percent  Federal  matching  instead  of  50  percent  as  under  present 
law.  Any  information  held  by  the  Internal  Revenue  Service,  the  Social 
Security  Administration,  or  other  Federal  agency  would  be  available 
to  help  locate  the  absent  father.  This  location  service  could  be  used 
by  any  mother  seeking  support  from  a  deserting  father,  even  if  the 
family  does  not  receive  welfare. 

The  State  collection  unit  would  generally  find  it  desirable  to  encour- 
age the  father  to  reach  a  voluntary  agreement  for  making  regular  sup- 
port payments.  Where  the  voluntary  approach  is  not  successful,  the 
committee  bill  provides  for  stronger  legal  remedies  including  the  col- 
lection mechanisms  available  to  the  Federal  Government  such  as  the 
use  of  the  Internal  Revenue  Service  to  garnishee  the  wages  of  the 
absent  parent.  The  welfare  payments  to  the  family  would  serve  as  the 
basis  of  a  continuing  monetary  obligation  of  the  deserting  parent  to 
the  United  States. 

If  attempts  to  obtain  support  payments  are  unsuccessful,  the 
committee  bill  provides  for  Federal  criminal  penalties  for  an  absent 
parent  who  has  not  fulfilled  his  obligation  to  support  his  family  when 
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the  family  receives  welfare  payments  in  which  the  Federal  Govern- 
ment participates. 

Ghild^s  right  to  have  paternity  established. — The  committee  believes 
that  a  child  born  out  of  wedlock  has  a  right  to  have  his  paternity  ascer- 
tained in  a  fair  and  efficient  manner,  and  that  society  should  acib  on  the 
child's  behalf  to  establish  paternity  even  where  this  conflicts  with  the 
mother's  short-term  interests.  As  part  of  its  comprehensive  approach 
to  obtain  child  support,  the  committee  bill  includes  several  provisions 
designed  to  lead  to  a  more  effective  system  of  establishing  paternity. 

First,  a  father  not  married  to  the  mother  of  his  child  would  be  re- 
quired to  sign  an  affidavit  of  paternity  if  he  agreed  to  make  support 
payments  voluntarily  in  order  to  avoid  court  action.  Most  States  do 
not  permit  initiation  of  paternity  actions  more  than  two  or  three  years 
after  the  child's  birth ;  the  affidavit  would  serve  as  legal  evidence  of 
paternity  in  the  event  that  court  action  for  support  should  later  be- 
come necessary. 

Second,  there  is  evidence  that  blood  typing  techniques  have  devel- 
oped to  such  an  extent  that  they  may  be  used  to  establish  evidence  of 
paternity  at  a  level  of  probability  acceptable  for  legal  determinations. 
Moreover,  if  blood  grouping  is  conducted  expertly,  the  possibility  of 
error  can  all  but  be  eliminated.  Therefore,  the  committee  adopted 
a  provision  to  authorize  and  direct  the  Department  of  Health,  Educa- 
tion, and  Welfare  to  establish  or  arrange  for  regional  laboratories 
that  can  do  blood  typing  for  purposes  of  establishing  paternity,  so 
that  the  State  agencies  and  the  courts  would  have  this  expert  evi- 
dence available  to  them  in  paternity  suits.  No  requirement  would  be 
made  in  Federal  law  that  blood  tests  be  made  mandatory.  The  services 
of  the  laboratories  would  be  available  with  respect  to  any  paternity 
proceeding,  not  just  a  proceeding  brought  by,  or  for,  a  welfare 
recipient. 

Emergency  assistance  to  migrant  families  with  children. — ^Under  ex- 
isting law,  emergency  assistance  may,  at  the  option  of  the  States,  be 
provided  to  needy  families  in  crisis  situations,  and  it  may  be  provided 
either  statewide  or  in  part  of  the  State.  Emergency  assistance  pro- 
grams have  been  adopted  in  about  half  of  the  States,  and  they  receive 
50  percent  Federal  matching.  Under  the  law,  assistance  may  be  fur- 
nished for  a  period  not  in  excess  of  30  days  in  any  12-month  period  in 
cases  in  which  a  child  is  without  available  resources  and  the  payments, 
care,  or  services  involved  are  necessary  to  avoid  destitution  of  the 
child  or  to  provide  living  arrangements  for  the  child.  The  committee 
bill  (1)  requires  that  all  States  have  a  program  of  emergency  assist- 
ance to  migrant  families  with  children;  (2)  requires  that  the  program 
be  statewide  in  application;  and  (3)  provides  75  percent  Federal 
matching  for  emergency  assistance  to  migrant  families. 

Social  security  provisions  related  to  heneflts  for  children. — The  com- 
mittee bill  contains  several  provisions  related  specifically  to  children's 
benefits,  which  would:  (1)  Extend  social  security  coverage  to  certain 
grandchildren  not  adopted  by  their  grandparents;  (2)  provide  child- 
hood disability  benefits  if  the  disability  began  before  age  22  rather 
than  before  age  18  as  under  present  law ;  and  (3)  liberalize  the  eligibil- 
ity requirements  for  children  adopted  by  social  security  beneficiaries. 
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Aiding  Aged,  Blind,  and  Disabled  Persons 

The  committee  continues  to  place  primary  reliance  on  the  social  se- 
curity system  to  provide  income  to  aged,  blind,  and  disabled  persons, 
and  as  in  the  past  considers  it  appropriate  for  workers  to  contribute 
during  their  productive  working  years  as  they  build  up  entitlement  to 
retirement,  disability,  and  survivor  benefits.  The  social  security  pro- 
gram has  succeeded  remarkably  well  in  its  original  intention  of  replac- 
ing old  age  assistance.  The  proportion  of  aged  persons  receiving  social 
security  has  mounted  steadily  since  1940  until  the  program  is  now 
nearly  universal,  while  at  the  same  time  the  proportion  of  the  aged 
population  receiving  welfare  has  declined  from  23  percent  of  the 
elderly  30  years  ago  to  10  percent  today.  Building  on  the  20-percent 
benefit  increase  already  enacted  into  law,  the  committee  bill  would 
create  a  new  Supplemental  Security  Income  program,  administered 
by  the  Social  Security  Administration,  which  would  set  a  Federal 
guaranteed  minimum  income  level  for  aged,  blind,  and  disabled  per- 
sons, with  higher  incomes  guaranteed  for  those  entitled  to  social 
security  benefits. 

Benefits  for  widows. — The  committee  bill  would  provide  benefits  for 
a  widow  equal  to  the  benefit  her  deceased  husband  would  have  received 
if  he  were  still  living.  Under  the  bill,  a  widow  who  begins  receiving 
benefits  at  age  65  or  after  would  receive  100  percent  (rather  than  82% 
percent  as  under  present  law)  of  the  amount  her  deceased  husband  was 
receiving  at  his  death,  or  the  amount  he  would  have  received  if  he  had 
begun  getting  benefits  at  age  65.  Under  this  provision  $1.1  billion  in 
additional  benefits  would  be  paid  to  3.8  million  persons  in  1974. 

Extension  of  medicare  to  the  disabled. — The  major  provision  in  the 
committee  bill  affecting  blind  and  disabled  social  security  beneficiaries 
would  extend  medicare  coverage  to  1.7  million  disabled  social  security 
beneficiaries  at  a  cost  of  $1.5  iDillion  in  the  first  full  year  for  hospital 
insurance  and  $350  million  for  a  supplementary  medical  insurance. 

Reduction  in  waiting  period  for  disahility  benefits. — Under  present 
law,  an  individual  must  be  disabled  throughout  a  full  six-month  period 
before  he  may  be  paid  disability  insurance  benefits.  Under  the  com- 
mittee bill,  the  waiting  period  would  be  reduced  two  months  to  a  4- 
month  period.  An  estimated  950,000  beneficiaries  would  become  entitled 
to  $274  million  in  additional  benefits  under  this  provision  in  1974. 

Disability  benefits  for  the  blind. — The  committee  bill  substantially 
liberalizes  the  provisions  of  present  law  relating  to  blind  persons.  In 
particular,  the  committee  bill  would  make  blind  persons  with  at  least 
six  quarters  of  coverage  eligible  for  disability  benefits,  and  permit 
blind  persons  to  qualify  for  benefits  regardless  of  their  capacity  to 
work  and  whether  they  are  working. 

Coverage  of  drugs  under  medicare. — The  cost  of  outpatient  pre- 
scription drugs  represents  a  major  item  of  medical  expense  for  many 
older  people,  especially  those  suffering  from  chronic  conditions.  The 
costs  of  such  drugs  are  not  presently  covered  under  the  medicare  pro- 
gram. The  committee  bill  would  cover  under  the  medicare  program 
the  cost  of  certain  specified  drugs  purchased  on  an  outpatient  basis 
which  are  necessary  in  the  treatment  of  the  most  common  crippling 
or  life-threatening  chronic  disease  conditions  of  the  aged.  Beneficiaries 
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would  pay  $1  toward  the  cost  of  each  prescribed  drug  included  in  the 
reasonable  cost  range  for  the  drug  involved. 

Limiting  the  premium  for  supplementary  medical  insurance. — Dur- 
ing the  first  5  years  of  the  program  it  has  been  necessary  to  increase  the 
part  B  premium  almost  100  percent — from  $3.00  monthly  per  person 
in  July  1966  to  a  $5.80  rate  in  July  1972.  The  government  pays  an  equal 
amount  from  general  revenues.  This  increase  and  projected  future 
increases  represent  an  increasingly  significant  financial  burden  to 
the  aged  living  on  incomes  which  are  not  increasing  at  a  similar  rate. 

The  committee  bill  would  limit  part  B  premium  increase  to  not  more 
than  the  percentage  by  which  the  social  security  cash  benefits  had 
been  generally  increased  since  the  last  part  B  premium  adjustment. 
Costs  above  those  met  by  such  premium  payments  would  be  paid 
out  of  general  revenues  in  addition  to  the  regular  general  revenue 
matching. 

Medicare  coverage  for  spouses  and  social  security  tcTieficiaries  under 
age  65. — Under  present  law,  medicare  coverage  is  restricted  to  persons 
age  65  and  over,  but  persons  age  60  through  64  (including  retired 
workers,  their  spouses,  widows,  or  parents)  find  it  difficult  to  obtain 
adequate  private  health  insurance  at  a  rate  which  they  can  afford.  The 
committee  bill  would  make  medicare  protection  available  at  cost  to 
spouses  age  60  to  64  of  medicare  beneficiaries  and  to  other  persons  age 
60  to  64  entitled  to  benefits  under  the  Social  Security  Act. 

Supplementary  security  income  for  the  aged.,  Mind^  and  disabled. — 
Under  present  law,  aged,  blind,  and  disabled  persons  are  eligible  for 
welfare  benefits  under  the  various  State  assistance  programs,  with 
the  State  setting  the  payment  levels.  The  committee  bill  would  sub- 
stitute instead  a  new  federally  administered  program  of  supplemental 
security  income  for  aged,  blind,  and  disabled  persons.  Under  this 
program,  aged,  blind,  and  disabled  individuals  would  be  assured  a 
monthly  income  of  at  least  $130  for  an  individual  or  $195  for  a  couple. 
In  addition  the  committee  bill  would  provide  that  the  first  $50  of  social 
security  or  other  income  would  not  cause  any  reduction  in  amount  of 
the  supplementary  security  income  payment. 

As  a  result,  aged,  blind,  and  disabled  persons  who  also  have  monthly 
income  from  social  security  or  other  sources  (which  are  not  need- 
related)  of  at  least  $50  would,  under  the  committee  bill,  be  assured 
total  monthly  income  of  at  least  $180  for  an  individual  or  $245  for  a 
couple. 

Use  of  trust  funds  for  rehabilitation. — ^Under  present  law,  up  to 
one  percent  of  the  amount  of  social  security  trust  funds  paid  to  dis- 
abled beneficiaries  in  the  prior  year  may  be  used  to  pay  for  the  costs 
of  rehabilitating  disabled  beneficiaries.  In  order  to  provide  additional 
funds  for  rehabilitating  these  disabled  persons,  the  committee  bill 
would  increase  by  50  percent  the  percentage  of  the  trust  funds  which 
could  be  used  for  rehabilitation. 

Rehahilitation  of  alcoholics  and  addicts. — The  committee  is  par- 
ticularly concerned  that  persons  who  are  disabled  because  of  alcohol- 
ism or  drug  addiction  be  provided  rehabilitative  services  under  a 
program  of  active  treatment  rather  than  simply  being  provided  income 
with  which  to  support  their  addiction  or  alcoholism.  Accordingly, 
alcoholics  and  drug  addicts  under  the  committee  bill  would  be  able 
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to  receive  maintenance  payments  only  as  part  of  a  program  of  active 
treatment. 

Improving  Program  Integrity  and  Enhancing  Quality  of  Care 

The  committee  bill  includes  a  number  of  provisions  designed  to  im- 
prove administrative  control  and  quality  of  care  assurance  in  the  medi- 
care and  medicaid  programs  and  to  restore  the  integrity  of  the  welfare 
programs. 

Establishment  of  Professional  Standards  Review  Organizations. — 
The  committee  has  found  substantial  indications  that  a  significant 
amount  of  health  services  paid  for  under  the  medicare  and  medicaid 
programs  would  not  be  found  medically  necessary  under  appropriate 
professional  standards.  In  some  instances,  the  services  provided  are 
of  unsatisfactory  professional  quality. 

The  committee  bill  would  establish  Professional  Standards  Review 
Organizations,  sponsored  by  organizations  representing  substantial 
numbers  of  practicing  physicians  in  local  areas,  to  assume  responsi- 
bility for  comprehensive  and  ongoing  review  of  services  covered  under 
the  medicare  and  medicaid  programs.  The  purpose  of  the  amendment 
would  be  to  assure  proper  utilization  of  care  and  services  provided  in 
medicare  and  medicaid  utilizing  a  formal  professional  mechanism 
representing  the  broadest  possible  cross-section  of  practicing  physi- 
cians in  an  area.  Appropriate  safeguards  are  included  so  as  to  ade- 
quately provide  for  protection  of  the  public  interest  and  to  prevent 
pro  forma  assumption  in  carrying  out  of  the  important  review  ac- 
tivities in  the  two  highly  expensive  programs.  The  amendment  pro- 
vides discretion  for  recognition  of  and  use  by  the  PSEO  of  effective 
utilization  review  committees  in  hospitals  and  medical  organizations. 

Inspector  General  for  medicare  and  medicaid. — There  is  at  present 
no  independent  reviewing  mechanism  charged  with  specific  responsi- 
bility for  ongoing  and  continuing  review  of  medicare  and  medicaid 
in  terms  of  the  efficiency  and  effectiveness  of  program  operations  and 
compliance  with  congressional  intent.  While  HEWs  Audit  Agency 
and  the  General  Accounting  Office  have  done  helpful  w^ork,  there  is  a 
heed  for  day-to-day  monitoring  conducted  at  a  level  which  can 
promptly  call  the  attention  of  the  Secretary  and  the  Congress  to  im- 
portant problems  and  which  has  authority  to  remedy  some  of  those 
problems  in  timely,  effective  and  responsible  fashion. 

The  committee  bill  would  create  the  Office  of  Inspector  General  for 
Health  Administration  in  the  Department  of  Health,  Education,  and 
Welfare.  The  Inspector  General  would  be  appointed  by  the  Presi- 
dent, would  report  to  the  Secretary,  and  would  be  responsible  for 
reviewing  and  auditing  the  social  security  health  programs  on  a  con- 
tinuing and  comprehensive  basis  to  determine  their  efficiency,  econ- 
omy, and  consonance  with  the  statute  and  congressional  intent. 

Limitations  on  coverage  of  costs  under  medicare. — The  committee 
bill  authorizes  the  Secretary  to  establish  limits  on  overall  direct  or  in- 
direct costs  which  will  be  recognized  as  reasonable  for  comparable 
services  in  comparable  facilities  in  an  area.  He  may  also  establish 
maximum  acceptable  costs  in  such  facilities  with  respect  to  items  or 
groups  of  services  (for  example,  food  costs,  or  standby  costs).  The 
beneficiary  is  liable  for  any  amounts  determined  as  excessive  (except 
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that  he  may  not  be  charged  for  excessive  amounts  in  a  facility  in 
which  his  admitting  physician  has  a  direct  or  indirect  ownership 
interest).  The  Secretary  is  required  to  give  public  notice  as  to  those 
facilities  where  beneficiaries  may  be  liable  for  payment  of  costs  de- 
termined as  not  "necessary"  to  efficient  patient  care. 

Limitation  on  prevailing  charge  levels, — Under  the  present  reason- 
able charge  policy,  medicare  pays  in  full  any>^hysician's  charge  that 
falls  within  the  T5th  percentile  of  customary  charges  in  an  area.  How- 
ever, there  is  no  limit  on  how  much  physicians,  in  general,  can  increase 
their  customary  charges  from  year  to  year  and  thereby  increase  medi- 
care payments  and  costs. 

The  committee  bill  recognizes  as  reasonable,  for  medicare  reim- 
bursement purposes  only,  those  charges  which  fall  within  the  75th 
percentile.  Starting  in  1973,  increases  in  physicians'  fees  allowable  for 
medicare  purposes,  would  be  limited  by  a  factor  which  takes  into  ac- 
count increased  costs  of  practice  and  the  increase  in  earnings  levels 
in  an  area. 

With  respect  to  reasonable  charges  for  medical  supplies  and  equip- 
ment, the  amendment  would  provide  for  recognizing  only  the  lower 
charges  at  which  supplies  of  similar  quality  are  widely  available. 

Public  disclosure  of  information  regarding  deficiencies. — Physi- 
cians and  the  public  are  currently  unaware  as  to  which  hospitals,  ex- 
tended care  facilities,  skilled  nursing  home  and  intermediate  care 
facilities  have  deficiencies  and  which  facilities  fully  meet  the  statutory 
and  regulatory  requirements.  This  operates  to  discourage  the  direction 
of  physician,  patient,  and  public  concern  toward  deficient  facilities, 
which  might  encourage  them  to  upgrade  the  quality  of  care  they 
provide  to  proper  levels. 

Under  the  bill  the  Secretary  of  Health,  Education,  and  Welfare 
would  be  required  to  make  reports  of  an  institution's  significant  defi- 
ciencies or  the  absence  thereof  (such  as  deficiencies  in  the  areas  of 
staffing,  fire  safety,  and  sanitation)  a  matter  of  public  record  readily 
and  generally  available  at  social  security  district  offices.  Following 
completion  of  a  survey  of  a  health  care  facility  or  organization,  those 
portions  of  the  survey  relating  to  statutory  requirements  as  well  as 
those  additional  significant  survey  aspects  required  by  regulations 
relating  to  the  capacity  of  the  facility  to  provide  proper  care  in  a  safe 
setting  would  be  matters  of  public  record. 

Determining  eligibility  for  loelfare. — Generally  speaking,  the  usual 
method  of  determining  eligibility  for  public  assistance  has  involved 
the  verification  of  information  provided  by  the  applicant  for  assist- 
ance through  a  visit  to  the  applicant's  home  and  from  other  sources. 
For  persons  found  eligible  for  assistance,  redetermination  of  eligi- 
bility is  required  at  least  annually,  and  similar  procedures  are  followed. 

The  Department  of  Health,  Education,  and  Welfare  has  required 
States  to  use  a  simplified  or  "declaration  method"  for  aid  to  aged,  blind, 
and  disabled,  and  has  strongly  ur^ed  that  this  method  be  used  in  the 
program  of  Aid  to  Familie?  with  Dependent  Children.  The  simplified 
or  "declaration  method"  provides  for  eligibility  determinations  to  be 
based  to  the  maximum  extent  possible  on  the  information  furnished  by 
the  applicant,  without  routine  interviewing  of  the  applicant  and  with- 
out routine  verifiontion  and  investigation  by  the  caseworker.  The  com- 
mittee bill  precludes  the  use  of  the  declaration  method  by  law.  It  also 
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explicitly  authorizes  the  States  in  the  statute  to  examine  the  applica- 
tion or  current  circumstances  and  promptly  make  any  verification  from 
independent  or  collateral  sources  necessary  to  insure  that  eligibility 
exists.  The  Secretary  could  not,  by  regulation,  limit  the  State's  author- 
ity to  verify  income  or  other  elisfibility  factors. 

Recouping  overpay  merits. — In  1970  the  Supreme  Court  ruled  that 
welfare  payments  could  not  be  terminated  before  a  recipient  is  afforded 
an  evidentiary  hearing.  The  Health,  Education,  and  Welfare  regula- 
tions based  on  the  court's  decision  permit  the  recipient  to  delay  the 
hearing  in  order  to  continue  to  receive  welfare  payments  long  after  he 
has  become  ineligible.  Other  regulations  virtually  preclude  recovering 
overpayments. 

The  committee  bill  deals  with  this  situation  by  requiring  State 
welfare  agencies  to  reach  a  final  decision  on  the  appeal  of  a  welfare 
recipient  within  30  days  following  the  day  the  recipient  Avas  notified 
of  the  agency's  intention  to  reduce  or  terminate  assistance.  The  bill 
would  also  require  the  repayment  to  the  agency  of  amounts  which  a 
recipient  received  during  the  period  of  the  appeal  if  it  was  determined 
that  the  recipient  was  not  entitled  to  them. 

Quality  of  worh  performed  hy  welfare  personnel. — In  an  effort 
to  try  to  upgrade  the  quality  of  work  performed  by  welfare  personnel, 
the  committee  bill  directs  the  Secretary  of  the  Department  of  Health, 
Education,  and  Welfare  to  study  and  report  to  the  Congress  by  Janu- 
ary 1, 1974,  on  ways  of  enhancing  the  quality  of  welfare  work,  whether 
by  fixing  standards  of  performance  or  otherwise.  In  making  this  study, 
the  Secretary  could  draw  on  the  knowledge  and  expertise  of  persons 
talented  in  the  field  of  welfare  administration,  including  those  haying 
direct  contact  with  recipients.  He  should  also  benefit  from  suggestions 
made  by  recipients  themselves  as  to  how  the  level  of  performance  in 
the  administration  of  the  welfare  system  might  be  improved,  with  a 
view  toward  ending  the  wide  variations  in  employee  conduct  which 
characterize  today's  system,  and  moderating  the  extremes  to  which 
some  social  workers  go  in  performing  their  duties. 

Offenses  lyy  welfare  employees. — Under  present  Federal  law  there 
is  no  provision  particularly  directed  to  the  question  of  employee  con- 
duct in  the  administration  of  the  welfare  program.  Under  the  commit- 
tee bill,  rules  similar  to  those  applicable  to  Internal  Kevenue  Service, 
employees  would  apply  under  the  welfare  laws.  The  committee  is 
hopeful  that  this  provision  could  lead  to  an  upgrading  of  the  quality 
of  performance  by  welfare  workers  in  general. 

Fiscal  Relief  for  States  and  Additional  Administrative  Latitude 

The  committee  is  well  aware  that  the  growth  of  the  welfare  rolls 
since  1967  has  been  one  of  the  significant  factors  in  bringing  about  the 
fiscal  crisis  currently  facing  State  and  local  governments.  Much  of  this 
growth  has  been  due  to  increased  Federal  intervention  in  the  control 
of  the  AFDC  program  by  the  States.  The  committee  feels  that  ha\dng 
the  Federal  Government  take  over  the  control  of  this  program  is 
not  the  step  that  should  be  taken.  It  believes  that  the  correct  ap- 
proach is  in  the  opposite  direction.  Accordingly,  the  committee  care- 
fully designed  many  parts  of  this  bill  so  that  the  State's  control  of 
the  AFDC  program  would  be  strengthened  rather  than  weakened.  The 
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committee  recognizes,  however,  that  this  represents  a  long-range  solu- 
tion and  that  many  States  feel  an  acute  need  for  immediate  relief  from 
the  pressures  of  swollen  welfare  budgets.  Under  the  committee  bill 
therefore,  the  fiscal  burden  on  the  States  will  be  substantially  de- 
creased through  creation  of  the  new  Federal  Supplemental  Security 
Income  program  in  lieu  of  the  present  program  of  aid  to  the  aged, 
blind,  and  disabled,  through  increases  in  the  Federal  funding  of  assist- 
ance payments  to  families,  and  through  indirect  fiscal  relief  resulting 
from  improvements  which  the  committee  bill  makes  in  the  general 
structure  of  the  AFDC  program. 

Supplemental  security  income  for  the  aged^  hlind^  and  disabled. — 
The  committee  bill  establishes  a  new  program  of  supplemental  secu- 
rity income  for  the  aged,  blind,  and  disabled,  with  Federal  administra- 
tion and  with  the  Federal  Government  paying  the  full  cost  of  the  pro- 
gram as  a  replacement  of  the  present  Federal-State  programsof  aid 
to  the  aged,  blind,  and  disabled,  this  new  program  will  save  States 
about  $800  million  annually. 

Aid  to  Families  icith  Dependent  Children. — In  the  Aid  to  Families 
with  Dependent  Children  program,  the  committee  bill  changes  the 
funding  mechanism  from  the  present  formula  matching  to  a  block 
grant  approach.  This  new  method  of  providing  Federal  funds  for 
AFDC  results  in  substantial  immediate  fiscal  relief  and  is  also  con- 
sistent with  the  committee's  desire  to  return  to  the  States  a  greater 
measure  of  control  over  their  welfare  programs.  For  the  last  6  months 
of  calendar  year  1972  and  for  1973  the  block  grant  would  be  based  on 
the  funding  for  calendar  year  1972  under  current  law.  Starting  in 
1974  the  grant  would  be  adjusted  to  take  into  account  the  effects  of  the 
work  program. 

Child  welfare  services. — Federal  appropriations  for  child  welfare 
services  have  remained  at  $46  million  for  the  past  7  years,  represent- 
ing about  one-seventh  of  total  State  and  local  expenditures  for  child 
welfare  services  programs.  The  committee  bill  would  increase  the 
authorizations  for  child  welfare  services  to  $200  million  in  fiscal  year 
1973  rising  to  $270  million  in  fiscal  year  1977  and  thereafter. 

State  medicaid  savings. — The  provisions  of  the  committee  bill  ex- 
tending medicare  coverage  to  disabled  social  security  beneficiaries,  in- 
cluding prescription  drugs  under  the  medicare  program,  and  providing 
Federal  medicaid  matching  for  the  first  time  for  mentally  ill  children 
will  save  States  substantial  amounts  under  their  medicaid  programs. 

Limiting  regulatory  authority  of  the  Secretary  of  Healthy  Educa- 
tion, and  Welfare. — The  Social  Security  Act  permits  the  Secretary  of 
Health,  Education,  and  Welfare  to  "make  and  publish  such  rules  and 
regulations,  not  inconsistent  with  this  act,  as  may  be  necessary  to  the 
efficient  administration  of  the  functions"  with  which  he  is  charged 
under  the  act.  Similar  authority  is  provided  under  each  of  the  welfare 
programs.  Particularly  since  January  1969,  regulations  have  been 
issued  under  this  general  authority  with  little  basis  in  laAv  and  which 
sometimes  have  run  directly  counter  to  legislative  history.  Many  States 
have  attributed  at  least  a  part  of  the  growth  of  the  welfare  caseload  in 
recent  years  to  these  regulations  of  the  Department  of  Health,  Educa- 
tion, and  Welfare. 

A  number  of  committee  decisions  deal  with  problems  raised  by 
specific  HEW  regulations.  In  addition,  the  committee  agreed  to 
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modify  the  statutory  language  quoted  above  by  limiting  the  Secre- 
tary's regulatory  authority  under  the  welfare  programs  so  that  he 
may  issue  regulations  only  with  respect  to  specific  provisions  of  the 
act  and  even  in  these  cases  the  regulations  may  not  be  inconsistent  with 
the  provisions  of  the  Act. 

Permitting  States  more  latitude  under  medicaid. — The  medicaid 
program  has  been  a  significant  burden  on  State  finances.  Two  require- 
ments of  present  law  would  be  deleted  by  the  committee  bill.  These 
requirements  prevent  a  State  from  ever  reducing  medicaid  expendi- 
tures and  require  that  a  State  medicaid  program  ever  expand  until 
the  program  is  comprehensive. 


II.  SUMMARY  OF  PRINCIPAL  PROVISIONS 
OF  THE  BILL 


(19) 


Summary  af  Principal  Provisions  of  the  Bill 
CONTENTS 

A.  Social  security  cash  benefits: 

1.  Provisions  of  the  House  bill  changed  and  new  provisions  added 

by  the  committee :  Page 

Special  minimum  cash  benefits   27 

Increased  benefits  for  those  who  delay  retirement  beyond 

age  65   27 

Liberalization  of  the  retirement  test   28 

Reduction  in  waiting  period  for  disability  benefits   28 

Disability  benefits  for  individuals  who  are  blind   28 

Payments  by  an  employer  to  the  survivor  or  estate  of  a 

former  employee  or  to  a  disabled  former  employee   29 

Issuance  of  social  security  numbers  and  penalty  for  furnish- 
ing false  information  to  obtain  a  number   29 

Underpayments   29 

Treatment  of  income  from  sale  of  certain  literary  or  artistic 

items   29 

Benefits  for  a  child  based  on  the  earnings  record  of  a 

grandparent   30 

Benefits  for  disabled  and  dependent  sisters  and  brothers.  _  30 
Refund  of  social  security  tax  to  members  of  certain  religious 

faiths  opposed  to  insurance   30 

Death  benefits  where  body  is  unavailable  for  burial   31 

2.  Provisions  of  the  House  bill  that  were  not  changed  by  the 

committee : 

Increase  in  widow's  and  widower's  insurance  benefits   31 

Age  62  computation  point  for  men   31 

Dependent  widower's  benefits  at  age  60   32 

Childhood  disability  benefits   32 

Continuation  of  child's  benefits  through  the  end  of  a 

semester   32 

EUgibility  of  a  child  adopted  by  an  old-age  or  disabihty 

insurance  beneficiary   32 

Nontermination  of  child's  benefits  by  reason  of  adoption.  _  33 
Elimination  of  the  support  requirements  for  divorced 

women   33 

Waiver  of  duration-of -marriage  requirement  in  case  of 

remarriage   33 

Disability  insurance  benefits  applications  filed  after  death-  33 
Disability  benefits  affected  by  the  receipt  of  workmen's 

compensation   34 

Wage  credits  for  members  of  the  uniformed  services   34 

Optional  determination  of  self -employment  earnings   34 

Coverage  of  members  of  religious  orders  who  are  under  a 

vow  of  poverty   34 

Self-employment   income    of   certain   individuals  living 

temporarily  outside  the  United  States   34 

Trust  fund  expenditures  for  rehabilitation  services   35 

Recomputation  of  benefits  based  on  combined  railroad 

and  social  security  earnings   35 

3.  Other  cash  benefit  amendments   35 

4.  Provisions  deleted  from  House-passed  bill   36 

(21) 


22 


B.  Principal  medicare-medicaid  provisions: 

1.  Provisions  of  House  bill  not  substantially  modified  by  com- 

mittee :  Page 

Medicare  coverage  for  disabled  beneficiaries   37 

Hospital  insurance  for  the  uninsured   37 

Part  B  premium  charges   38 

Automatic  enrollment  for  part  B   38 

Relationship  between  medicare  and  Federal  employees' 

benefits   38 

Limitation  on  Federal  payments  for  disapproved  capital 

expenditure   39 

Experiments  in  prospective  reimbursement  and  peer  review.  39 

Limitations  on  coverage  of  costs   40 

Limitation  on  prevailing  charge  levels   40 

Payment  for  physicians'  services  in  the  teaching  setting.  40 

Advance  approval  of  ECF  and  home  health  coverage   41 

Termination  of  payment  to  suppliers  of  service   41 

Elimination  of  requirement  that  States  move  toward  com- 
prehensive medicaid  program   42 

Relationship  between  medicaid  and  comprehensive  health 

programs   42 

Program  for  determining  qualifications  for  certain  health 

care  personnel   42 

Penalties  for  fraudulent  acts  and  false  reporting  under 

medicare  and  medicaid   43 

Prosthetic  lenses  furnished  by  optometrists  under  part  B_  43 

2.  Provisions  of  House  bill  substantially  modified  by  committee: 

Failure  by  State  to  undertake  required  institutional  care 

review  activities   44 

Cost  sharing  under  medicaid   45 

Mandatory  medicaid  deductible  for  families  with  earn- 
ings  46 

Medicare  benefits  for  border  residents   47 

Payments  to  health  maintenance  organizations   47 

Repeal  of  section  1902(d)  of  medicaid   50 

Payments  to  States  under  medicaid  for  development  of 
cost  determination  systems  for  State-owned  general 

hospitals-   51 

Provider  reimbursement  review  board   51 

Physical  therapy  services  and  other  services  under  medi- 
care  52 

Waiver  of  registered  nurse  in  rural  skilled  nursing  facility.  53 
Coverage  of  chiropractic  services   53 

3.  New  provisions  added  by  the  Finance  Committee: 

Establishment  of  professional  standards  review  organiza- 
tions  54 

Coverage  of  certain  prescribed  drugs  under  medicare   54 

Inspector  general  for  medicare  and  medicaid   56 

Medicaid  coverage  of  mentally  ill  children   57 

Public  disclosure  of  information  regarding  deficiencies   57 

Extended  care  facihties — Skilled  nursing  faciUties   58 

Authority  for  demonstration  projects  concerning  the  most 
suitable  types  of  care  for  beneficiaries  ready  for  discharge 

from  a  hospital  or  skilled  facility   59 

Physicians'  assistants   60 

The  role  of  the  Joint  Commission  on  the  Accreditation  of 

Hospitals  in  medicare   61 

Maternal  and  child  health   62 

Conditions  of  coverage  of  speech  pathologists  and  chnical 

psychologists  under  medicare   63 

Provide  Secretary  greater  discretion  in  selection  of  inter- 
mediaries and  assignment  of  providers  to  them   63 

Disclosure  of  information  concerning  medicare  agents  and 

providers   64 

Protecting  aged,  blind,  and  disabled  welfare  recipients 
from  loss  of  medical  eligibility   ,  65 


23 


B.  Principal  medicare-medicaid  provisions — Continued 

3.  New  provisions  added  by  the  Finance  Committee — Continued 

Prohibition  against  institutional  medical  care  payments  Page 

under  cash  welfare  programs   65 

Limitation  on  liability  of  beneficiary  where  medicare 

claims  are  disallowed   66 

Family  planning   67 

Penalty  for  failure  to  provide  required  health  care  screen- 
ing  67 

Coverage  of  outpatient  rehabilitation  services  under  medi- 
care  68 

Medicare  coverage  for  spouses  and  social  security  bene- 
ficiaries under  age  65   68 

Alcoholism  and  addiction   69 

C.  Financing  of  social  security  trust  funds   70 

D.  Supplemental  security  income  for  the  aged,  blind,  and  disabled: 

Present  law   75 

Committee  bill   75 

National  supplemental  security  income ;  disregard  of  social  security 

or  other  income   75 

Earned  income  disregard   76 

Other  income  disregards   76 

Definitions  of  blindness  and  disability   76 

State  supplementation   76 

Other  Federal  eligibility  standards   77 

Medicaid  coverage    77 

Social  services   77 

E.  Guaranteed  job  opportunity  for  families : 

Description  of  program    86 

Work  incentives  under  the  program   87 

Work  disincentives  under  present  law  and  administration  proposal.  89 

Eligibility  to  participate   91 

Participation  in  work  program  :   91 

Kinds  of  employment   92 

Placement  in  regular  employment   92 

Public  or  private  employment  with  wage  supplements   92 

Guaranteed  employment  :   93 

Work  bonus  for  low-income  workers   93 

Transportation  assistance   94 

Institutional  training   95 

Services   95 

State  supplementation   95 

Food  stamps   96 

Children  of  mothers  refusing  to  participate  in  the  employment  pro- 
gram  96 

Administration  of  the  employment  program   96 

Employment  program,  in  Puerto  Rico   97 

Tax  credit  to  develop  jobs  in  the  private  sector   97 

Eflfective  dates   98 

F.  General  provisions,  child  welfare  services,  and  other  provisions: 

1.  General  provisions : 

Quality  of  work  performed  by  welfare  personnel   99 

Offenses  by  welfare  employees   99 

Limiting  HEW  regulatory  authority  in  welfare  programs.-  100 

Demonstration  projects  to  reduce  dependency  on  welfare__  100 

2.  Child  welfare  services: 

Grants  to  States  for  child  welfare  services  (including 

foster  care  and  adoptions)   101 

National  adoption  information  exchange  system   101 

3.  Other  provisions: 

Evaluation  of  programs  under  the  Social  Security  Act   101 

Use  of  Federal  funds  to  undermine  Federal  programs   102 

Appointment  and  confirmation  of  administrator  of  social 

and  rehabilitation  services   102 


24 


G.  Child  care:  Page 

Bureau  of  child  care   103 

Authorization   io4 

Grants  to  States  for  establishment  of  model  day  care   104 

H.  Aid  to  families  with  dependent  children: 

Welfare  as  a  statutory  right   105 

Use  of  social  security  numbers  and  other  means  of  identification..  105 

Separation  of  services  and  eligibility  determination   105 

Furnishing  manuals  and  other  policy  issuances   105 

Persons  eligible  for  aid  to  families  with  dependent  children   106 

Definition  of  "incapacity"  under  aid  to  families  with  dependent 

children   106 

Duration  of  residency   107 

Welfare  payments  for  rent   107 

Alcoholics  and  addicts   107 

Sharing  the  cost  of  prosecuting  welfare  fraud   107 

Recent  disposal  of  assets   108 

Ineligibility  of  strikers   108 

IneligibiUty  of  unborn  children   108 

Children  living  in  a  relative's  home   108 

Cooperation  of  mother  in  identifying  the  father  and  seeking 

support  payments     108 

Families  where  there  is  a  continuing  parent-child  relationship   109 

Denial  of  welfare  for  refusal  to  allow  caseworker  in  home   110 

Declaration  method  of  determining  eligibility   110 

Recouping  overpayments   110 

Ineligibility  for  food  stamps   110 

Income  disregarded    111 

Assistance  levels   _    112 

Right  to  apply  for  aid  to  receive  it  with  reasonable  promptness.  _  112 

Appeals  process   112 

Safeguarding  information   113 

Community  work  and  training  programs   114 

Protective  payments  for  children   114 

Requirement  for  statewideness  for  social  services   114 

Social  services   114 

Family  planning  services   115 

Eliminate  statutory  requirement  of  individual  program  of  services 

for  each  family   115 

Supportive  services  for  participants  in  the  WIN  program   115 

Emergency  assistance  for  migrant  families  with  children   115 

Making  establishment  of  advisory  committee  optional   116 

Administrative  costs   116 

Federal  financial  participation  in  welfare  payments    116 

I.  Child  support: 

Assignment  of  right  to  collection  of  support  payments   121 

Locating  a  deserting  parent;  access  to  information   122 

Incentives  for  States  and  localities  to  collect  support  payments   122 

Voluntary  approach   123 

Civil  action  to  obtain  support  payments   123 

Distribution  of  collections   123 

Residual  obligation  to  Federal  Government   123 

Criminal  action   124 

Determining  paternity   124 

Leadership  role  of  Justice  Department   125 

Attachment  of  Federal  wages   125 

Child  support  under  workfare   125 

Effective  dates   126 

J.  Fiscal  relief  for  States   129 


25 

STATISTICAL  MATERIAL 


1.  Social  security  tax  rates  for  employers,  employees,  and  self-employed  Page 

persons  under  present  law  and  committee  bill   71 

2.  Socia  security  programs:  First  full-year  cost  of  Senate  Finance  Com- 

mittee provisions  of  H.K.  1   72 

3.  Old-age  assistance:  Income  eligibility  level  for  payments  and  largest 

amount  paid  for  basic  needs,  by  State,  July  1972  78-79 

4.  Aid  to  the  blind  and  aid  to  the  permanently  and  totally  disabled:  In- 

come eligibility  level  for  payments  and  largest  amount  paid  for  basic 
needs,  by  State,  July  1972  80-81 

5.  Work  incentives  under  the  committee  biU   89 

6.  Work  disincentives  under  the  House  bill:  Income  for  family  of  4   90 

7.  Recipients  of  aid  to  families  with  dependent  children,  December  of 

selected  j^ears   117 

8.  Aid  to  families  with  dependent  children:  Income  eligibility  level  for  pay- 

ments and  largest  amount  paid  to  family  of  4,  by  State,  July  1972_  _  118-119 

9.  AFDC  Families  by  parentage  of  children,  1971   126 

10.  AFDC  families  with  specified  number  of  illegitimate  recipient  children, 

1971   126 

11.  AFDC  families  by  status  of  father,  1961,  1967,  1969,  and  1971   127 

12.  AFDC  families  by  whereabouts  of  father,  1971   128 


11.  SUMMARY  OF  PRINCIPAL  PROVISIONS  OF  THE  BILL 


A.  Social  Security  Cash  Benefits 

1.  PROVISIONS  OF  THE  HOUSE  BILL  CHANGED  AND  NEW  PROVISIONS 
ADDED  BY  THE  COMMITTEE 

Special  Minimum  Cash  Benefits 

The  House-passed  bill  would  provide  a  special  minimum  benefit 
of  $5  multiplied  by  the  number  of  years  in  covered  employment  up  to 
30  years,  producing  a  benefit  of  at  least  $150  a  month  for  a  worker 
who  has  iDeen  employed  for  30  years  under  social  security  coverage.  The 
committee  bill  replaces  this  with  a  provision  for  a  special  minimum 
benefit  under  the  social  security  program  which  would  provide  a  pay- 
ment of  $200  per  month  ($300  for  a  couple)  for  persons  who  have  been 
employed  in  covered  employment  for  30  years.  This  benefit  would 
be  paid  as  an  alternative  to  the  regular  benefits  in  cases  where  a  higher 
benefit  would  result. 

Under  this  provision,  the  new  higher  minimum  benefit  would  become 
payable  to  people  with  19  or  more  years  of  employment ;  at  that  point, 
the  special  minimum  benefit  would  be  more  than  the  regular  mini- 
mum— $85  as  compared  to  the  regular  minimum  benefit  of  $84.50  which 
under  present  law  will  be  payable  starting  in  October.  A  worker  with 
20  years  of  employment  under  social  security  would  thus  be  guaran- 
teed a  benefit  of  at  least  $100 ;  one  with  25  years  would  be  guaranteed 
at  least  $150,  while  one  with  30  years  would  receive  at  least  $200  a 
month.  Minimum  payments  to  a  couple  would  be  one  and  one-half 
times  these  amounts. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 700,000  people 
would  get  increased  benefits  on  the  effective  date  and  $152  million  in 
additional  benefits  would  be  paid  in  1974. 

Increased  Benefits  for  Those  Who  Delay  Retirement  Beyond 

Age  65 

The  committee  bill  includes  the  provision  in  the  House  bill  which 
would  provide  for  an  increase  in  social  security  benefits  of  1  percent 
for  each  year  after  age  65  that  the  individual  delays  his  retirement. 
However,  the  committee  modified  the  provision  so  that  the  additional 
benefit  would  apply  to  persons  already  retired,  rather  than  only  to 
those  coming  on  the  social  security  rolls  after  the  bill's  enactment. 

Effective  date. — J anuary  1973. 
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Number  of  people  affected  and  dollar  payments. — ^5  million  people 
would  get  increased  benefits  on  the  effective  date  and  $198  million  in 
additional  benefits  would  be  paid  in  1974. 

Liberalization  or  the  Retirement  Test 

The  amount  that  a  beneficiary  under  age  72  may  earn  in  a  year  and 
still  be  paid  full  social  security  benefits  for  the  year  would  be  in- 
creased from  the  present  $1,600  to  $2,400  in  the  committee  bill  (com- 
pared with  $2,000  in  the  House  bill).  Under  present  law,  benefits  are 
reduced  by  $1  for  each  $2  of  earnings  between  $1,680  and  $2,800  and 
for  each  $1  of  earnings  above  $2,880.  The  committee  bill  would  pro- 
vide for  a  $1  reduction  for  each  $2  of  all  earnings  above  $2,400,  there 
would  be  no  $l-for-$l  reduction  as  under  present  law.  Also,  in  the  year 
in  which  a  person  attains  age  72  his  earnings  in  and  after  the  month  in 
which  he  attains  age  72  would  not  be  included,  as  under  present  law, 
in  determining  his  total  earnings  for  the  year. 

Future  increases  in  the  amount  of  exempt  earnings  would  be  auto- 
matic as  average  earnings  rise. 

Effective  date. — January  1973. 

Nvmber  of  people  affected  and  dollar  payments. — 1.2  million  bene- 
ficiaries would  become  entitled  to  higher  benefit  payments  on  the 
effective  date  and  550,000  additional  people  would  become  entitled  to 
benefits.  About  $1.1  billion  in  additional  benefits  would  be  paid  in 
1974. 

Reduction  in  Waiting  Period  for  Disability  Benefits 

Under  the  House  bill,  the  present  6-month  period  throughout  which 
a  person  must  be  disabled  before  he  can  be  paid  disability  benefits 
would  be  reduced  by  1  month  (to  5  months).  Under  the  committee 
bill,  the  waiting  period  would  be  reduced  2  months  to  a  4-month  period. 

Effective  date.  January  1973. 

Number  of  people  affected  and  dollar  payments. — 950  thousand  bene- 
ficiaries would  become  entitled  to  additional  benefit  payments  in  1974 
and  8  thousand  additional  people  would  become  entitled  to  benefits. 
About  $274  million  in  additional  benefits  would  be  paid  in  1974. 

Disability  Benefits  for  Individuals  Who  Are  Blind 

The  committee  bill  includes  provisions  not  contained  in  the  House- 
passed  bill:  (a)  making  disability  benefits  payable  to  blind  persons 
who  have  six  quarters  of  coverage  earned  at  any  time;  (b)  changing 
the  definition  of  disability  for  the  blind  to  permit  them  to  qualify  for 
benefits  regardless  of  their  capacity  to  work  and  whether  they  work ; 
(c)  permitting  the  blind  to  receive  disability  benefits  beyond  age  65 
without  regard  to  the  retirement  test;  and  (d)  excluding  the 
blind  from  the  requirement  that  disability  benefits  be  suspended 
when  a  beneficiary  refuses  without  good  cause  to  accept  vocational 
rehabilitation. 

Effective  date. — January  1973. 

NuTYhber  of  people  affected  and  dollar  payments. — 250  thousand 
additional  people  would  become  eligible  for  benefits  on  the  effective 
date  and  $246  million  in  additional  benefits  would  be  paid  in  1974. 
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Payments  by  an  EMf»LOYER  to  the  Sttrvivor  or  Estate  of  a  Former 
Employee  or  to  a  Disabled  Former  Employee 

Under  the  House-passed  bill  amounts  earned  by  an  employee  which 
are  paid  after  the  year  of  his  death  to  his  survivors  or  his  estate  would 
be  excluded  from  coverage.  Under  present  law,  such  wages  are  covered 
and  social  security  taxes  must  be  paid  on  these  wages  but  the  wages 
cannot  be  used  to  determine  eligibility  for  or  the  amount  of  social  secu- 
rity benefits.  The  committee  bill  extends  this  provision  to  payments 
made  to  disability  insurance  beneficiaries. 

Effectivedate. — January  1973. 

Issuance  or  Social  Security  Numbers  and  Penalty  for  Furnishing 
False  Information  To  Obtain  a  Number 

The  committee  bill  includes  a  number  of  provisions  (not  included  in 
the  House  bill)  dealing  with  the  method  of  issuing  social  security 
account  numbers.  Under  present  law,  numbers  are  issued  upon  appli- 
cation, often  by  mail,  upon  the  individual's  motion. 

Under  a  committee  amendment,  numbers  in  the  future  generally 
would  be  issued  at  the  time  an  individual  enters  the  school  system;  for 
most  persons,  this  would  be  the  first  grade.  In  the  case  of  non-citizens 
entering  the  country  under  conditions  which  would  permit  them  to 
work,  numbers  would  be  issued  at  the  time  they  enter  the  country  or  in 
the  case  of  a  person  who  may  not  legally  work  at  the  time  he  is  ad- 
mitted to  the  United  States,  the  number  would  be  issued  at  the  time  his 
status  changes.  In  addition  to  these  general  rules,  numbers  would  be 
issued  to  persons  who  do  not  have  them  at  the  time  they  apply  foi' 
benefits  under  any  federally  financed  program. 

As  a  corollary  to  this  more  orderly  system  of  issuing  social  security 
account  numbers,  the  committee  bill  would  provide  criminal  penalties 
for  (1)  knowingly  and  willfully  using  a  social  security  number  that 
was  obtained  with  false  information  or  (2)  using  someone  else's  social 
security  number.  The  penalty  would  involve  a  fine  of  up  to  $1,000  or 
imprisonment  for  up  to  1  year  or  both.  These  criminal  penalties 
perfect  and  improve  upon  features  of  the  House  bill  relating  to  false 
information  with  respect  to  social  security  numbers. 

Effective  date. — January  1973. 

Underpayments 

The  committee  bill  includes  a  provision  not  contained  in  the  House 
bill,  under  which  additional  relatives  (by  blood,  marriage,  or  adoption) 
would  be  added  to  the  present  categories  of  persons  listed  in  the  law 
Avho  may  receive  social  security  cash  payments  due  a  deceased 
beneficiary. 

Effective  date. — January  1973. 

Treatment  of  Income  From  Sale  of  Certain  Literary  or 
Artistic  Items 

The  committee  bill  includes  a  provision  (not  contained  in  the  House 
bill)  to  exclude  income  from  sale  of  certain  literary  or  artistic  items 
created  before  age  65  from  income  for  purposes  of  determining  the 
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amount  of  benefits  to  be  withheld  under  the  social  security  earnings 
test.  Under  existing  law,  such  income  is  not  counted  if  the  literary 
work  was  copyrighted  before  age  65.  Under  the  amendment,  the  time 
of  copyright  is  immaterial  so  long  as  the  work  which  produced  the 
literary  or  artistic  item  was  performed  before  age  65. 
Effective  date. — January  1973. 

Benefits  for  a  Child  Based  on  the  Earnings  Recx)rd  of  a 

Grandparent 

Under  the  House  bill,  coverage  would  be  extended  to  grandchildren 
not  adopted  by  their  grandparents  if  their  parents  have  died  and  if 
the  grandchildren  were  living  with  a  grandparent  at  the  time  the 
grandparent  qualified  for  benefits.  The  committee  approved  the  House 
provision  but  extended  it  to  instances  where  the  grandchild's  parents 
are  totally  disabled,  and  the  grandchild  is  living  with  a  grandparent. 

Effective  date. — January  1973. 

Benefits  for  Disabled  and  Dependent  Sisters  and  Brothers 

The  committee  bill  includes  a  provision  (not  contained  in  the  House 
bill)  to  extend  social  security  coverage  to  disabled,  dependent  sisters 
and  brothers. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 50  thousand  addi- 
tional people  would  become  eligible  for  benefits  on  the  effective  date 
and  $79  million  in  additional  benefits  would  be  paid  in  the  first  full 
year. 

Refund  of  Social  Security  Tax  to  Members  of  Certain 
Religious  Faiths  Opposed  to  Insurance 

Under  present  law,  members  of  certain  religious  sects  who  have 
conscientious  objections  to  social  security  by  reason  of  their  adherence 
to  the  established  teachings  of  the  sect  may  be  exempt  from  the  social 
security  self -employment  tax  provided  they  also  waive  their  eligibility 
for  social  security  benefits.  This  exemption  was  written  largely  to  re- 
lieve the  Old  Order  Amish  from  having  to  pay  the  social  security 
tax  when,  because  of  their  religious  beliefs,  they  would  never  draw 
social  security  benefits. 

The  committee  bill  would  extend  the  exemption  (by  a  refund  or 
credit  against  income  taxes  at  year  end)  from  social  security  taxes 
to  members  of  the  sect  who  are  "employees"  covered  by  the  Social  Se- 
curity Act  as  well  as  the  "self-employed"  members  of  the  sect.  The 
employee  would  have  to  file  an  application  for  exemption  from  the 
tax  and  waive  his  eligibility  for  social  security  and  medicare  benefits 
just  as  the  self-employed  members  must  presently  do.  The  provisions 
specifically  provides  that  there  would  be  no  forgiveness  of  the  em- 
ployer portion  of  the  social  security  tax  as  the  committee  believes  this 
would  create  an  undesirable  preference  in  the  statute. 

Effective  date. — January  1973. 
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Death  Benefits  Where  Body  Is  Unavailable  for  Burial 

Under  Public  Law  92-223,  expenses  of  memorial  services  can  be 
counted  as  funeral  expenses  for  the  purpose  of  the  social  security  lump 
sum  death  payment,  even  though  the  body  is  unavailable  for  burial  or 
cremation.  The  provision  applies  only  with  respect  to  deaths  after 
December  29,  1971.  The  committee  bill  would  cover  deaths  occurring 
after  1960,  thus  spanning  the  entire  period  of  the  Southeast  Asian 
conflict. 

2.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  NOT  CHANGED  BY 

THE  COMMITTEE 

Increase  in  Widow's  and  Widower's  Insurance  Benefits 

Under  present  law,  when  benefits  begin  at  or  after  age  62  the  benefit 
for  a  widow  (or  dependent  widower)  is  equal  to  821/^  percent  of  the 
amount  the  deceased  worker  would  have  received  if  his  benefit  had 
started  when  he  was  age  65.  A  widow  can  get  a  benefit  at  age  60  re- 
duced to  take  account  of  the  additional  2  years  in  which  she  would 
be  getting  benefits. 

Both  the  House  bill  and  the  committee  bill  would  provide  benefits 
for  a  widow  equal  to  the  benefit  her  deceased  husband  would  have 
received  if  he  were  still  living.  Under  the  bill,  a  widow  whose  benefits 
start  at  age  65  or  after  would  receive  either  100  percent  of  her  de- 
ceased husband's  primary  insurance  amount  (the  amount  he  would 
have  been  entitled  to  receive  if  he  began  his  retirement  at  age  65)  or, 
if  his  benefits  began  before  age  65,  an  amount  equal  to  the  reduced 
benefit  he  would  have  been  receiving  if  he  were  alive. 

Under  the  bill,  the  benefit  for  a  widow  (or  widower)  who  comes 
on  the  rolls  between  60  and  65,  would  be  reduced  (in  a  way  similiar 
to  the  way  in  which  widows'  benefits  are  reduced  under  present  law 
when  they  begin  drawing  benefits  between  ages  60  and  62)  to  take 
account  of  the  longer  period  over  which  the  benefit  would  be  paid. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 3.8  million  people 
would  get  increased  benefits  on  the  effective  date  and  $1.1  billion  in 
additional  benefits  would  be  paid  in  the  first  full  year. 

Age  62  Computation  Point  for  Men 

Under  present  law,  the  method  of  computing  benefits  for  men  and 
women  differs  in  that  years  up  to  age  65  must  be  taken  into  account 
in  determining  average  earnings  for  men,  while  for  women  only  years 
up  to  age  62  must  be  taken  into  account.  Also,  benefit  eligibility  is  fig- 
ured up  to  age  65  for  men,  but  only  up  to  age  62  for  women.  Under 
both  the  House  bill  and  the  committee  bill,  these  differences,  which 
provide  special  advantages  for  women,  would  be  eliminated  by  apply- 
ing the  same  rules  to  men  as  now  apply  to  women. 

Effective  date. — The  new  provision  would  become  effective,  starting 
January  1973,  over  a  3-year  transition  period. 

Dollar  payments. — About  $14  million  in  additional  benefits  would 
be  paid  in  1974. 
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Dependent  Widower's  Benefits  at  Age  60 

A^ed  dependent  widowers  under  age  62  could  be  paid  reduced 
benefits  (on  the  same  basis  as  widows  under  present  law)  starting  as 
early  as  age  60. 

Effective  date. — January  1973. 

Childhood  Disability  Benefits 

Childhood  disability  benefits  would  be  paid  to  the  disabled  child  of 
an  insured  retired,  deceased,  or  disabled  worker,  if  the  disability  be- 
gan before  age  22,  rather  than  before  18  as  under  present  law.  In 
addition,  a  person  who  was  entitled  to  childhood  disability  benefits 
could  become  re-entitled  if  he  again  becomes  disabled  within  7  years 
after  his  prior  entitlement  to  such  benefits  was  terminated. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 13,000  additional 
people  would  become  eligible  for  benefits  on  the  effective  date  and  $17 
million  in  additional  benefits  would  be  paid  in  1974. 

Continuation  of  Child's  Benefits  Through  the  End  of  a  Semester 

Payment  of  benefits  to  a  child  attending  school  would  continue 
through  the  end  of  the  semester  or  quarter  in  which  the  student  (in- 
cluding a  student  in  a  vocational  school)  attains  age  22  (rather  than 
the  month  before  he  attains  age  22)  if  he  has  not  received,  or  com- 
pleted the  requirements  for,  a  bachelor's  degree  from  a  college  or 
university. 

Effective  date. — January  1973. 

Numher  of  people  affected  and  dollar  payments. — 55  thousand  ben- 
eficiaries would  become  entitled  to  higher  benefit  payments  on  the  ef- 
fective date  and  6  thousand  additional  people  would  become  entitled 
to  benefits.  About  $19  million  in  additional  benefits  would  be  paid  in 
1974. 

Eligibilitt  of  a  Child  Adopted  by  an  Old-Age  or  Disability 
Insurance  Beneficiary 

The  provisions  of  present  law  relating  to  eligibility  requirements 
for  child's  benefits  in  the  case  of  adoption  by  old-age  and  disability 
insurance  beneficiaries  would  be  modified  to  make  the  requirements 
uniform  in  both  cases.  A  child  adopted  after  a  retired  or  disabled 
worker  becomes  entitled  to  benefits  would  be  eligible  for  child's  bene- 
fits based  on  the  worker's  earnings  if  the  child  is  the  natural  child  or 
stepchild  of  the  worker  or  if  (1)  the  adoption  was  decreed  by  a  court 
of  competent  jurisdiction  within  the  United  States,  (2)  the  child  lived 
with  the  worker  in  the  United  States  for  the  year  before  the  worker 
became  disabled  or  entitled  to  an  old-age  or  disability  insurance  bene- 
fit, (3)  the  child  received  at  least  one-half  of  his  support  from  the 
worker  for  that  year,  and  (4)  the  child  was  under  age  18  at  the  time 
he  beffan  living  with  the  worker. 

Effective  date. — J anuary  1973. 
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NONTERMINATTON  OF  ChILd's  BENEFITS  BY  KeASON  OF  ADOPTION' 

Under  present  law,  a  child's  entitlement  to  benefits  ends  if  he  is 
adopted  unless  he  is  adopted  by  (1)  his  natural  parent,  (2)  his  natural 
parent's  spouse  jointly  with  the  natural  parent,  (3)  the  worker  (e.g.,  a 
stepparent)  on  whose  earnings  the  child  is  getting  benefits,  or  (4)  a 
stepparent,  grandparent,  aunt,  uncle,  brother,  or  sister  after  the  death 
of  the  worker  on  whose  earnings  the  child  is  getting  benefits. 

Under  the  bill,  a  child's  benefits  would  no  longer  stop  when  the 
child  is  adopted,  regardless  of  who  adopts  him. 

Elimination  of  the  Support  Requirements  for  Divorced  Women 

Under  present  law,  benefits  are  payable  to  a  divorced  wife  age  62  or 
older  and  a  divorced  widow  age  60  or  older  if  her  marriage  lasted  20 
years  before  the  divorce,  and  to  a  surviving  divorced  mother.  In  order 
to  qualify  for  any  of  these  benefits  a  divorced  woman  is  required  to 
show  that :  ( 1 )  she  was  receiving  at  least  one-half  of  her  support  from 
her  former  husband,  (2)  she  was  receiving  substantial  contributions 
from  her  former  husband  pursuant  to  a  written  agreement,  or  (3) 
there  was  a  court  order  in  effect  providing  for  substantial  contribu- 
tions to  her  support  by  her  former  husband.  The  bill  would  eliminate 
these  support  requirements  for  divorced  wives,  divorced  widows,  and 
surviving  divorced  mothers. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 10  thousand  addi- 
tional people  would  become  eligible  for  benefits  on  the  effective  date 
and  $23  million  in  additional  benefits  would  be  paid  in  1974. 

Waiver  or  Duration-of-Marriage  Requirement  in  Case  of 

Remarriage 

The  duration-of-marriage  requirement  in  present  law  for  entitle- 
ment to  benefits  as  a  worker's  widow,  widower,  or  stepchild — ^that  is, 
the  period  of  not  less  than  9  months  immediately  prior  to  the  day 
on  which  the  worker  died  that  is  now  required  (except  where  death 
was  accidental  or  in  the  line  of  duty  in  the  uniformed  service  in  which 
case  the  period  is  3  months) — would  be  waived  in  cases  where  the 
worker  and  his  spouse  were  previously  married,  divorced,  and  re- 
married, if  they  were  married  at  the  time  of  the  worker's  death  and 
if  the  duration-of-marriage  requirement  would  have  been  met  at  the 
time  of  the  divorce  had  the  worker  died  then. 

Effective  date. — January  1973. 

Disability  Insurance  Benefits  Applications  Filed  Afte*r  Death 

Disability  insurance  benefits  (and  dependents'  benefits  based  on  a 
worker's  entitlement  to  disability  benefits)  would  be  paid  to  the  dis- 
abled worker's  survivors  if  an  application  for  benefits  is  filed  within 
3  months  after  the  worker's  death,  or  within  3  months  after  enact- 
ment of  the  provision.  It  would  be  effective  for  deaths  occurring  after 
1969. 
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Disability  Benefits  Affected  by  the  Receipt  of  Workmen's 

Compensation 

Under  present  law,  social  security  disability  benefits  must  be  re- 
duced when  workmen's  compensation  is  also  payable  if  the  combined 
payments  exceed  80  percent  of  the  worker's  average  current  earnings 
before  disablement.  Average  current  earnings  for  this  purpose  can  be 
computed  on  two  different  bases  and  the  larger  amount  will  be  used. 
The  bill  adds  a  third  alternative  base,  under  which  a  worker's  average 
current  earnings  can  be  based  on  the  1  year  of  his  highest  earnings 
in  a  period  consisting  of  the  year  of  disablement  and  the  5  pre- 
ceding years. 

Effective  date. — J anuary  1973. 

Number  of  people  affected  and  dollar  payments. — 10  thousand  peo- 
ple would  get  increased  benefits  on  the  effective  date  and  $22  million 
in  additional  benefits  would  be  paid  in  1974. 

Wage  Credits  for  Members  of  the  Uniformed  Services 

Present  law  provides  for  a  social  security  noncontributory  wage 
credit  of  up  to  $300,  in  addition  to  contributory  credit  for  basic  pay, 
for  each  calendar  quarter  of  military  service  after  1967.  Under  the 
bill,  the  $300  noncontributory  wage  credits  would  also  be  provided  for 
service  during  the  period  January  1957  (when  military  service  came 
under  contributory  social  security  coverage)  through  December  1967. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 130  thousand  peo- 
ple would  get  increased  benefits  on  the  effective  date  and  $46  million  in 
additional  benefits  would  be  paid  in  1974. 

Optional  Determination  of  Self-Employment  Earnings 

Self-employed  persons  could  elect  to  report  for  social  security  pur- 
poses two-thirds  of  their  gross  income  from  nonf arm  self -employment, 
but  not  more  than  $1,600.  (This  optional  method  of  reporting  is  simi- 
lar to  the  option  available  under  present  law  for  farm  self-employ- 
ment.) A  regularity  of  coverage  requirement  would  have  to  be  met 
and  the  option  could  be  used  only  five  times  by  any  individual. 

Effective  date. — January  1973. 

Coverage  of  Members  of  Eeligious  Orders  Who  Are  Under  a 

Vow  OF  Poverty 

Social  security  coverage  would  be  made  available  to  members  of 
religious  orders  who  have  taken  a  vow  of  poverty,  if  the  order  makes 
an  irrevocable  election  to  cover  these  members  as  employees  of  the 
order. 

Effective  date. — January  1973. 

Self-Employment  Income  of  Certain  Individt7als  Living 
Temporarily  Outside  the  United  States 

Under  present  law,  a  U.S.  citizen  who  retains  his  residence  in  the 
United  States  but  who  is  present  in  a  foreign  country  or  countries  for 
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approximately  17  months  out  of  18  consecutive  months,  must  exclude 
the  first  $20,000  of  his  earned  income  in  computing  his  taxable  income 
for  social  security  and  income  tax  purposes.  The  bill  would  provide 
that  U.S.  citizens  who  are  self-employed  outside  the  United  States 
and  who  retain  their  residence  in  the  United  States  would  not  exclude 
the  first  $20,000  of  earned  income  for  social  security  purposes  and 
would  compute  their  earnings  for  self -employment  for  social  security 
purposes  in  the  same  way  as  those  who  are  self-employed  in  the 
United  States. 
Effective  date. — January  1973. 

Trust  Fund  Expenditures  for  Rehabilitation  Services 

The  bill  provides  an  increase  in  the  amount  of  social  security  trust 
fund  moneys  that  may  be  used  to  pay  for  the  costs  of  rehabilitating 
social  security  disability  beneficiaries.  The  amount  would  be  increased 
from  1  percent  of  the  previous  year's  disability  benefits  (as  under 
present  law)  to  ly^  percent  for  fiscal  year  1973  and  to  11^  percent 
for  fiscal  year  1974  and  subsequent  years. 

Dollar  expenditures. — $29  million  in  additional  expenditures  for 
vocational  rehabilitation  would  be  made  in  1974. 

Recomputation  or  Benefits  Based  on  Combined  Railroad  and 
Social  Security  Earnings 

The  bill  would  provide  that  a  deceased  individual  who  during  his 
lifetime  was  entitled  to  social  security  benefits  and  railroad  compen- 
sation and  whose  railroad  remuneration  and  earnings  under  social 
security  are,  upon  his  death,  to  be  combined  for  social  security  pur- 
poses would  have  his  primary  insurance  amount  recomputed  on  the 
basis  of  his  combined  earnings,  whether  or  not  he  had  earnings  after 
1965. 

Effective  date. — January  1973. 

3.  OTHER  CASH  BENEFIT  AMENDMENTS 

Other  amendments  included  in  the  committee  bill  relate  to  the 
executive  pay  level  of  the  Commissioner  of  Social  Security,  the  cover- 
age of  U.S.  missionaries  working  outside  the  United  States;  wage  cred- 
its for  Americans  of  J apanese  ancestry  who  were  interned  by  the  U.S. 
Government  during  World  War  II ;  retroactive  benefits  for  certain  dis- 
abled persons ;  social  security  benefits  for  a  child  entitled  on  the  earn- 
ings record  of  more  than  one  worker ;  coverage  of  registrars  of  voters 
in  Louisiana;  coverage  of  certain  policemen  and  firemen  in  West 
Virginia  and  Idaho  and  certain  hospital  employees  in  New  Mexico; 
coverage  of  certain  employees  of  the  Government  of  Guam ;  coverage 
of  Federal  Home  Loan  Bank  employees;  social  security  coverage  for 
students  employed  at  State  operated  schools;  permitting  State  and 
local  policemen  and  firemen  to  withdraw  from  social  security  without 
affecting  the  coverage  of  other  public  employees;  and  acceptance  of 
money  gifts  made  unconditionally  to  social  security. 
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4.  PROVISIONS  DELETED  FROM  HOUSE-PASSED  BILL 

In  view  of  the  enactment  of  Public  Law  92-336,  the  committee  bill 
does  not  contain  the  House-passed  provisions  relating  to  a  general 
benefit  increase,  automatic  cost-of-living  increases  in  benefits,  and 
automatic  increases  in  the  tax  base  and  a  guarantee  of  no  decrease  in 
family  benefits. 

The  committee  also  deleted  the  House-passed  amendments  relating  to 
actuarially  reduced  benefits  in  one  category  not  being  made  applicable 
to  certain  benefits  in  other  categories ;  computation  of  benefits  based  on 
combined  earnings  of  a  married  couple ;  and  to  the  dropping  of  addi- 
tional years  of  low  earnings  from  the  computation  of  average  earnings. 


B.  Principal  Medicare-Medicaid  Provisions 


1.  PROVISIONS  OF  HOUSE  BILL  NOT  SUBSTANTIALLY  MODIFIED  BY 

COMMITTEE 

Medicare  Coverage  for  Disabled  Beneficiaries 
(Sec.  201  of  the  bill) 

Pm'blem 

The  disabled,  as  a  group,  are  similar  to  the  elderly  in  those  charac- 
teristics— low  incomes  and  high  medical  expenses — which  led  Congress 
to  provide  health  insurance  for  older  people.  They  use  about  seven 
times  as  much  hospital  care,  and  about  three  times  as  much  physi- 
cians' services  as  does  the  nondisabled  population.  In  addition,  dis- 
abled persons  are  often  unable  to  obtain  private  health  insurance 
coverage. 

Finance  Committee  Amendment 

Effective  July  1,  1973,  a  social  security  disability  beneficiary  would 
be  covered  under  medicare  after  he  had  been  entitled  to  disability 
benefits  for  not  less  than  24  consecutive  months.  Those  covered  would 
include  disabled  workers  at  any  age;  disabled  widows  and  disabled 
dependent  widowers  between  the  ages  of  50  and  65 ;  beneficiaries  age 
18  or  older  who  receive  benefits  because  of  disability  prior  to  reaching 
age  22 ;  and  disabled  qualified  railroad  retirement  annuitants.  An  esti- 
mated 1.7  million  disabled  beneficiaries  would  be  eligible  initially. 
Estimated  first  full-year  cost  is  $1.5  billion  for  hospital  insurance  and 
$350  million  for  supplementary  medical  coverage. 

Hospital  Insurance  for  the  Uninsured 
(Sec.  202  of  the  bill) 

Problem 

A  substantial  number  of  people  reaching  or  presently  over  age  65 
are  ineligible  for  Social  Security  and  thus  cannot  secure  part  A 
(hospital  insurance)  coverage  under  medicare.  These  people  have 
difficulty  in  securing  private  health  insurance  coverage  with  benefits 
as  extensive  as  those  of  medicare. 

Finance  Committee  Amendment 

The  committee  bill  will  permit  persons  age  65  or  over  who  are 
ineligible  for  part  A  of  medicare  to  voluntarily  enroll  for  hospital 
insurance  coverage  by  paying  the  full  cost  of  coverage  (initially  esti- 
mated at  $33  monthly  and  to  be  recalculated  annually).  Where  the 
Secretary  of  HEW  finds  it  administratively  feasible,  those  State  and 
other  public  employee  groups  which  have,  in  the  past,  voluntarily 
elected  not  to  participate  in  the  Social  Security  program  could  opt 
for  and  pay  the  part  A  premium  costs  for  their  retired  or  active  em- 
ployees age  65  or  over. 

(37) 
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The  Finance  Committee  amendment  requires  enrollment  in  part  B 
of  medicare  as  a  condition  of  buying  into  part  A. 

Part  B  Premium  Charges 
(Sec.  203  of  the  bill) 

Problem 

During  the  first  5  years  of  the  program  it  has  been  necessary  to 
increase  the  part  B  premium  almost  100  percent — from  $3.00  monthly 
per  person  in  July  1966  to  the  present  $5.80  rate.  The  government  pays 
an  equal  amount  from  general  revenues.  This  increase  and  projected 
future  increases  represent  an  increasingly  significant  financial  burden 
to  the  aged  living  on  incomes  which  are  not  increasing  at  a  similar 
rate. 

Finance  Committee  Amendment 

The  committee  bill  will  limit  part  B  premium  increases  to  not  more 
than  the  percentage  by  which  the  Social  Security  cash  benefits  had 
been  generally  increased  since  the  last  part  B  premium  adjustment. 
Costs  above  those  met  by  such  premium  payments  would  be  paid 
out  of  general  revenues  in  addition  to  the  regular  general  revenue 
matching. 

Automatic  Enrollment  for  Part  B 
(Sec.  206  of  the  bill) 

Prohlem 

Under  present  law,  eligible  individuals  must  initiate  action  to 
enroll  in  part  B  of  medicare.  Nearly  96  percent  of  eligible  older 
people  so  enroll.  Some  eligibles,  however,  due  to  inattention  or  in- 
ability to  manage  their  affairs,  fail  to  enroll  in  timely  fashion  and 
lose  several  months  or  even  years  of  necessary  medical  insurance 
coverage. 

Finance  Committee  Amendment 

Effective  July  1,  1973,  the  change  provides  for  automatic  enroll- 
ment under  part  B  for  the  elderly  and  the  disabled  as  they  become 
eligible  for  part  A  hospital  insurance  coverage.  Persons  eligible  for 
automatic  enrollment  must  also  be  fully  informed  as  to  the  procedure 
and  given  an  opportunity  to  decline  the  coverage. 

Eelationship  Between  Medicare  and  Federal  Employees' 

Benefits 

(Sec.  210  of  the  bill) 

Problem 

Federal  retirees  and  older  employees  have  been  required  to  take  full 
coverage  and  pay  full  premiums  for  Federal  employee  coverage  despite 
the  fact  that  the  Federal  Employees'  Programs  loill  not  pay  any 
benefits  for  services  covered  under  medicare.  Thus  the  retiree,  who  also 
has  earned  entitlement  to  medicare,  is  paying  a  portion  of  his  premium 
to  F.E.P.  for  coverage  for  which  no  benefits  will  be  paid  him.  This  is 
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particularly  true  in  the  case  of  hospitalization.  The  F.E.P.  does  not 
presently  offer  such  employees  or  retirees  with  dual  eligibility  the 
option  of  electing  a  lower-cost  policy  or  one  which  supplements  rather 
than  duplicates  medicare  benefits. 

Finance  Committee  Amendment 

Effective  January  1,  1975,  medicare  would  not  pay  a  beneficiary, 
who  is  also  a  Federal  retiree  or  employee,  for  services  covered  under 
his  Federal  employee's  health  insurance  policy  which  are  also  covered 
under  medicare  unless  he  has  had  an  option  of  selecting  a  policy 
supplementing  medicare  benefits.  If  a  supplemental  policy  is  not  made 
available,  the  F.E.P.  would  then  have  to  pay  first  on  any  items  of 
care  which  were  covered  under  both  the  F.E.P.  program  and  medicare. 

Limitation  on  Federal  Payments  for  Disapproved  Capital 

Expenditure 

(Sec.  221  of  the  bill) 

Problem 

A  hospital  or  nursing  home  can,  under  present  law,  make  large  capi- 
tal expenditures  which  may  have  been  disapproved  by  the  State  or 
local  health  care  facilities  planning  council  and  still  be  reimbursed  by 
medicare  and  medicaid  for  capital  costs  (depreciation,  interest  on 
debt,  return  on  net  equity)  associated  with  that  expenditure. 

Finance  Committee  Amendment 

The  committee  bill  will  prohibit  reimbursement  to  providers  under 
the  medicare  and  medicaid  programs  for  capital  costs  associated  with 
expenditures  of  $100,000  or  more  which  are  specifically  determined  to 
be  inconsistent  w^ith  State  or  local  health  facility  plans. 

Experiments  in  Prospective  Reimbursement  and  Peer  Review 

(Sec.  222  of  the  bill) 

Problem 

Reimbursement  on  the  present  reasonable  costs  basis  contains  little 
incentive  to  decrease  costs  or  to  improve  efficiency,  and  retrospective 
cost-finding  and  auditing  have  caused  lengthy  delays  and  confusion. 
Payment  determined  on  a  prospective  basis  might  provide  an  incentive 
to  cut  costs.  However,  under  prospective  payment  providers  might 
press  for  a  rate  less  favorable  to  the  Government  than  the  present  cost 
method,  and  they  might  cut  back  on  the  quality,  range  and  frequency 
of  necessary  services  so  as  to  reduce  costs  and  maximize  return. 

Finance  Committee  Amendment 

The  committee  bill  instructs  the  Secretary  to  experiment  with  vari- 
ous methods  of  prospective  reimbursement,  and  to  report  to  the  Con- 
gress with  an  evaluation  of  such  experiments.  In  view  of  its  adoption 
of  the  Professional  Standards  Review  amendment,  the  committee 
deleted  the  portion  of  this  section  authorizing  peer  review 
experimentation. 
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Limitations  on  Coverage  of  Costs 
(Sec.  223  of  the  bill) 

Problem 

Certain  institutions  may  incur  excessive  costs,  relative  to  comparable 
facilities  in  the  same  area,  as  a  result  of  inefficiency  or  "the  provision 
of  amenities  in  plush  surroundings."  Such  excessive  costs  are  now  re- 
imbursed under  medicare. 

Finance  Committee  Amendment 

The  committee  bill  authorizes  the  Secretary  to  establish  limits  on 
overall  direct  or  indirect  costs  which  will  be  recognized  as  reasonable 
for  comparable  services  in  comparable  facilities  in  an  area.  He  may 
^Iso  establish  maximum  acceptable  costs  in  such  facilities  with  respect 
to  items  or  groups  of  services  (for  example,  food  costs,  or  standby 
costs).  The  beneficiary  is  liable  for  any  amounts  determined  as  exces- 
sive (except  that  he  may  not  be  charged  for  excessive  amounts  in  a 
facility  in  which  his  admitting  physician  has  a  direct  or  indirect  own- 
ership interest).  The  Secretary  is  required  to  give  public  notice  as  to 
those  facilities  where  beneficiaries  may  be  liable  for  payment  of  costs 
determined  as  not  "necessary"  to  efficient  patient  care. 

In  cases  where  emergency  care  is  involved,  however,  patients  would 
not  1)0  liable  for  any  differential  in  costs  related  to  the  emergency  care. 

Limitation  on  Prevailing  Charge  Levels 

(Sec.  224  of  the  bill) 

Problem 

Under  the  present  reasonable  charge  policy,  medicare  pays  in  full 
any  physician's  charge  that  falls  within  the  75th  percentile  of  cus- 
tomary charges  in  an  area.  However,  there  is  no  limit  on  how  much 
physicians,  in  general,  can  increase  their  customary  charges  from  year 
to  year  and  thereby  increase  medicare  payments  and  costs. 

Finance  Committee  Amendment 

The  committee  bill  recognizes  as  reasonable,  for  medicare  reim- 
bursement purposes  only,  those  charges  which  fall  within  the  75th 
percentile.  Starting  in  1973,  increases  in  physicians'  fees  allowable  for 
medicare  purposes,  would  be  limited  by  a  factor  which  takes  into  ac- 
count increased  costs  of  practice  and  the  increase  in  earnings  levels 
in  an  area. 

With  respect  to  reasonable  charges  for  medical  supplies  and  equip- 
ment, the  amendment  would  provide  for  recognizing  only  the  lower 
charges  at  which  supplies  of  similar  quality  are  widely  available. 

Payment  for  Physicians'  Services  in  the  Teaching  Setting 

(Sec.  227  of  the  bill) 

Problem 

Physicians  in  private  practice  are  generally  reimbursed  on  a  fee- 
for-service  basis  for  care  provided  to  their  bona  fide  private  patients. 
Difficulties  have  arisen  in  determining  how  and  whether  payments 
should  be  made  in  teaching  hospitals  where  the  actual  care  is  often 
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rendered  by  interns  and  residents  under  the  direction  (sometimes 
nominal)  of  an  attending  physician  who  is  assigned  to  (but  not  se- 
lected by)  the  medicare  patient. 

The  issue  relates  to  the  compensation  of  the  attending  physician 
often  termed  the  supervisory  or  teaching  physician.  The  salaries  of 
interns  and  residents  are  now  covered  in  full  as  a  part  A  hospital  cost. 
In  general,  patients  were  not  billed  for  the  services  of  teaching  physi- 
cians prior  to  medicare  and,  since  medicare,  billings  have  been  essen- 
tially limited  to  medicare  and  medicaid  patients.  The  proceeds  are 
most  frequently  used  to  finance  and  subsidize  medical  education  rather 
than  being  paid  directly  to  the  teaching  doctor.  While  charges  have 
often  been  billed  on  a  basis  comparable  to  those  charged  by  a  private 
physician  to  his  private  patients  the  services  provided  are  often  less. 

Finance  Committee  Amendment 

The  committee  bill  provides  that  services  of  teaching  physicians 
would  be  reimbursed  on  a  costs  basis  unless : 

(A)  The  patient  is  bona  fide  private  or ; 

(B)  The  hospital  has  charged  all  patients  and  collected  from 
a  majority  on  a  fee-for-service  basis. 

For  donated  services  of  teaching  physicians,  a  salary  cost  would  be 
imputed  equal  to  the  prorated  usual  costs  of  full-time  salaried  physi- 
cians. Any  such  payment  would  be  made  to  a  special  fund  designated 
by  the  medical  staff  to  be  used  for  charitable  or  educational  purposes. 

Advance  Approval  of  ECF  and  Home  Health  Coverage 

(Sec.  228  of  the  bill) 

Problem 

Uncertainty  about  determinations  of  eligibility  for  care  in  an 
extended  care  facility  or  home  health  program  following  hospitaliza- 
tion has  created  major  difficulties  for  intermediaries,  institutions 
and  beneficiaries.  The  essential  problem  is  in  determining  whether  the 
patient  is  in  need  of  skilled  nursing  and  medical  services  or  in  fact, 
needs  a  lesser  level  of  care.  Retroactive  claims  denials  resulting  from 
determinations  that  skilled  care  was  not  required,  while  often  justified, 
have  created  substantial  friction  and  ill  will. 

Finance  Committee  Amendment 

The  committee  bill  authorizes  the  Secretary  to  establish,  by  diag- 
nosis, minimum  periods  during  which  the  post-hospital  patient  would 
be  presumed  to  be  eligible  for  benefits. 

Termination  of  Payment  to  Suppliers  of  Service 

(Sec.  229  of  the  bill) 

Problem 

Present  law  does  not  provide  authority  for  the  Secretary  to  withhold 
future  payments  for  services  rendered  by  an  institution  or  physician 
who  abuses  the  program,  although  payments  for  past  claims  may  be 
Avithheld  on  an  individual  basis  where  the  services  were  not  reasonable 
or  necessary. 
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Finance  Committee  Amendment 

The  Secretary  would  be  authorized  to  suspend  or  terminate  medi- 
care payments  to  a  provider  found  to  have  abused  the  program. 
Further,  there  would  be  no  Federal  participation  in  medicaid  pay- 
ments which  might  be  made  subsequently  to  this  provider.  Program 
review  teams  would  be  established  in  each  State  to  furnish  the  Secre- 
tary with  professional  advice  in  discharging  this  authority. 

Elimination  or  Eequirement  That  States  Move  Toward 
Comprehensive  Medicaid  Program 

(Sec.  230  of  the  bill) 

Prohlem 

The  medicaid  program  has  been  a  significant  burden  on  State 
finances.  Section  1903(e)  of  title  19  requires  each  State  to  show  that 
it  is  making  efforts  in  the  direction  of  broadening  the  scope  of  services 
in  its  medicaid  program  and  liberalizing  eligibility  requirements  for 
medical  assistance.  These  required  expansions  of  medicaid  programs 
have  been  forcing  States  to  either  cut  back  on  other  programs  or  to 
consider  dropping  medicaid.  The  original  date  for  attainment  of  those 
objectives  was  1975.  The  Finance  Committee,  the  Senate  and  the  House 
approved  an  amendment  in  1969  postponing  the  date  to  1977. 

Finance  Committee  Amendment 

The  committee  bill  would  repeal  section  1903  (e) . 

Relationship  Between  Medicaid  and  Comprehensive  Health 

Programs 

(Sec.  240  of  the  bill) 

Prohlem 

State  agencies  often  cannot  make  pre-payment  arrangement  which 
might  result  in  more  efficient  and  economical  delivery  of  health 
services  to  medicaid  recipients  because  such  arrangements  might 
violate  present  title  19  requirements  that  the  same  range  and  level  of 
services  be  available  to  all  recipients  throughout  the  State. 

Finance  Committee  Amendment 

The  committee  bill  would  permit  States  to  waive  Federal  state- 
wideness  and  comparability  requirements  with  approval  of  the  Secre- 
tary if  a  State  contracts  with  an  organization  which  has  agreed  to 
provide  health  services  in  excess  of  the  State  plan  to  eligible  recipients 
who  reside  in  the  area  served  by  the  organization  and  who  elect  to 
receive  services  from  such  organization.  Payment  to  such  organiza- 
tions could  not  be  higher  on  a  per-capita  basis  than  the  per-capita 
medicaid  expenditures  in  the  same  general  area. 

Program  for  Determining  Qualifications  for  Certain  Health 

Care  Personnel 

(Sec.  241  of  the  bill) 

Prohlem 

There  is  a  shortage  of  qualified  manpower  in  the  health  care  field 
and  many  facilities  have  difficulty  hiring  sufficient  qualified  personnel. 
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At  the  same  time  there  are  persons  available  who  do  not  meet  full 
licensing  or  medicare  educational  requirements,  but  who  have  had 
years  of  experience  and  have  been  granted  "waivered"  status  (for 
example,  waivered  licensed  practical  nurses) . 

Finance  Committee  Amendment 

The  committee  bill  would  require  the  Secretary  to  develop  and 
apply  appropriate  means  of  determining  the  proficiency  of  health  per- 
sonnel who  are  disqualified  or  restricted  in  responsibility  under  pres- 
ent regulations  because  of  lack  of  formal  training  or  educational 
requirements. 

In  order  to  encourage  young  people  to  complete  required  training, 
all  health  personnel  initially  licensed  after  Dec.  31,  1977  would  be 
expected  to  meet  otherwise  required  formal  educational  and  training 
criteria. 

Penalties  for  Fraudulent  Acts  and  False  Eeporting  Under 
Medicare  and  Medicaid 

(Sec.  242  of  the  biU) 

Problem 

Present  penalty  provisions  applicable  to  medicare  do  not  specifically 
include  as  fraud  such  practices  as  kickbacks  and  bribes.  There  is  no 
criminal  penalty  provision  applicable  to  medicaid.  Additionally,  there 
are  no  penalties  at  present  for  false  reporting  with  respect  to  health 
and  safety  conditions  in  participating  institutions. 

Finance  Committee  Amendment 

The  committee  bill  would  establish  penalties  for  soliciting,  offering 
or  accepting  bribes  or  kickbacks,  or  for  concealing  events  affecting  a 
person's  rights  to  benefits  with  intent  to  defraud,  or  for  converting 
benefit  payments  to  improper  use,  of  up  to  one  year's  imprisonment 
and  a  $10,000  fine  or  both.  Concealing  knowledge  of  events  affecting 
a  person's  right  to  benefits  with  intent  to  defraud,  and  converting 
benefits  to  improper  use  would  also  be  a  Federal  crime  subject  to  the 
same  penalty.  Additionally,  the  bill  establishes  false  reporting  of  a 
material  fact  as  to  conditions  or  operations  of  a  health  care  facility  as 
a  misdemeanor  subject  to  up  to  6  months'  imprisonment,  a  fine  of 
$2,000,  or  both. 

Prosthetic  Lenses  Furnished  by  Optometrists  Under  Part  B 

(Sec.  264  of  the  bill) 

Problem 

Medicare  will  pay  for  prosthetic  lenses  furnished  by  an  optometrist, 
provided  that  the  medical  necessity  for  such  lenses  has  been  deter- 
mined by  a  physician. 

Optometrists  contend  that  to  require  their  patients  to  obtain  a  physi- 
cian's order  for  prosthetic  lenses  is  unfair  to  both  the  patient  and  the 
optometrist.  Moreover,  because  the  physician  who  furnishes  the  order 
is  generally  an  ophthamologist,  the  requirement  may  serve  to  encour- 
age patients  to  use  an  ophthalmologist  in  preference  to  an  optometrist. 
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Finance  Committee  Amendment 

The  committee  bill  provides  that  an  optometrist  be  recognized  as  a 
"physician"  under  section  1861  (r)  of  the  Act,  but  only  with  respect  to 
establishing  the  medical  necessity  of  prosthetic  lenses  for  medicare 
beneficiaries.  An  optometrist  would  not  be  recognized  as  a  "physician" 
for  any  other  purposes  under  medicare  and  no  additional  services 
performed  by  optometrists  would  be  covered  by  the  proposal. 

2.  PROVISIONS  OF  HOUSE  BILL  SUBSTANTIALLY  MODIFIED  BY 

COMMITTEE 

Failure  by  State  To  Undertake  Kequired  Institutional  Care 

Review  Activities 

(Sec.  207  of  the  biU) 

Problem 

Both  the  General  Accounting  Office  and  the  HEW  Audit  Agency 
have  found  substantial  unnecessary  and  overutilization  of  costly  insti- 
tutional care  under  medicaid,  accompanied  by  insufficient  usage  of 
less  costly  alternative  out-of -institution  health  care.  There  is  no  pro- 
vision in  present  law  which  places  affirmative  responsibility  upon 
States  to  assure  proper  patient  placement.  As  a  practical  matter,  the 
Department  of  HEW  has  seldom  if  ever,  recovered  from  a  State 
amounts  improperly  spent  for  non-covered  care  or  services. 

Home  BiU 

1.  Unless  a  State  can  make  a  showing  satisfactory  to  the  Secretary 
that  the  State  has  an  effective  program  of  control  over  the  utilization 
of  nursing  home  care,  effective  January  1, 1973,  the  House  bill  provides 
for  a  one-third  reduction  in  the  Federal  medicaid  matching  share 
for  stays  in  a  fiscal  year  which  exceed  60  days  in  a  skilled  nursing 
home. 

2.  Federal  matching  would  be  available,  in  any  year,  for  only :  (a) 
60  days  of  care  in  a  general  or  TB  hospital,  and  (b)  90  days  in  a 
mental  hospital  (except  that  an  additional  30  days  would  be  allowed 
in  a  mental  hospital  if  the  State  shows  that  the  patient  will  benefit). 
There  would  be  no  Federal  matching  for  care  in  a  mental  hospital 
beyond  120  days  in  any  year.  In  addition,  there  would  be  no  Federal 
matching  for  care  in  a  mental  hospital  after  365  days  of  such  care 
during  a  patient's  lifetime. 

3.  The  House  bill  would  also  provide  for  an  increase  of  25%  (up  to 
a  maximum  of  95%)  in  the  Federal  medicaid  matching  formula  for 
amounts  j)aid  by  States  under  contracts  with  Health  Maintenance 
Organizations  or  other  comprehensive  health  care  facilities. 

4.  The  bill  would  provide  authority  for  the  Secretary  to  assure  that 
average  Statewide  reimbursement  for  intermediate  care  in  a  State  is 
reasonably  lower  than  average  payments  for  higher  level  skilled  nurs- 
ing home  care  in  that  State. 

Finance  Committee  Changes 

1.  In  addition  to  the  utilization  review  requirement,  States  must 
also  conduct  the  independent  professional  audits  of  patients  as  required 
by  present  law  which  are  intended  to  assure  that  the  patient  is  getting 
the  right  care  in  the  right  place. 
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2.  Where  a  State  makes  a  satisfactory  showing  to  the  Secretary 
that  it  has  an  effective  program  of  control  over  the  utilization  of  hos- 
pital and  mental  hospital  care:  (a)  the  60-day  limitation  in  general 
and  TB  hospitals,  and  (b)  the  90-day  or  120-day  annual  limitation 
and  the  365-day  lifetime  limitation  on  care  in  mental  hospitals,  would 
not  apply.  If  proper  procedures  assure  that  the  patient  needs  the  care 
and  is  benefiting  from  it,  it  seemed  inappropriate  to  cut  off  Federal 
matching  utilizing  arbitrary  limitations. 

3.  The  committee  deleted  the  House  provision  calling  for  a  25% 
increase  in  matching  for  amounts  paid  to  HMO's,  since  if  HMO's 
deliver  services  more  efficiently,  and  economically,  it  would  be  in  the 
States'  interest  to  deal  with  HMO's  without  an  increase  in  matching. 

4.  Intermediate  care  services  would  also  be  subject  to  a  reduction  in 
Federal  matching  after  60  days,  unless  the  State  provides  satisfactory 
assurance  that  required  review  is  being  undertaken.  This  appeared 
appropriate  in  view  of  the  shift  of  intermediate  care  to  medicaid  in 
legislation  enacted  subsequent  to  House  consideration  of  H.R.  1. 

5.  Finally,  the  Secretary's  validation  of  State  utilization  controls 
would  be  made  on  site  in  the  States  and  such  findings  would  be  a  mat- 
ter of  public  record.  The  purpose  here  is  to  assure  actual — rather  than 
paper — compliance  with  the  proposed  statutory  requirements. 

Cost  Sharing  Under  Medicaid 

(Sec.  208  of  the  bill) 

Prohlem 

Under  present  law.  States  may  require  payment  by  the  medically 
indigent  of  premiums,  deductibles  and  co-payment  amounts  with 
respect  to  medicaid  services  provided  them  but  such  amounts  must  be 
"reasonably  related  to  the  recipient's  income."  However,  States  can- 
not require  cash  assistance  recipients  to  pay  any  deductibles  or 
copayments. 

House  Bill 

This  section  contains  3  provisions : 

1.  It  requires  States  which  cover  the  medically  indigent  to  impose 
monthly  premium  charges.  The  premium  w^ould  be  graduated  by 
income  in  accordance  with  standards  prescribed  by  the  Secretary  and 
details  regarding  the  operation  of  the  premium  would  be  left  to  the 
Secretary's  discretion.  The  House  Committee  report  indicates  that 
it  would  be  expected  that  premiums  would  be  fixed  on  a  state-by-state 
basis  at  whatever  level  would  be  required  to  result  in  a  savings  under 
the  medically  indigent  program  of  approximately  6  percent. 

2.  States  could,  at  their  option,  require  payment  by  the  medically 
indigent  of  deductibles  and  co-payment  amounts  wlEiich  would  not 
have  to  vary  by  level  of  income. 

3.  With  respect  to  cash  assistance  recipients,  nominal  deductible  and 
co-payment  requirements,  while  prohibited  for  the  six  mandatory 
services  required  under  Federal  law  (inpatient  hospital  services;  out- 
patient hospital  services;  other  X-ray  and  laboratory  services;  skilled 
nursing  home  services ;  physicians'  services ;  and  home  health  services) , 
would  be  permitted  with  respect  to  optional  medicaid  services  such 
as  prescribed  drugs,  hearing  aids,  etc. 
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Finance  Cormnittee  Changes 

The  pro^-ision  would  be  modified  by  the  committee  bill  as  follows : 

1.  The  House  bill  permits  States  to  impose  co-payments  and  de- 
ductibles on  the  medically  indigent.  The  committee  change  limits  such 
amounts  to  co-payments  on  patient-initiated  elective  services  only, 
such  as  the  initial  office  ^dsits  to  physicians  and  dentists. 

2.  The  House  bill  also  allows  States  to  impose  co-payments  and 
deductibles  on  the  indigent  for  optional  medicaid  services.  The  com- 
mittee deleted  this  provision,  as  the  savings  ($5  million)  would  most 
probably  be  exceeded  by  the  administrative  costs. 

]Maxdatory  ]\Iedicaid  Deductible  for  Families  wt:th  Earxixgs 
(Sec.  209  of  the  bill) 

Problem 

Under  present  law,  AFDC  families  with  earnings  can,  at  a  certain 
earnings  point  lose  eligibility  for  medicaid.  Tliis  has  been  called  the 
"Medicaid  Notch''.  This  notch  is  believed  to  act  as  a  potential  work 
disincentive,  since  at  a  certain  income  level  a  family  may  precipi- 
tously lose  medicaid  eligibility  if  it  has  additional  earnings. 

House  Bill 

Section  209  would  remove  this  "notch"  by  requiring  AFDC  families 
with  earnings  to  pay  a  medicaid  deductible.  In  States  without  a  med- 
ically indigent  program  this  deductible  would  be  equal  to  one-third 
of  all  earnings  over  $720.  The  deductible  amount  is  identical  to  the 
amount  of  earnings  which  AFDC  families  would  be  allowed  to  retain 
as  an  incentive  to  work.  This  approach  eliminates  any  sudden  loss 
of  medicaid  eligibility.  However,  although  eligible  for  medicaid, 
every  dollar  of  a  recipient's  retained  earnings  raises  his  medicaid  de- 
ductible by  one  dollar. 

In  those  States  with  programs  for  the  medically  indigent,  an  AFDC 
recipient  would  not  have  to  pay  the  deductible  until  his  retained  earn- 
ings exceeded  the  diflference  t^tween  a  State's  cash  assistance  level  and 
its  medically  indigent  level.  At  this  point,  however,  his  medicaid 
deductible  would  increase  dollar  for  dollar  with  his  retained  earnings. 

Finance  Committee  Changes 

Although  the  House  provision  eliminates  any  sudden  loss  of  eligibil- 
ity for  medicaid,  the  pro^dsion  acts  as  a  substantial  work  disincentive, 
since  the  medicaid  deductible  increases  dollar  for  dollar  with  retained 
earnings. 

In  order  to  avoid  establishing  a  substantial  work  disincentive  the 
committee  amended  section  209  to  deal  with  the  "Medicaid  Notch" 
by  allowing  guaranteed  employment  program  families  otherwise 
eligible  for  medicaid,  w^ho  would  ordinarily  lose  eligibility  as  a  result 
of  earnings  from  employment,  to  remain  eligible  for  medicaid  for  one 
year.  At  the  expiration  of  that  year,  such  families  could  elect  to  con- 
tinue in  medicaid  by  paying  a  premium  of  20  percent  of  income  in  ex- 
cess of  $2,400  annually  (excluding  work  bonus  amounts) .  Additionally, 
other  families  participating  in  the  guaranteed  employment  program 
(see  title  IV)  which  are  otherwise  ineligible  for  medicaid  in  a  State 
could  also  voluntarily  elect  to  participate  by  paying  a  premium  of  20 
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percent  of  income  (excluding  work  bonus)  above  $2,400.  Costs  of  cov- 
erage for  thjose  families  on  a  premium  basis  would  be  subsidized  by  the 
Federal  Government  to  the  extent  premium  income  did  not  cover  the 
costs  of  benefits  for  those  families. 

The  committee  retained  that  portion  of  section  209  of  the  House  bill 
which  gives  States  the  option  of  covering  under  medicaid  aged,  blind 
and  disabled  persons  made  newly  eligible  as  a  result  of  the  increases  in 
payment  levels  to  these  persons  proposed  by  the  committee. 

Medicare  Benefits  for  Border  Residents 

(Sec.  211  of  the  bUl) 

Prohlem 

At  present,  coverage  for  care  in  a  foreign  hospital  near  the  U.S. 
border  is  available  only  where  an  emergency  occurs  within  the  United 
States  and  where  the  foreign  institution  is  the  closest  adequate  facility. 
This  limitation  creates  difficulty  in  securing  necessary  non-emergency 
care  'by  border  residents  who  ordinarily  do  and  would  use  the  nearest 
hospital  suited  to  their  medical  needs,  which  may  be  a  foreign  hospital. 

House  Bill 

Authorizes  use  of  a  foreign  hospital  by  a  U.S.  resident  where  such 
hospital  was  closer  to  his  residence  or  more  accessible  than  the  nearest 
suitable  United  States  hospital.  Such  hospitals  must  be  approved 
under  an  appropriate  hospital  approval  program. 

In  addition,  the  provision  authorizes  part  B  payments  for  neces- 
sary physicians'  services  furnished  in  conjunction  with  such  hospitali- 
zation. 

Finance  Committee  Changes 

The  committee  approved  the  House  provisions;  it  also  authorized 
medicare  pajrments  for  emergency  hospital  and  physician  services 
needed  by  beneficiaries  in  transit  between  Alaska  and  the  other  con- 
tinental States. 

Payments  to  Health  Maintenance  Organizations 

(Sec.  226  of  the  bill) 

Prohlem 

Certain  large  medical  care  organizations  seem  to  make  the  delivery 
of  medical  care  more  efficient  and  economical  than  the  medical  care 
community  at  large. 

Medicare  does  not  currently  pay  these  comprehensive  programs  on 
an  incentive  capitation  basis,  and  consequently  any  financial  incentives 
to  economical  operation  in  such  programs  have  not  been  incorporated 
in  medicare. 

Two  areas  of  potential  concern  arise  in  dealing  with  HMO's.  The 
first  area  of  concern  involves  the  quality  of  care  which  the  HMO's 
will  deliver.  Most  existing  large  HMO's  provide  care  which  is  gen- 
erally accepted  as  being  of  professional  quality.  However,  if  the 
Government  be^ns  on  a  widespread  basis,  to  pay  a  set  sum  in  advance 
to  an  organization  in  return  for  the  delivery  of  all  necessary  care  to 
a  group  of  people,  there  must  be  effective  means  of  assuring  that  such 
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organization  will  not  be  tempted  to  cut  corners  on  the  quality  of  its 
care  (e.g.,  by  using  marginal  facilities  or  by  not  providing  necessary 
care  and  services)  in  order  to  maximize  its  return  or  "profit."  Under 
present  reimbursement  arrangements,  although  there  may  be  no  in- 
centive for  efficiency,  neither  is  there  an  incentive  to  profit  through 
underservicing  and  other  corner-cutting. 

The  second  problem  area  involves  the  reimbursement  of  HMO's. 
If  an  HMO  were  to  enroll  relatively  good  risks  (i.e.,  the  younger  and 
healthier  medicare  beneficiaries),  payment  to  that  organization  in 
relation  to  average  per  capita  non-HMO  costs — without  accurate  actu- 
arial adjustments — could  result  in  large  "windfalls"  for  the  HMO,  as 
the  current  costs  of  caring  for  these  beneficiaries  might  turn  out  to  be 
much  less  than  medicare's  average  per  capita  costs.  Additionally,  ceil- 
ings on  windfalls  might  be  evaded  because  an  HMO  conceivably  could 
inflate  charges  to  it  by  related  organizations  thereby  maximizing  profits 
through  exaggerated  benefit  costs. 

It  may  not  always  be  possible  to  detect  and  eliminate  such  windfalls 
through  actuarial  adjustment.  Further,  once  a  valid  base  reimburse- 
ment rate  is  determined,  an  issue  remains  as  to  the  extent  to  which  the 
HMO,  and  the  Government  should  share  in  any  savings  achieved  by 
an  HMO. 

House  Bill 

The  House  bill  authorizes  medicare  to  make  a  single  combined  parts 
A  and  B  payment,  prospectively  on  a  capitation  basis,  to  a  "Health 
Maintenance  Organization,"  which  would  agree  to  provide  care  to  a 
group  not  more  than  one-half  of  whom  are  medicare  beneficiaries 
who  freely  choose  this  arrangement.  Such  payments  may  not  exceed 
95  percent  of  present  parts  A  and  B  per  capita  costs  in  a  given  geo- 
graphic area. 

The  Secretary  could  make  these  arrangements  with  existing  pre- 
paid groups  and  foundations,  and  with  any  new  organization  which 
meets  the  broadly  defined  term  "Health  Maintenance  Organization." 

Finance  Committee  Changes 

Agreeing  with  the  desirability  of  authorizing  reasonable  per  capita 
payments  to  organizations  which  have  demonstrated  a  capacity  to  pro- 
vide quality  health  care,  and  recognizing  the  above  problems,  the  com- 
mittee authorized  the  following  approach  as  a  modification  of  the 
HMO  provision  in  the  house  bill : 

EligiMlity 

The  Secretary  would  be  authorized  to  contract  on  an  incentive 
capitation  basis  for  medicare  sendees  with  substantial,  established 
HMO's:  (1)  with  reasonable  standards  for  quality  of  care  at  least 
equivalent  to  standards  prevailing  in  the  HMO's  area,  and  which  can 
be  adequately  monitored,  and  (2)  which  have  sufficient  operating  his- 
tory and  sufficient  enrollment  to  provide  an  adequate  basis  for  evaluat- 
ing their  ability  to  provide  appropriate  health  care  services  and  for 
establishing  a  combined  part  A-part  B  capitation  rate.  Such  reim- 
bursement would  be  authorized  for  HMO's  which:  (1)  have  been  in 
operation  for  at  least  two  years,  and  (2)  have  a  minimum  of  25,000 
enrollees,  not  more  than  one-half  of  whom  are  age  65  or  over.  The 
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Secretary  would  be  authorized  to  make  exceptions  to  the  minimum 
enrollment  requirement  in  the  case  of  HMO's  in  smaller  communities 
or  sparsely  populated  areas  which  had  demonstrated  through  at  least 
3  years  of  successful  operation  capacity  to  provide  health  care  services 
of  proper  quality  on  a  prepaid  basis  and  which  have  at  least  5,000 
members. 

Reimbursement 

The  combined  part  A-part  B  per  capita  payment  would  be  deter- 
mined and  administered  as  follows : 

1.  An  eligible  HMO  approved  by  the  Secretary  for  per  capita  re- 
imbursement would  submit,  at  least  90  days  prior  to  the  beginning  of 
a  prospective  medicare  contract  year,  an  operating  costs  and  enroll- 
ment forecast.  On  the  basis  of  the  estimate  and  available  information 
regarding  medicare  costs  in  the  HMO's  area,  the  HMO  and  the  Secre- 
tary would  arrive  at  an  interim  per  capita  reimbursement  rate.  The 
rate  would  reflect  estimated  costs  of  the  HMO  for  its  enrolled  popula- 
tion but  mi^ht  not  exceed  100  percent  of  the  estimated  "adjusted  aver- 
age per  capita  cost"  (as  defined  below) . 

2.  At  the  beginning  of  the  contract  period,  the  HMO  would  be 
paid  monthly,  in  advance,  the  interim  per  capita  prepayment  for 
the  medicare  beneficiaries  actually  enrc^l'led.  The  HMO  wiould  submit 
interim  cost  estimates  on  a  quarterly  basis  and  the  interim  payment 
could  be  adjusted  as  indicated  in  such  estimates,  subject  however  to 
the  limitations  set  forth  below. 

3.  The  HMO  would  submit,  annually,  independently  certified  finan- 
cial statements,  including  certified  costs  statements  allocating  HMO 
operating  costs  to  the  medicare  population  in  proportion  to  utilization 
of  HMO  resources.  Allocations  may  use  statistical,  demographic  and 
utilization  data  collection  and  analysis  methods  acceptable  to  the  Sec- 
retary in  lieu  of  fee-for-service  or  cost-per-service  methods  in  the  case 
of  an  HMO  which  does  not  operate  on  a  fee-for-service  basis.  Such 
statements  would  be  developed  in  accordance  with  medicare  account- 
ing principles  but  not  necessarily  on  the  basis  of  actual  case-by-case 
patient  services.  All  HMO's  would  be  subject  to  audit  in  accordance 
with  the  selective  audit  procedures  of  the  Bureau  of  Health  Insurance 
and  would  also  be  subject  to  audit  and  review  by  the  Comptroller 
General  (and  the  Inspector  General  for  Health  Care  administration). 

4.  The  Secretary  would  retroactively  determine  on  an  actuarial 
basis  w'hat  the  per  capita  costs  for  part  A  and  part  B  services  for  the 
HMO's  medicare  population  would  have  been  if  the  population  had 
been  served  through  other  health  care  arrangements  in  the  same  gen- 
eral area  and  not  enrolled  in  the  HMO.  That  is  to  say  there  would  be  a 
calculation,  on  the  basis  of  experience  in  the  same  or  similar  geo- 
graphical areas,  of  the  cost  for  the  non-HMO  group  of  similar  size,  age 
distribution,  sex,  race,  institutional  status,  disability  status,  cost  experi- 
ence for  the  medicare  contract  year  in  question,  and  other  factors 
deemed  by  the  actuaries  to  be  relevant  and  material.  This  figure 
defined  as  "adjusted  average  per  capita  cost"  would  be  determined 
as  promptly  as  practical  after  the  end  of  a  contract  period.  Many  of 
the  difficulties  and  uncertainties  of  previously  suggested  methods  of 
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rate  determination  are  minimized  or  eliminated  by  making  this  deter- 
mination after  the  fact.  For  example,  the  makeup  of  the  enrolled 
population  and  medicare  cost  experiences — within  and  outside  of  the 
HMO — would  be  known,  rather  than  merely  estimated. 

5.  If  the  HMO's  costs  for  the  types  of  expenses  reimbursable  under 
medicare  are  less  than  the  adjusted  average  per  capita  cost  the  differ- 
ence, called  "net  savings"  would  be  di^dded  and  allocated  as  follows : 

Savings  between  90  percent  and  100  percent  would  be  divided 
equally  between  the  Government  and  the  HMO.  Savings  between 
80  percent  and  90  percent  would  be  divided  75  percent  to  the 
Government  and  25  percent  to  the  HMO.  Sa\dngs  below  the  80 
percent  level  would  be  allocated  entirely  to  the  Government. 
Thus,  assuming  an  HMO  operated  at  80  percent  of  adjusted  average 
per  capita  costs,  it  would  receive  a  share  equal  to  7i/^  percent  of  the 
adjusted  average  per  capita  costs  and  the  Government  would  retain 
121/^  percent  of  those  costs. 

6.  At  the  option  of  the  HMO,  it  could  apply  any  amount  of  its 
share  of  the  saving  toward  improved  benefits,  reduced  supplemental 
premium  rates,  or  other  advantages  for  beneficiaries  or  retain  the 
money.  It  could  not,  however,  make  cash  refunds  to  beneficiaries. 

7.  If,  on  the  other  hand,  HMO  costs  exceed  adjusted  average  per 
capita  costs,  the  "excess  costs"  would  be  allocated  between  the  Gov- 
ernment and  the  HMO  in  the  following  manner : 

Any  amount  of  excess  between  100  percent  and  110  percent 
would  be  divided  equally  between  the  Government  and  the  HMO. 
Excess  costs  between  110  percent  and  120  percent  would  be  borne 
25  percent  by  the  HMO  and  75  percent  by  the  Government.  Costs 
in  excess  of  120  percent  would  be  borne  entirely  by  the  Govern- 
ment. Any  losses  incurred  would  carry  forward  and  be  recovered, 
proportionally,  by  the  HMO  and  the  Government  in  the  future. 
Any  losses  by  the  Government  would  have  to  be  recovered  in  full 
before  any  "savings"  could  be  paid  to  an  HMO  in  future  years. 

REPEAii  OF  Section  1902(d)  of  Medicaid 

(Sec.  231  of  the  bill) 

Problem 

The  medicaid  program  has  been  a  significant  burden  on  State 
finances.  In  an  effort  to  reduce  financial  pressure  upon  States,  Section 
1902(d)  of  title  19  provides  that  a  State  may  reduce  the  range,  dura- 
tion or  frequency  of  the  services  it  provides  under  its  medicaid 
program,  but  it  cannot  reduce  its  aggregate  expenditures  for  medicaid 
from  one  year  to  the  next.  This  maintenance  of  effort  requirement  has 
forced  a  few  States  to  either  cut  back  on  other  programs  or  to  con- 
sider dropping  medicaid. 

House  Bill 

The  House  bill  provides  for  a  continuance  of  the  maintenance  of 
effort  clause  with  respect  to  the  six  mandator}^  health  care  services. 
The  provision  would,  however,  amend  section  i902(d)  by  restricting 
the  maintenance  of  effort  requirement  to  those  six  basic  services.  The 
State  would  be  able  to  modify  the  scope,  extent  and  expenditures  for 
optional  services  provided,  such  as  drugs,  dental  care  and  eyeglasses. 
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Finance  Committee  Changes 

The  committee  substituted  for  the  House  provision  an  amendment 
repealing  sec.  1902(d) — entirely.  This  action  is  consistent  with  com- 
mittee and  Senate  action  on  H.K.  17550  in  1970. 

Payments  to  States  Under  Medicaid  for  Development  of  Cost 
Determination  Systems  for  State-Owned  General  Hospitals 

(Sec.  235  of  the  bill) 

Problem 

Many  States  do  not  have  effective  claims  administration  or  properly 
designed  information  storage  and  retrieval  systems  for  their  medicaid 
programs  and  do  not  possess  the  financial  and  technical  resources  to 
develop  them.  Their  recourse  today  is  to  contract  with  private  com- 
panies for  their  data  processing. 

Rouse  Bill 

1.  Authorizes  90  percent  Federal  matching  payments  toward  the  cost 
of  designing,  developing  and  installing  mechanized  claims  processing 
and  information  retrieval  systems  deemed  necessary  by  the  Secretary. 
The  Federal  government  would  assist  States  with  technical  advice 
and  development  of  model  systems.  Federal  matching  at  75  percent 
would  be  provided  toward  the  costs  of  operating  such  systems. 

2.  Authorizes  90%  matching  for  2  years  (up  to  a  total  of  $150,000 
annually)  for  the  development  of  cost  determination  systems  for  State- 
owned  general  hospitals. 

Finance  Committee  Changes 

The  committee  deleted  the  first  part  of  the  House  provision  retain- 
ing, however,  the  part  authorizing  funds  for  cost-determination 
systems. 

Provider  Reimbursement  Review  Board 
(Sec.  243  of  the  bill) 

Prohlem 

Under  present  law,  there  is  no  specific  provision  for  an  appeal  by  a 
provider  of  services  of  a  fiscal  intermediary's  final  reasonable  cost 
determination,  although  administrative  procedures  exist  to  assist  pro- 
viders and  intermediaries  to  reach  reasonable  settlement  on  disputed 
items. 

House  Bill 

The  House  bill  establishes  a  Provider  Reimbursement  Review  Board 
to  consider  disputes  between  a  provider  and  intermediary  where  the 
amount  at  issue  is  $10,000  or  more  and  where  the  provider  has  filed 
a  timely  cost  report.  Decisions  of  the  Review  Board  would  be  final 
unless  the  Secretary  reversed  the  Board's  decision  within  60  days.  If 
such  a  reversal  occurs  the  provider  would  have  the  right  to  obtain 
judicial  review. 

The  House  provision  is  similar  to  a  Senate  amendment  to  H.R. 
17550  in  1970.  The  House  did  not  include  those  portions  of  the  earlier 
Senate  amendment  which  would  allow  providers,  as  a  group,  to  appeal 
aggregate  amounts  of  $10,000  on  a  common  issue;  and  which  would 
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allow  appeals  to  the  Board  by  a  provider  where  the  intermediary 
fails  to  make  timely  final  costs  determinations. 

Finance  Committee  Changes 

The  committee  substituted  the  1970  Senate  language  and  added 
language  requiring  the  Secretary  to  report  to  the  legislative  committees 
at  the  end  of  the  first  year  of  operation  of  the  provision  concerning  its 
capacity  to  function  effectively  and  equitably  as  well  as  any  suggestions 
he  might  have  for  improvement  of  the  process. 

Physical  Therapy  Services  and  Other  Services  Under  AIedicare 

(Sec.  251  of  the  bill) 

Problem 

Physical  therapy  is  presently  covered  as  an  inpatient  service,  and  as 
an  outpatient  service  when  furnished  through  a  participating  facility 
or  home  health  agency.  Services  cannot  be  provided  in  a  therapist's 
office. 

An  additional  problem  relating  to  physical  therapy  is  that  a  patient 
can  exhaust  his  inpatient  benefits  and  continue  to  receive  payment  for 
treatment  only  if  the  facility  can  arrange  with  another  facility  to 
furnish  the  therapy  as  an  outpatient  service.  For  example,  a  hospital- 
ized patient  would  receive  necessary  physical  therapy  as  a  part  A 
benefit  during  his  90  days  of  coverage.  But,  if  his  hospital  stay  exceeded 
90  days,  he  would  be  required  to  secure  such  services  under  part  B 
as  an  outpatient  of  another  participating  provider — even  though  the 
hospital,  itself,  was  capable  of  providing  the  needed  therapy 
conveniently. 

Another  problem  is  the  rapidly  increasing  cost  of  physical  therapy 
services  and  findings  of  abuse  of  the  benefit. 

Home  Bill 

The  House  bill  would  include  as  covered  services  under  part  B, 
physical  therapy  provided  in  the  therapist's  office  under  such  licensing 
as  the  Secretary  may  require  and  pursuant  to  a  physician's  written 
plan  of  treatment. 

It  would  also  authorize  a  hospital  or  extended  care  facility  to  pro- 
vide outpatient  physical  therapy  services  to  its  inpatients,  so  that  an 
inpatient  could  conveniently  receive  his  part  B  benefits  after  his  inpa- 
tient benefits  have  expired. 

Finally,  it  would  control  physical  therapy  costs  by  limiting  total 
payments  in  one  year  for  services  by  an  independent  practitioner  in  his 
office  or  the  patient's  home  to  $100,  and  by  limiting  reimbursement  for 
services  provided  by  physical  and  other  therapists  to  a  reasonable 
salary-related  basis  rather  than  fee- for- service  basis. 

Finance  Committee  Changes 

The  committee  modified  the  House  provision  by  adopting  language 
to  assure  that  factors,  such  as  traveltime,  be  included  in  the  calcula- 
tion of  salary-related  reimbursement  and  deleting  the  provision  that 
would  have  established  a  new  and  separate  benefit  of  up  to  $100  an- 
nually for  services  provided  by  an  independent  physical  therapist  in 
his  office  or  in  a  patient's  home. 
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Additionally,  the  committee  will  include  in  its  report  instructions 
to  the  Secretary  designed  to  assure  that  reasonable  arrangements  may 
be  undertaken  in  rural  and  smaller  population  centers  to  enhance 
availability  of  physical  therapy  in  those  areas. 

Waiver  or  Registered  Nurse  in  Eural  Skilled  Nursing  Facility 

(Sec.  267  of  the  bill) 

Problem 

There  are  some  rural  nursing  homes  which  can  obtain  a  registered 
nurse  to  work  one  shift  5  days  a  week,  but  which  are  imable  to  obtain 
the  services  of  an  additional  registered  nurse  to  work  on  the  other 
2  days,  generally  the  weekend. 

House  Bill 

The  House  bill  would  allow  a  complete  waiver  of  the  requirement 
for  a  registered  nurse  in  a  rural  nursing  home,  if  there  is  no  other 
skilled  nursing  home  in  the  area  to  meet  patient  needs.  Under  the 
bill  a  skilled  nursing  home  could  function  without  any  skilled  nurse 
at  all. 

Finance  Committee  Changes 

The  committee  modified  the  provision  granting  waivers  for 
certain  rural  skilled  nursing  facilities  which  are  unable  to  assure  the 
presence  of  a  full-time  registered  nurse  in  such  facilities  7  days  a  week. 
The  committee  modification  would  allow  a  rural  skilled  nursing  home, 
which  has  one  full-time  registered  nurse  and  is  making  good  faith  ef- 
forts to  obtain  another,  a  special  waiver  of  the  nursing  requirement 
with  respect  to  not  more  than  two  shifts,  such  as  over  a  weekend. 
This  special  waiver  would  be  authorized  if  the  facility  had  only  pa- 
tients whose  physicians  indicated  that  each  such  patient  could  be 
without  a  registered  nurse's  services  for  a  48-hour  period.  If  the  facil- 
ity had  any  patients  for  whom  physicians  had  indicated  a  need  for  daily 
skilled  nursing  services,  the  facility  would  have  to  make  arrangements 
for  a  registered  nurse  or  a  physician  to  spend  such  time  as  was  neces- 
sary at  the  facility  on  the  uncovered  day  to  provide  the  skilled  serv- 
ices needed. 

Coverage  of  Chiropractic  Services 
(Sec.  273  of  the  bill) 

Problem 

Chiropractors  are  not  currently  eligible  to  participate  as  physicians 
in  the  medicare  program. 

House  Bill 

The  House  bill  calls  for  a  study  regarding  the  coverage  of 
chiropractors. 

Finance  Committee  Changes 

The  Committee  on  Finance  deleted  the  study  of  chiropractic  serv- 
ices called  for  in  the  House  bill  and  substituted  a  provision  providing 
for  the  coverage  under  medicare  of  services  involving  treatment  by 
means  of  manual  manipulation  of  the  spine  by  a  licensed  chiropractor 
who  meets  certain  minimum  standards  established  by  the  Secretary  of 
Health,  Education,  and  Welfare.  The  same  limitations  on  chiro- 
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practic  services  applicable  to  medicare  would  also  pertain  to  States 
providing  such  care  under  medicaid. 

3.  NEW  PROVISIONS  ADDED  BY  THE  FINANCE  COMMITTEE 

P^STABLISHMENT  OF  PROFESSIONAL  STANDARDS  ReVIEW  ORGANIZATIONS 

(Sec.  249F  of  the  bill) 

Problem 

There  are  substantial  indications  that  a  significant  amount  of  health 
services  paid  for  by  medicare  and  medicaid  are  in  excess  of  those 
which  would  be  found  to  be  medically  necessary  under  appropriate 
professional  standards.  Furthermore,  in  some  instances  services  pro- 
vided are  of  unsatisfactory  professional  quality. 

Finance  Committee  Amendment 

The  committee  provided  for  the  establishment  of  Professional 
Standards  Review  Organizations  sponsored  by  organizations  repre- 
senting substantial  numbers  of  practicing  physicians  (usually  300  or 
more)  in  local  areas  to  assume  responsibility  for  comprehensive  and 
on-going  review  of  services  covered  under  the  medicare  and  medicaid 
programs.  The  purpose  of  the  amendment  would  be  to  assure  proper 
utilization  of  care  and  services  provided  in  medicare  and  medicaid 
utilizing  a  formal  professional  mechanism  representing  the  broadest 
possible  cross-section  of  practicing  physicians  in  an  area.  Appropriate 
safeguards  are  included  so  as  to  adequately  provide  for  protection 
of  the  public  interest  and  to  prevent  pro  forma  assumption  in 
carrying  out  the  important  review  activities  in  the  two  highly  ex- 
pensive programs.  The  amendment  provides  discretion  for  recogni- 
tion of  and  use  by  the  PSRO  of  effective  utilization  review  committees 
in  hospitals  and  medical  organizations. 

Coverage  or  Certain  Prescribed  Drugs  Under  Medicare 
(Sec.  215  of  the  bill) 

Protlem 

The  costs  of  outpatient  prescription  drugs  represent  a  major  item 
of  medical  expense  for  many  older  people,  especially  for  those  suffer- 
ing from  chronic  and  serious  illness  conditions.  The  costs  of  such  drugs 
are  not  presently  covered  under  the  medicare  program. 

Finance  Committee  Amendment 

The  committee  amended  part  A  of  medicare  tO'  cover  the 
costs  of  certain  specified  drugs,  purchased  on  an  outpatient  basis,  which 
are  necessary  in  the  treatment  of  the  most  common,  crippling  or  life- 
threatening  chronic  disease  conditions  of  the  aged.  Beneficiaries  would 
pay  $1  toward  the  cost  of  each  prescribed  drug  included  in  the  reason- 
able cost  range  for  the  drug  involved. 

The  amendment  would  cover  specific  drugs  used  in  the  treatment 
of  the  following  conditions :  arthritis,  cancer,  chronic  cardiovascular 
disease,  chronic  kidney  disease,  chronic  respiratory  disease,  diabetes, 
epilepsy,  gout,  glaucoma,  high  blood  pressure,  myasthenia  gravis, 
Parkinson's  disease,  rheumatism,  thyroid  disease  and  tuberculosis.  The 
amendment  Avould  limit  reimbursement  to  certain  drugs  used  in  the 
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treatment  of  these  conditions.  For  example,  people  with  chronic  heart 
disease  often  use  digitalis  drugs  to  strengthen  their  heartbeat,  anti- 
coagulant drugs  to  reduce  the  danger  of  blood  clots  and  drugs  to  lower 
their  blood  pressure.  These  types  of  drugs  would  be  covered  under  the 
amendment  as  they  are  necessary  in  the  treatment  of  the  heart  condi- 
tion and  they  are  not  types  of  drugs  which  would  be  used  by  people 
without  heart  conditions. 

Other  drugs  which  might  be  used  by  those  with  chronic  heart  con- 
ditions (such  as  sedatives,  tranquilizers  and  vitamins)  would  not  be 
covered  as  they  are  drugs  which  are  generally  less  expensive,  less 
critical  in  treatment,  much  more  difficult  to  handle  administra- 
tively, and  many  patients  without  chronic  heart  disease  may  also 
utilize  these  types  of  medications. 

The  major  provisions  of  the  amendment  are : 

Eligibility, — Medicare  beneficiaries  with  one  or  more  of  the  follow- 
ing conditions : 
Diabetes. 

High  blood  pressure. 

Chronic  cardiovascular  disease. 

Chronic  respiratory  disease. 

Chronic  kidney  disease. 

Arthritis,  ^out  and  rheumatism. 

Tuberculosis. 

Glaucoma. 

Thyroid  disease. 

Cancer. 

Epilepsy. 

Parkinsonism. 

Myasthenia  gravis. 
Benefits. — ^Would  include  those  drugs : 

Necessary  over  a  prolonged  period  of  time  for  treatment  of  the 
above  conditions  j 

Generally  subject  to  use  only  by  those  with  the  above  condi- 
tions. 

This  recommendation  would  exclude  drugs  not  requiring  a  phy- 
sician's prescription  (except  for  insulin),  drugs  such  as  antibiotics 
which  are  generally  used  only  for  a  short  period  of  time,  and  drugs 
such  as  tranquilizers  and  sedatives  which  may  be  used  by  eligible 
beneficiaries  but  also  by  many  other  persons. 

A  list  of  the  covered  drug  categories  and  illustrative  drug  entities 
follows : 

THERAPEUTIC  CATEGORY  AND  DRUG  ENTITY 

Adrenocorticoids 
Anti-anginals 
Anti-  arrhy  thmics 
Anti-coagulants 

Anti-convulsants  (excluding  phenobarbital) 

Anti-hypertensives 

Anti-neoplastics 

Anti- Parkinsonism  agents 
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Anti-rheumatics 

Bronchodilators 

Cardiotonics 

Cholinesterose  inhibitors 

Diuretics 

Gout  suppressants 

Hypoglycemics 

Miotics 

Thyroid  hormones 
Tuberculostatics 

Reimhursement  and  Cost  Controls. — The  amendment  would  utilize  a 
reasonable  allowance  reimbursement  method,  and  would  incorporate  a 
formulary  approach.  The  formulary  established  could  include  only 
drug  entities  in  categories  specified  above.  Participating  pharmacies 
would  file  either  their  customary  professional  fee  or  other  dispensing 
charges  as  of  June  1, 1972,  which  would  then  be  applied  to  the  acquisi- 
tion cost  (generally,  average  wholesale  price)  up  to  a  level  (deter- 
mined by  the  Secretary  of  HEW  on  the  basis  of  the  lower  cost  prod- 
ucts of  a  given  drug  available  and  sold  to  pharmacies)  of  the  drug 
product.  The  professional  fee,  or  other  dispensing  charges,  for  pur- 
poses of  program  payments  and  allowances,  could  not  exceed  the  75th 
percentile  of  mark-ups  or  fees  by  comparable  vendors  in  an  area.  Out- 
patient drugs  dispensed  by  a  participating  hospital  or  extended  care 
facility  would  be  reimbursed  on  the  regular  part  A  medicare  costs 
basis.  Increases  in  prevailing  fees  or  dispensing  charges  could  be 
accepted  by  the  Secretary  of  HEW  in  a  fashion  essentially  parallel  to 
that  applicable  to  physicians'  fees. 

Financing. — Part  A  medicare  payroll  tax. 

Cost. — $740  million  with  a  $1  co-payment  per  prescription.  There 
would  be  an  offsetting  reduction  in  Federal-State  medicaid  costs  of 
some  $100  million  as  a  result  of  this  medicare  drug  coverage. 

Inspector  General  for  Medicare  and  Medicaid 
(Sec.  216  of  the  bill) 

ProMem 

There  is,  at  present,  no  independent  reviewing  mechanism  charged 
with  specific  responsibility  for  ongoing  and  continuing  review  of 
medicare  and  medicaid  in  terms  of  the  efficiency  and  effectiveness  of 
program  operations  and  compliance  with  congressional  intent.  While 
HEW's  Audit  Agency  and  the  General  Accounting  Office  have  done 
helpful  work,  there  is  a  need  for  day-to-day  monitoring  conducted 
at  a  level  which  can  promptly  call  the  attention  of  the  Secretary  and 
the  Congress  to  important  problems  and  which  has  authority  to 
remedy  some  of  those  problems  in  timely,  effective  and  responsible 
fashion. 

Finance  Committee  Amendment 

Under  the  amendment,  an  Office  of  Inspector  General  for  Health 
Administration  would  be  established  within  the  Department  of  Health, 
Education,  and  Welfare.  The  Inspector  General  would  be  appointed 
by  the  President,  would  report  to  the  Secretary,  and  would  be  re- 
sponsible for  reviewing  and  auditing  the  Social  Security  health  pro- 
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grams  on  a  continuing  and  comprehensive  basis  to  determine  their 
efficiency,  economy,  and  consonance  with  the  statute  and  congressional 
intent. 

The  Inspector  General  would  be  authorized  to  issue  an  order  of 
suspension  of  a  formal  regulation,  practice,  or  procedure  which  he 
found  inconsistent  with  the  law  or  legislative  intent.  Generally  speak- 
ing, such  suspension  would  become  effective  not  less  than  30  days  after 
issuance  unless  specifically  countermanded  by  the  Secretary  of  HEW. 
Upon  issuance  of  an  order  of  suspension  the  Ir^pector  General  would 
be  required  to  immediately  advise  the  committees  on  Finance  and 
Ways  and  Means  as  to  the  findings  and  basis  for  the  order.  If  the 
Secretary  countermands,  he  too  would  be  required  to  immediately 
advise  the  legislative  committees  as  to  the  reasons  for  his  action. 
Thus,  a  serious  issue  involving  a  question  concerning  congressional 
intent  would  be  placed  before  the  committees  having  jurisdiction  in 
orderly  and  delineated  fashion. 

Medicaid  Coverage  of  Mentally  III  Children 
(Sec.  229B  of  the  bill) 

Prdhlem 

Present  law  limits  reimbursement  under  medicaid  for  care  of  the 
mentally  ill  to  those  otherwise  eligible  individuals  who  are  65  years  of 
age  or  older. 

Finance  Committee  Amendment 

The  committee  bill  would  authorize  coverage  of  inpatient  care  in 
mental  institutions  for  medicaid  eligibles  under  age  21,  provided  that 
the  care  consists  of  a  program  of  active  treatment,  that  it  is  provided 
in  an  accredited  medical  institution,  and  that  the  State  maintains  its 
own  level  of  fiscal  expenditures  for  care  of  the  mentally  ill  under  21. 

The  amendment  also  provided  for  demonstration  projects  of  the 
potential  benefits  of  extending  medicaid  mental  hospital  coverage  to 
mentally  ill  persons  between  the  ages  of  21  and  65. 

Public  Disclosure  or  Information  Regarding  Deficiencies 
(Sec.  299D  of  the  bill) 

Problem 

Physicians  and  the  public  are  currently  unaware  as  to  which  hos- 
pitals, extended  care  facilities,  skilled  nursing  home  and  intermediate 
care  facilities  have  deficiencies  and  which  facilities  fully  meet  the 
statutory  and  regulatory  requirements.  This  operates  to  discourage 
the  direction  of  physician,  patient,  and  public  concern  toward  deficient 
facilities,  which  might  encourage  them  to  upgrade  the  quality  of  care 
they  provide  to  proper  levels. 

Finance  Committee  Amjendment 

The  committee  added  to  the  House  bill  a  provision  under  which  the 
Secretary  of  Health,  Education,  and  Welfare  would  be  required  to 
make  reports  of  an  institution's  significant  deficiencies  or  the  absence 
thereof  (such  as  deficiencies  in  the  areas  of  staffing,  fire  safety,  and 
sanitation)  a  matter  of  public  record  readily  and  generally  available 
at  social  security  district  offices.  Following  completion  of  a  survey  of 
a  health  care  facility  or  organization,  those  portions  of  the  survey  re- 
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lating  to  statutory  requirements  as  well  as  those  additional  significant 
survey  aspects  required  by  regulation  relating  to  the  capacity  of  the 
facility  to  provide  proper  care  in  a  safe  setting  would  be  matters  of 
public  record.  In  the  case  of  medicare,  such  information  would  be 
available  for  inspection  within  90  days  of  completion  of  the  survey 
upon  request  in  Social  Security  District  Offices,  and,  in  the  case  of 
medicaid,  the  information  would  be  available  in  local  welfare  offices. 

Extended  Care  Facilities — Skilled  Nursing  Facilities 
(Sees.  246,  247,  248,  249  249A  and  278  of  the  bill) 

Problem 

Serious  problems  have  arisen  with  respect  to  the  skilled  nursing 
home  benefit  under  medicaid  and  the  extended  care  benefit  under 
medicare. 

In  the  case  of  medicare,  the  definition  of  eligibility  has  been  ex- 
tremely difficult  to  apply  objectively  and,  consequently,  has  led  to 
great  dissatisfaction  on  the  part  of  patients,  providers  and  practi- 
tioners, resulting  in  many  facilities'  refusal  to  participate  in  medicare 
and  widespread  retroactive  denial  of  benefits. 

Medicaid  has  its  own  set  of  problems  with  respect  to  skilled  nursing 
home  care.  These  include,  according  to  the  General  Accounting  Office 
and  the  HEW  Audit  Agency,  widespread  inappropriate  placement 
of  patients  in  skilled  nursing  homes  who  more  properly  belong  in 
other  institutional  settings — such  as  intermediate  care  facilities — and 
widespread  noncompliance  with  required  standards.  It  appears  diffi- 
cult to  insist  that  a  skilled  nursing  facility  meet  all  necessary  stand- 
ards without,  at  the  same  time,  assuring  that  reimbursement  is  equi- 
table for  necessary  care  in  the  proper  setting.  In  general,  that  is  not 
the  case  today.  The  Comptroller  General  and  others  have  reported 
on  the  often  irrational  payment  mechanisms  developed  and  utilized 
by  many  States  in  reimbursing  for  nursing  home  care.  On  an  aggre- 
gate basis,  it  appears  that  nursing  homes  are  not  underpaid.  However, 
because  of  the  arbitrary  payment  structures  in  many  States,  in  all 
probability,  many  facilities  are  being  overpaid  for  the  care  they  pro- 
vide while  others  are  being  underpaid. 

Finance  Committee  Amendments 

a.  Conforming  Standards  for  Extended  Care  and  Skilled  Nursing 
Home  Faxiilities. — The  committee  bill  would  establish  a  single  defini- 
tion and  set  of  standards  for  ex:tended  care  facilities  under  medicare 
arid  skilled  nursing  homes  under  medicaid.  The  provision  creates  a 
single  category  of  "skilled  nursing  facilities"  which  would  be  eligible 
to  participate  in  both  health  care  programs.  A  "skilled  nursing 
facility"  would  be  defined  as  an  institution  meeting  the  present  defi- 
nition of  an  extended  care  facility  and  which  also  satisfies  certain 
other  medicaid  requirements  set  forth  in  the  Social  Security  Act. 
These  changes  are  intended  to  reduce  duplicative  activity  and  redtape. 

b.  ^''Skilled  Care^''  Definition  for  Extended  Care. — To  make  the 
medicare  extended-care  benefit  more  equitable  and  suitable  to  the 
post-hospital  needs  of  older  citizens,  as  well  as  to  avoid  the  problem 
of  retroactive  denials  of  coverage  which  have  plagued  medicare  pa- 
tients and  facilities,  the  committee  bill  would  change  the  definition  of 
care  requirements  with  respect  to  entitlement  for  extended  care  benefits 
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under  medicare.  Present  law  would  be  amended  to  authorize  skilled 
care  benefits  for  individuals  in  need  of  "skilled  nursing  care  and/or 
skilled  rehabilitation  services  on  a  daily  basis  in  a  skilled  nursing 
facility  which  it  is  practical  to  provide  only  on  an  inpatient  basis." 
Medicare  coverage  would  also  continue  during  short-term  periods  (e.g. 
a  day  or  two)  when  no  skilled  services  were  actually  provided  but 
when  discharge  from  a  skilled  facility  for  such  brief  period  was  neither 
desirable  nor  practical. 

c.  IJf-Day  Transfer  Requirement  for  Extended  Care  Benefits. — 
Under  existing  law,  medicare  beneficiaries  are  entitled  to  extended 
care  benefits  only  if  they  are  transferred  to  an  extended  care  facility 
within  14  days  following  discharge  from  a  hospital.  The  committee 
modified  this  with  respect  to  certain  patients.  An  interval  of  more 
than  14  days  would  be  authorized  for  patients  whose  conditions  did 
not  permit  immediate  provision  of  skilled  services  within  the  14- day 
limitation  (e.g.,  patients  with  fractured  hips  whose  fractures  have  not 
mended  to  the  point  where  physical  therapy  and  restorative  nursing 
can  be  utilized).  An  extension  not  to  exceed  2  weeks  beyond  the  14 
days  would  also  be  authorized  in  those  instances  where  an  admission 
to  an  ECF  is  prevented  because  of  the  non-availability  of  appro- 
priate bed  space  in  facilities  ordinarily  utilized  by  patients  in  a 
geographic  area. 

d.  Reirribursement  Rates  for  Care  in  Skilled  Nursing  Facilities. — 
The  committee  added  a  provision  amending  title  19  to  require  States, 
by  July  1,  1974,  to  reimburse  skilled  nursing  and  intermediate  care 
facilities  on  a  reasonable  cost-related  basis,  using  acceptable  cost- 
finding  techniques  and  methods  approved  and  validated  by  the  Secre- 
tary of  HEW.  Cost  reimbursement  methods  which  the  Secretary  found 
to  be  acceptable  for  a  State's  medicaid  program  would  be  adapted,  with 
appropriate  adjustments,  for  purposes  of  medicare  skilled  nursing 
facility  reimbursement  in  that  State. 

e.  Skilled  Nursing  Facility  Certification  Procedures. — The  com- 
mittee also  added  a  provision  under  which  the  Secretary  of  HEW 
would  decide  whether  a  facility  qualifies  to  participate  as  a  "skilled 
nursing  facility"  in  both  the  medicare  and  medicaid  programs.  The 
Secretary  would  make  that  determination,  based  principally  upon  the 
appropriate  State  health  agency  evaluation  of  the  facilities.  A  State 
could,  for  good  cause,  decline  to  accept  as  a  participant  in  the  medic- 
aid program  a  facility  certified  by  the  Secretary  but  could  not  over- 
rule the  Secretary  and  receive  Federal  medicaid  matching  funds  for 
any  institution  not  approved  by  the  Secretary.  The  committee  also 
incorporated  into  the  amendment  proposals  of  the  President  regard- 
ing full  Federal  financing  of  skilled  nursing  facility  and  intermediate 
care  facility  survey  and  inspection  costs  attributable  to  the  medicare 
and  medicaid  program  and  the  training  of  additional  Federal  and 
State  nursing  facility  inspection  personnel. 

Authority  for  Demonstration  Projects  Concqerning  the  Most 
Suitable  Types  of  Care  for  Beneficiaries  Ready  for  Discharge 
From  a  Hospital  or  Skilled  Facility 

(Sec.  222  of  the  bill) 

Prohlem 

It  is  not  unusual  for  a  previously  hospitalized  medicare  beneficiary 
to  need  services  other  than  those  covered  under  the  program.  A  bene- 
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ficiary  who  is  discharged  from  a  hospital  may  need  further  institu- 
tional care  for  a  condition  for  which  he  was  hospitalized,  but  the  care 
required  is  not  skilled  care. 

Finance  Committee  Amendment 

The  committee  bill  authorizes  the  Secretary  of  HEW  to  experi- 
ment with  methods  for  determining  suitable  levels  of  care  for  medi- 
care patients  who  are  ready  for  discharge  from  hospitals  and  skilled 
nursing  facilities  and  no  longer  require  skilled  care,  including  some 
terminally  ill  patients  but  who  are  unable  to  maintain  themselves  at 
home  without  some  sort  of  additional  assistance.  The  experiments  and 
demonstration  project®  could  include  (1)  making  medicare  payment 
for  each  day  of  care  provided  in  an  intermediate  care  facility,  count 
as  one  covered  day  of  skilled  nursing  facility  care,  if  the  care  was  for 
the  condition  for  which  the  person  was  hospitalized,  (2)  covering  the 
services  of  homemakers,  where  institutional  services  are  not  needed. 
Such  experiments  would  be  aimed  at  determining  whether  such  cover- 
age could  effectively  lower  long-range  costs  by  postponing  or  preclud- 
ing the  need  for  higher  cost  institutional  care  or  by  shortening  the  pe- 
riod of  such  care,  and  ascertaining  what  eligibility  rules  may  be  ap- 
propriate and  the  resultant  costs  of  application  of  various  eligibility 
requirements,  if  the  project  suggests  that  extension  of  such  coverage 
generally,  would  be  desirable. 

Physicians'  Assistants 

(Sec.  222  of  the  bill) 

Problem 

Over  the  past  few  years,  a  number  of  programs  have  been  developed 
to  train  physicians'  assistants.  These  assistants  are  seen  as  a  way  to 
extend  the  physician's  productivity  and  to  bring  care  to  many  who 
would  otherwise  not  receive  it.  HEW  is  currently  supporting  the 
training  of  these  physicians'  assistants.  There  are  some  200  experi- 
mental training  programs  for  physician  assistants  and  nurse  practi- 
tioners. Each  of  these,  however,  is  structured  differently,  reflecting  the 
lack  of  agreement  among  professionals  on  the  experience  and  educa- 
tion that  should  be  required  of  training  program  applicants,  the  con- 
tent of  the  programs,  or  the  responsibilities  and  supervision  that  are 
appropriate  for  their  graduates.  These  unresolved  issues  have 
prompted  the  American  Medical  Association,  the  American  Hospital 
Association,  the  American  Public  Health  Association,  as  well  as  the 
Department  (in  its  "Report  on  Licensure  and  Related  Health 
Personnel  Credentialing")  and  other  organizations  to  ask  for  a 
moratorium  on  State  licensure  of  the  new  categories  of  health 
personnel. 

Some  feel  that  it  is  inconsistent  for  HEW  to  support  the  training  of 
these  personnel,  while  medicare  does  not,  in  some  instances,  recognize 
all  their  services  as  reimbursable  items. 

Under  present  law,  part  B  of  medicare  pays  for  physicians'  services. 
Within  the  scope  of  paying  for  physicians'  services,  the  program  pays 
for  services  commonly  rendered  in  a  physician's  office  by  para-medical 
personnel.  For  example,  if  a  nurse  administers  an  injection  in  the  office, 
medicare  will  recognize  a  small  charge  by  the  physician  for  that 
service. 
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Medicare  will  not  pay  where  a  physician  submits  a  charge  for  a 
professional  service,  performed  by  a  para-medical  person,  in  cases 
where  the  service  is  traditionally  performed  by  a  physician.  For  ex- 
ample, the  program  would  not  recognize  a  charge  for  a  complete  physi- 
cal exam  conducted  by  a  nurse. 

Additionally,  medicare  will  not  recognize  a  physician's  charge  for 
a  service  performed  by  a  para-medical  person  outside  of  the  physi- 
cian's office.  In  other  words,  he  would  not  be  reimbursed  for  an  in- 
jection administered  by  a  para-medical  employee  in  a  nursing  home. 
Others  argue  that  medicare  does  reimburse  physicians  for  services 
provided  by  these  new  physicians'  assistants,  so  long  as  they  are  serv- 
ices commonly  provided  by  para-professional  personnel  in  a  physi- 
cian's office.  They  go  on  to  argue  that,  until  the  training  and  licensure 
of  physicians'  assistants  becomes  more  uniform,  it  would  be  inappro- 
priate for  medicare  to  take  the  lead  in  encouraging  doctors — by  gener- 
ous reimbursement  to  use  physicians'  assistants  to  work  independently 
or  to  expand  their  responsibilities. 

Finance  Committee  Amendment 

The  committee  authorized  demonstration  projects  to  determine  the 
most  appropriate  and  equitable  methods  of  compensating  for  the  serv- 
ices of  physicians'  assistants  (including  nurse  practitioners).  The  ob- 
jectives are  development  of  non-inflationary  and  less-costly  alterna- 
tives which  do  not  impede  the  continuing  efforts  to  expand  the  supply 
of  qualified  physicians'  assistants. 

The  Kole  of  the  Joint  Commission  on  the  Accreditation  of 
Hospitals  in  Medicare 

(Sec.  244  of  the  bill) 

Problem 

Sevej  al  problems  have  arisen  with  respect  to  the  JCAH  roie  in 
the  medicare  certification  process.  Present  law  specifies  that  an  insti- 
tution may  be  deemed  to  meet  the  certification  requirements  of  medi- 
care if  it  is  accredited  as  a  hospital  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals. 

In  addition,  under  the  definition  of  a  hospital,  the  section  states 
that  an  institution  must  meet  such  requirements  as  the  Secretary  finds 
necessary  in  the  interests  of  health  and  safety,  except  that  such  other 
requirements  may  not  be  higher  than  the  comparable  requirements 
prescribed  for  the  accreditation  of  hospitals  by  the  Joint  Commission 
on  the  Accreditation  of  Hospitals.  Another  section  of  the  law  does 
allow  an  individual  State  to  set  higher  standards. 

The  JCAH  survey  process  is  not  subject  to  Federal  review, 
and  all  JCAH  survey  reports  are  confidential,  available  only 
to  the  commission  and  the  facility  concerned.  Consequently, 
the  Federal  agencies  responsible  to  the  Congress  for  the  ad- 
ministration of  medicare,  are  not  in  a  position  to  audit  the  validity 
of  the  overall  JCAH  survey  process  and  are  thus  miable  to  deter- 
mine the  extent  to  which  specific  deficiencies  may  exist  in  the  vast 
majority  of  participating  hospitals,  since  JCAH  survey  reports  are 
not  available  to  the  Social  Security  Administration.  A  further  prob- 
lem arises  because,  under  present  law,  medicare  is  barred  from  setting 
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any  standards  which  are  higher  than  comparable  JCAH  require- 
ments. This  has  been  interpreted  by  Social  Security  to  also  bar  estab- 
lishment of  any  standards  in  an  area  where  JCAH  has  remained  si- 
lent. Since  the  law  does  not  refer  to  any  specific  JCAH  standard,  but 
rather  to  any  standards  prescribed  by  the  JCAH,  the  law  serves  as  an 
almost  total  and  blanket  delegation  of  authority  over  hospital  stand- 
ards to  a  private  agency.  Thus,  if  the  Joint  Commission  chooses  to 
lower  a  standard,  medicare  is  obliged  to  also  accept  that  reduced 
standard.  Though  the  Federal  Government  is  tied  to  JCAH  standards, 
a  State  may  promulgate  higher  standards  for  facilities  within  the 
State. 

Finance  Committee  Amendment 

The  committee  approved  a  provision  under  which  the  State  certifi- 
cation agencies,  as  directed  by  the  Secretary,  would  survey  on  a  selec- 
tive sample  basis  (or  where  substantial  allegations  of  noncompliance 
have  been  made)  hospitals  accredited  by  the  Joint  Commission  on 
Accreditation  of  Hospitals.  This  would  serve  as  a  mechanism  to  vali- 
date the  J C AH  survey  process.  If  deficiencies  from  the  JCAH  stand- 
ards were  found  to  exist  in  an  institution,  the  medicare  standards  and 
compliance  procedures  would  be  applied  in  that  facility.  To  implement 
this  authority,  JCAH  hospitals  would,  as  a  condition  of  participating 
in  medicare,  agree,  if  included  in  a  survey,  to  authorize  the  State 
agency  or  the  Secretary  to  secure  copies  of  the  J CAH  survey  report  on 
a  confidential  basis.  The  Joint  Commission  on  Accreditation  of  Hos- 
pitals has  indicated  that  it  would  cooperate  fully  with  such  validation 
surveys  and  the  Secretary  would  be  expected  to  consult  with  and  co- 
operate with  JCAH  in  these  activities. 

Under  the  provision  the  Secretary  would  be  authorized  to  promul- 
gate standards  as  necessary  for  health  and  safety  after  consultation 
with  JCAH  and  with  adequate  lead-time  without  being  bound  to 
JCAH  standards. 

Maternal  and  Child  Health 
(Sec.  291  of  the  bill) 

Problem 

The  intent  of  the  1967  Social  Security  Amendments  with  respect 
to  the  Maternal  and  Child  Health  programs  was  to  divide  available 
funds  between  formula  grants  to  the  States,  and  special  project  grants 
for  a  few  years,  so  that  the  Federal  Government  could  fund  innovative 
special  project  grants  which  the  States  might  not  be  able  to  support 
out  of  their  formula  funds.  The  1967  Amendments  terminated  special 
project  grants  as  of  fiscal  year  1973  and  converted  all  the  project  money 
to  formula  grants  on  the  rationale  that  after  a  few  years'  time  the 
States  would  recognize  the  value  of  and  continue  to  support  worth- 
while project  grants  as  part  of  an  overall  State  program.  Two  prob- 
lems have  occurred  in  the  interim.  First  the  special  project  grant  has 
been  utilized  primarily  in  urban  ghetto  areas,  while  the  formula  funds 
are  weighted  in  favor  of  rural  States.  Therefore,  a  shift  of  funds  from 
urban  States  with  project  grants  to  rural  States  without  project  grants 
would  occur  if  the  project  grants  were  terminated.  Additionally, 
many  project  grant  directors  feel  that  with  the  pressure  on  State  fi- 
nances. State  health  departments  would  be  reluctant  to  use  new  for- 
mula funds  to  continue  support  for  project  grants  however  worthy 
they  might  be. 
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Kecognizing  the  problem,  Congress  has  approved  an  extension  of 
the  project  grant  authority  to  June  30, 1973. 

Finance  Committee  Amendment 

The  committee  added  to  H.K.  1  a  provision  which  extends  for  an 
additional  fiscal  year  (through  June  30,  1974)  the  present  special 
project  grant  authorization  contained  in  title  V  of  the  Social  Security 
Act  to  support  maternal  and  child  health  programs.  This  approach 
allows  2  years  for  completion  of  comprehensive  evaluation  of  the  effi- 
cacy of  the  project  grant  approach  in  relation  to  formula  grants  as 
well  as  to  assess  the  effectiveness  and  success  of  the  various  grants, 
The  2-year  period  also  permits  orderly  budgeting  by  grantees. 

Conditions  or  Coverage  or  Speech  Pathologists  and  Clinical 
Psychologists  Under  Medicare 

(Sees.  283  and  284  of  the  bill) 

Prohlem 

While  speech  pathology  and  clinical  psychology  services  are  at  times 
useful  to  aged  persons  with  certain  disorders,  such  services  are  rela- 
tively inaccessible  to  the  aged  due  to  the  small  percentage  of  speech 
pathologists  who  are  employed  by  providers  eligible  to  participate  in 
the  medicare  program.  Part  of  the  problem  is  the  fact  that  when  such 
services  are  not  furnished  by  a  medicare  provider,  they  must  be  fur- 
nished under  direct  physician  supervision  to  covered  under 
medicare. 

Finance  Committee  Amendment 

Coverage  of  the  services  of  clinical  psychologists  and  speech  thera- 
pists on  an  outpatient  basis  is  presently  available  imder  medicare  if 
the  services  of  such  personnel  are  rendered  in  a  physician-directed 
clinic  or  hospital  outpatient  department.  The  committee  included  a 
provision  removing  the  requirement  that  such  care  necessarily  be 
rendered  in  a  physician-directed  clinic  or  outpatient  department. 
However,  the  services  would  still  have  to  be  provided  in  an  organized 
setting,  and  under  a  plan  of  care  and  treatment  established  by  a  physi- 
cian who  would  retain  overall  responsibility  for  the  patient's  care. 
Additionally,  with  respect  to  psychological  treatment,  such  costs 
would  be  included  in  and  limited  by  the  overall  $250  annual  limita- 
tion on  reimbursement  for  outpatient  treatment  of  mental  illnesses. 

Provide  Secretary  Greater  Discretion  in  Selection  of 
Intermediaries  and  Assignment  of  Providers  to  Them 

(Sec.  286  of  the  bill) 

Prohlem 

A  group  or  association  of  providers  of  services — hospitals,  extended 
care  facilities,  and  home  health  agencies — have  the  option  of  nomi- 
nating an  organization  (including  the  Federal  Government)  to  act 
as  the  "fiscal  intermediary"  between  the  providers  and  the  Govern- 
ment. (No  such  nomination  is  available  with  respect  to  carriers  in  part 
B  of  medicare. ) 

The  Secretary  is  authorized  to  enter  into  an  agreement  with  an 
organization  or  agency  only  if  he  finds  that  to  do  so  would  be  con- 
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sistent  with  effective  and  efficient  administration  of  the  program.  The 
Secretary  may  terminate  an  agreement  with  an  intermediary  if  he 
finds  that  it  has  failed  to  carry  out  the  agreement  or  that  continuation 
of  the  agreement  is  inconsistent  with  efficient  administration  of  the 
program. 

It  would  be  helpful  to  strengthen  administrative  prerogatives  in  the 
assignment  of  new  providers  to  intermediaries  and  the  reassignment 
of  existing  providers.  The  Secretary  should  have  the  primary  author- 
ity to  determine  to  which  intermediary  providers  may  be  reassigned 
when  they  wish  to  change  intermediaries  or  where  continued  avail- 
ability of  a  particular  intermediary  in  a  given  locale  is  inefficient, 
ineffective,  or  otherwise  not  in  the  best  program  interest.  That  is,  the 
Secretary  should  consider  the  wish  of  the  provider,  but  be  able  to  take  a 
different  course  of  action  in  the  interest  of  effective  program  operation. 

Finance  Committee  Amendment 

The  Finance  Committee  amended  section  1816  so  as  to  authorize  the 
Secretary  to  assign  and  reassign  providers  to  available  intermediaries. 
He  would  take  into  account  any  preferences  expressed  by  the  provid- 
ers, but  would  not  be  bound  by  their  choice.  The  primary  consideration 
for  his  assignment  action  would  be  the  effective  and  efficient  adminis- 
tration of  the  medicare  program. 

Disclosure  of  Information  Concerning  Medicare  Agents  and 

Providers 

(Sec.  249C  of  the  bill) 

Problem 

As  part  of  its  responsibility  for  administration  of  the  medicare 
program,  the  Social  Security  Administration  regularly  prepares  for- 
mal evaluations  of  the  performance  of  contractors — carriers  and  inter- 
mediaries— and  State  agencies,  which  assist  SSA  in  program  adminis- 
tration. In  addition,  SSA  also  prepares  program  validation  review 
reports,  which  are  intended  to  be  used  as  management  devices  for 
informing  intermediaries  of  findings  and  recommendations  concerning 
selected  providers  of  services  and  some  of  the  aspects  of  their  own 
medicare  operations. 

These  evaluations  and  reports  are  of  significant  help  in  reviewing 
either  the  overall  administrative  performance  of  an  individual  con- 
tractor or  a  particular  aspect  of  its  operation.  Additionally,  the  sum- 
mary evaluations  comparing  the  performance  of  one  contractor  with 
that  of  another  are  very  useful.  However,  these  evaluations  and  re- 
ports are  not  available  to  the  public  in  general. 

The  Finance  Committee  recognized  the  dichotomy  which  exists  in 
this  situation.  On  the  one  hand  is  the  need  for  public  awareness  of  the 
deficiencies  of  contractor  performance  with  the  accompanying  pres- 
sures for  improvement  in  administration  that  only  such  awareness 
can  bring.  On  the  other  hand,  there  is  the  need  to  avoid  premature 
public  disclosure  of  this  type  of  information  and  to  provide  contrac- 
tors with  sufficient  opportunity  to  respond  to  the  information  in  the 
reports  before  their  publication  to  avoid  release  of  erroneous  findings, 
without  rebuttal,  which  may  prove  damaging  to  their  reputations. 
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Finance  Committee  Am/e7idment 

To  meet  this  problem,  the  Committee  amendment  provides  that  the 
SSA  regularly  make  public  the  following  types  of  evaluations  and 
reports :  (1)  individual  contractor  performance  reviews  and  other  for- 
mal evaluations  of  the  performance  of  carriers,  intermediaries,  and 
State  agencies,  including  the  reports  of  follow-up  reviews;  (2)  com- 
parative evaluations  of  the  performance  of  contractors — including 
comparisons  of  either  overall  performance  or  of  any  particular  con- 
tractor operation;  (3)  program  validation  survey  reports — with  the 
names  of  individuals  deleted. 

The  proposal  would  require  public  disclosure  of  future  reports. 
Such  reports  would  include  only  those  which  are  official  in  nature  and 
not  include  internal  working  documents  such  as  informal  memoranda, 
etc.  Under  the  proposal,  public  disclosure  of  evaluations  and  reports 
would  not  be  made  until  the  contractor,  State  agency,  or  facility  was 
given  suitable  opportunity  for  comments  as  to  the  accuracy  of  the  find- 
ings and  conclusions  of  the  evaluation  or  report  with  such  comments 
being  made  part  of  the  report  where  the  portions  originally  objected 
to  have  not  been  modified  in  line  with  the  comment. 

Disclosure  of  such  evaluations  and  reports  should  not  lessen  the 
effort  of  SSA  in  its  present  information-gathering  activities  nor  is  the 
provision  in  any  way  to  be  interpreted  as  otherwise  limiting  disclosure 
of  information  required  under  the  Freedom  of  Information  Act. 

Protecting  Aged,  Blind,  and  Disabled  Welfare  Recipients  From 
Loss  OF  Medicaid  Eligibility 

(Sec.  249D  of  the  bill) 

The  Committee  approved  an  amendment  to  assure  that  aged,  blind, 
and  disabled  welfare  recipients  who  are  currently  eligible  for  Medicaid 
will  not  lose  their  eligibility  for  Medicaid  benefits  solely  because  of  the 
recent  20-percent  social  security  benefit  increase.  The  amendment  will 
assure  that  about  180,000  aged,  blind,  and  disabled  welfare  recipients 
will  not  lose  this  valuable  protection. 

Prohibition  Against  Institutional  Medical  Care  Payments  Under 
Cash  Welfare  Programs 

(Sec.  249E  of  the  bill) 

Under  present  law.  States  can  purchase  medical  care  for  welfare 
recipients  either  through  medicaid  vendor  payments  to  providers  or  by 
including  the  cost  of  the  medical  services  in  calculating  the  cash  wel- 
fare payment  to  the  recipient. 

The  committee  was  concerned  that  as  the  Department  of  Health, 
Education  and  Welfare  steps  up  its  enforcement  of  standards  which 
medicaid  institutions  must  meet,  situations  might  occur  in  which  sub- 
standard skilled  nursing  facilities  and  intermediate  care  facilities 
would  avoid  meeting  medicaid  standards  of  fire  safety,  sanitation,  and 
quality  of  care  by  withdrawing  from  the  medicaid  program  and  in- 
stead continuing  support  of  patients  in  the  homes  through  adding  the 
cost  of  their  care  to  the  patients'  monthly  welfare  payments. 
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To  prevent  possible  utilization  of  substandard  facilities  through  the 
cash  payment  mechanism,  the  committee  approved  an  amendment 
which  would  preclude  Federal  matching  for  that  portion  of  any  money 
payment  which  is  related  to  institutional  medical  or  remedial  care 
which  could  be  included  under  the  medicaid  program. 

Limitation  on  Liability  or  Beneficiary  Where  Medicare  Claims 

Are  Disallowed 

(Sec.  213  of  the  bill) 

Problem 

Under  present  law,  whenever  a  medicare  claim  is  disallowed,  the 
ultimate  liability  for  the  services  rendered  falls  upon  the  beneficiary. 
This  is  true  even  when  the  program  has  paid  the  claim  and  subse- 
quently it  is  determined  that  the  claim  should  be  reopened  and  dis- 
allowed. The  result  is  that  in  many  cases  a  beneficiary  is  liable  for 
payment  even  though  he  acted  in  good  faith  and  did  not  know  that 
the  services  he  received  were  not  covered,  and  even  though  the  hos- 
pital, physician  or  other  provider  of  services  was  at  fault. 

Finance  Committee  Amendment 

Under  the  committee  bill,  a  beneficiary  could  be  "held  harmless"  in 
certain  situations  where  claims  were  disallowed  but  the  beneficiary 
was  without  fault.  In  such  situations  the  liability  would  shift  either  to 
the  Government  or  to  the  provider — depending  upon  whether,  for 
examj)le,  the  provider  utilized  due  care  (i.e.,  acted  reasonably)  in 
applying  medicare  policy  in  his  dealings  with  the  beneficiary  and  the 
Government.  In  the  future.  Professional  Standards  Review  Organiza- 
tions would  be  expected  to  give  priority  to  determinations,  either  ad- 
vance or  concurrent,  designed  to  minimize  the  problem  of  retroactive 
denials. 

Where  the  beneficiary  was  aware,  or  should  have  been  aware,  of  the 
fact  that  the  services  were  not  covered,  liability  would  remain  with  the 
beneficiary  and  the  provider  could  either  exercise  his  rights  under 
State  law  to  collect  for  the  services  furnished  or  appeal  the  determina- 
tion through  the  medicare  appeals  process. 

Where  neither  the  beneficiary  nor  the  provider  knew  that  non- 
covered  services  were  involved,  the  Government  would  assume  liability 
for  payment  as  though  a  covered  service  had  been  furnished.  (This 
situation  would  arise  in  many  cases  disallowed  because  the  services 
were  not  medically  necessary  or  did  not  meet  the  level  of  care  require- 
ments.) However,  w^hen  medicare  made  such  a  payment,  it  would 
make  certain  that  the  provider  is  put  on  notice  that  the  type  of  service 
rendered  was  not  covered  with  the  result  that  in  subsequent  cases 
involving  similar  situations  and  further  stays  or  treatments  in  the 
given  case,  he  could  not  contend  that  he  exercised  due  care.  Thus,  the 
Government's  liability  would  be  somewhat  limited. 

Where  the  provider  did  not  exercise  due  care  (that  is,  he  knew  or 
reasonably  could  be  expected  to  know  that  such  care  was  not  covered) , 
liability  would  shift  to  the  provider,  assuming  that  there  was  good 
faith  on  the  beneficiary's  part.  The  provider  would  be  told  that  he 
could  appeal  the  intermediary's  decision,  both  as  to  coverage  of  the 
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services  and  due  care.  If,  on  the  other  hand,  he  exercised  his  rights 
under  State  law  and  received  reimbursement  from  the  beneficiary,  the 
medicare  program  would  indemnify  the  beneficiary  (subject  to  deduc- 
tibles and  coinsurance)  and  would  be  required  to  seek  to  recover 
amounts  so  paid  from  the  provider. 

Family  Planning 
(Sec.  299E  of  the  bill) 

Prohlem 

Though  Federal  law  and  policy  permit  and  encourage  States  to 
extend  services  to  low  income  families  likely  to  become  welfare  recip- 
ients as  well  as  families  already  on  welfare,  most  States  have  not 
taken  advantage  of  this  opportunity. 

The  progress  which  has  been  made  under  the  1967  Amendments  has 
not  met  the  committee's  expectations.  The  annual  report  by  the  Depart- 
ment of  Health,  Education,  and  Welfare  covering  family  planning 
services  includes  information  which  makes  clear  that  the  mandate  of 
the  Congress  that  all  appropriate  AFDC  recipients  be  provided  family 
planning  services  has  not  been  fulfilled. 

Finance  Committee  Amendment 

The  committee  amended  the  House  bill  to  authorize  100  percent 
Federal  funding  for  the  costs  of  family  planning  services.  The  Com- 
mittee amendment  would  also  require  States  to  make  available  on  a 
voluntary  and  confidential  basis  such  counseling,  services,  and  sup- 
plies, directly  and/or  on  a  contract  basis  with  family  planning  orga- 
nizations throughout  the  State,  to  present,  former  or  likely  recipients 
who  are  of  child-bearing  age  desiring  such  services.  The  amendment 
would  also  reduce  the  Federal  share  of  AFDC  funds  by  2  percent, 
beginning  in  fiscal  year  1974,  if  a  State  in  the  prior  year  fails  to 
inform  the  adults  in  AFDC  families  and  on  workfare  of  the  avail- 
ability of  family  planning  services  and/or  if  the  State  fails  to  actually 
provide  or  arrange  for  such  services  for  persons  desiring  to  receive 
them. 

Penalty  for  Failure  To  Provide  Required  Health  Care  Screening 
(Sec.  299F  of  the  bill) 

Problem 

Many  States  have  failed  to  implement  the  statutory  requirement — 
or  have  implemented  it  only  partially — because  of  their  contention 
that  the  screening  of  all  children  under  age  21  is  not  possible  given 
available  financial  and  health  care  resources.  Under  HEW  regulations 
States  must  now  provide  health  care  screening  to  children  under  age  6, 
and  States  will  be  required  to  provide  screening  services  to  all  eligible 
children  between  the  ages  of  7  and  21  by  no  later  than  July  1,  1973. 

Finance  Committee  Amendment 

The  amendment  also  includes  a  provision  that  would  reduce  the 
Federal  share  of  AFDC  matching  funds  by  2  percent,  begin- 
ning in  fiscal  year  1975,  if  a  State,  (a)  fails  to  inform  the  adults 
in  AFDC  families  and  on  workfare  of  the  availability  of  child 
health  screening  services;  (b)  fails  to  actually  provide  or  arrange 
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for  such  services;  or  (c)  fails  to  arrange  for  or  refer  to  appropriate 
corrective  treatment  children  disclosed  by  such  screening  as  suffering 
illness  or  impairment. 

Coverage  or  Outpatient  Eehabilitation  Services  Under  Medicare 

(Sec.  285  of  the  bill) 

Problem 

Medicare  beneficiaries  who  are  not  inpatients  of  hospitals  or  ex- 
tended care  facilities,  or  homebound  and  entitled  to  home  health 
services,  have  limited  access  to  certain  restorative  and  rehabilitative 
services.  While  part  B  of  medicare  presently  covers  outpatient  physical 
therapy  services  furnished  by  providers  of  services  including  clinics, 
rehabilitation  agencies,  and  public  health  agencies,  similar  coverage 
is  not  provided  for  other  rehabilitation  services  which  are  useful  to 
older  people. 

Finance  Committee  Amendmnent 

The  Committee  included  a  provision  establishing  a  new  benefit  cate- 
gory which  would  permit  reimbursement  under  part  B  for  outpatient 
rehabilitation  furnished  in  organized  settings.  The  requirements  that 
organizations  must  meet  in  order  to  provide  the  new  outpatient  re- 
habilitation benefit  would  be  similar  to  the  types  of  standards  now 
imposed  on  providers  of  outpatient  physical  therapy  services.  These 
requirements  are  intended  to  assure  that  only  healtlfi  care  of  proper 
quality  will  be  paid  for. 

The  new  benefit  would  cover  physical  therapy,  speech  pathology, 
occupational  therapy,  and  medical  social  services  provided  on  an 
outpatient  basis  by  qualified  outpatient  rehabilitation  facilities.  A 
physician  would  have  to  certify  that  the  services  are  required  by  an 
individual  who  needs  physical  therapy  or  speech  pathology  services, 
and  the  services  must  be  furnished  in  accordance  with  a  plan  estab- 
lished and  periodically  reviewed  by  a  physician.  The  plan  would  have 
to  prescribe  the  specific  types  of  rehabilitation  services  to  be  provided 
and  the  amount  and  duration  of  such  services. 

Medicare  Coverage  for  Spouses  and  Social  Security  Beneficiaries 

Under  Age  65 

(Sec.  214  of  the  bill) 

Present  Law 

Under  present  law,  persons  aged  65  and  over  who  are  insured  or  are 
deemed  to  be  insured  for  cash  benefits  under  the  social  security  or 
railroad  retirement  programs  are  entitled  to  hospital  insurance  (part 
A) .  Essentially  all  persons  aged  65  and  over  are  eligible  to  enroll  for 
medical  insurance  (part  B)  without  regard  to  insured  status.  The 
House  bill  includes  a  provision  that  would  permit  persons  aged  65  and 
over  who  are  not  insured  or  deemed  insured  for  cash  benefits  to  enroll 
in  part  A,  at  a  premium  rate  equal  to  the  full  cost  of  their  hospital  in- 
surance protection  ($33  a  month  through  June  1974) . 
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Problem 

Many  additional  social  security  cash  beneficiaries  find  it  difficult  to 
obtain  adequate  private  health  insurance  at  a  rate  which  they  can 
afford.  This  is  particularly  true  if  they  are  of  an  advanced  age,  say, 
age  60-64.  Frequently,  these  older  beneficiaries — retired  workers, 
widows,  mothers,  dependents,  parents  for  example — have  been  de- 
pendent upon  their  own  group  coverage  or  that  of  a  related  worker 
who  is  now  deceased  for  health  insurance  protection.  It  is  a  difficult  task 
for  such  older  persons  to  find  comparable  protection  when  they  no 
longer  are  connected  to  the  labor  force. 

Finance  G ommittee  Amendment 

The  provision  makes  medicare  protection  available  at  cost  to  spouses 
aged  60-64  of  medicare  beneficiaries  and  to  other  persons  aged  60-64 
(such  as  a  beneficiary  who  elects  early  retirement  at  age  62)  entitled  to 
benefits  under  the  Social  Security  or  Railroad  Retirement  Acts. 

Alcoholism  and  Addiction 

(Sec.  299G  of  the  bill) 

Problem 

Under  the  House  bill,  alcoholics  and  addicts  would  be  defined  as  dis- 
abled (applying  the  general  social  security  definition  of  disability)  for 
purposes  of  welfare  eligibility.  However,  alcoholics  and  addicts  would 
not  receive  cash  assistance  if  treatment  were  available  which  they 
refused. 

The  committee  was  concerned  that  this  provision  might  result,  in 
many  cases,  in  alcoholics  and  addicts  receiving  cash  payments  without 
being  involved — or  only  nominally  involved — in  treatment  programs. 

Finance  Gommiittee  AmendTmnt 

The  committee  approved  an  amendment  establishing  a  program  de- 
signed to  encourage  appropriate  care  and  treatment  of  alcoholics  and 
addicts.  Below  is  a  brief  outline  of  the  program : 

Persons  medically  determined  (as  described  below)  to  be  alcoholics 
and  addicts  would  not  be  eligible  for  benefits  as  disabled  under  the 
Supplemental  Security  Income  program. 

Alcoholics  and  addicts  who  meet  the  income  and  resources  test  for 
benefits  under  the  new  supplemental  security  income  program  estab- 
lished by  the  bill  and  who  meet  a  definition  of  disability  parallel  to  the 
social  security  definition — that  is  who  are  unable  to  engage  in  any  sub- 
stantial gainful  activity  by  reason  of  a  medically  determinable  addic- 
tive dependence  on  alcohol  or  drugs  which  has  lasted  or  can  be  expected 
to  last  for  a  period  of  12  months — would  be  eligible  to  receive  help  in 
an  alcoholism  or  addiction  treatment  program  which  would  be  estab- 
lished under  title  XV  if  the  State  wishes  to  institute  such  a  program. 
Once  enrolled  in  the  treatment  program,  the  alcoholic  or  addict  would 
be  referred  to  a  local  treatment  organization  or  agency  certified  by 
the  appropriate  State  agency  designated  under  the  Comprehensive 
Alcohol  Abuse  and  Treatment  Act  of  1970  or  the  Drug  Abuse  and 
Treatment  Act  of  1972. 
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In  a  State  which  provides  payments  under  categories  other  than 
on  the  basis  of  disability  to  persons  medically  determined  to  be 
alcoholics  or  addicts  ( for  example,  an  alcoholic  mother  or  an  addicted 
child  on  AFDC)  the  person  must  be  referred  for  care  and  treatment 
to  the  appropriate  agency.  Refusal  of  care  and  treatment  by  an  addict 
or  alcoholic  would  result  in  termination  of  payments  for  that  in- 
dividual. 

To  be  eligible  for  reimbursement  under  title  XV,  the  individual 
treatment  program  must  be  carried  out  under  a  professionally  devel- 
oped plan  of  rehabilitation  designed  to  terminate  dysfunctional  de- 
pendency on  alcohol  or  drugs  and  which  must  be  renewed  at  three- 
month  intervals.  Additionally,  the  plan  must  include  to  the  maximum 
extent  feasible  a  program  of  work  experience. 

In  those  cases  where  proper  treatment  or  rehabilitation  would  be 
thwarted  by  the  lack  of  maintenance  funds  for  the  enrolled  alcoholic 
or  addict,  protective  payments  could  be  made  with  title  XV  funds. 
Maintenance  payments  may  not  exceed  comparable  payments  under 
titles  IV  and  XVI. 

Matching  funds  under  title  XV  would  be  at  the  rates  otherwise  pro- 
vided for  the  types  of  payments  made.  For  example,  medical  care  and 
treatment  would  be  matched  at  medicaid  rates  and  maintenance  pay- 
ments would  be  matched  at  the  rates  applicable  to  the  category  under 
which  the  person  would  otherwise  be  aided. 

C.  Financing  of  Social  Security  Trust  Funds 

Consistent  with  the  policy  of  maintaining  the  social  security  pro- 
gram on  a  financially  sound  basis,  which  has  been  followed  in  the  past, 
the  committee  bill  would  make  provision  for  meeting  the  cost  of  the 
expanded  program  under  the  bill.  To  meet  the  cost  of  the  improve- 
ments in  the  cash  benefit  programs  and  the  extension  of  medicare 
coverage  to  disabled  beneficiaries  and  to  include  drug  coverage,  the 
schedule  of  tax  rates  would  be  revised  as  shown  in  table  1  below.  Under 
both  present  law  and  the  committee  bill,  the  limitation  on  wages  tax- 
able under  social  security  would  be  increased  from  $9,000  in  1972  to 
$10,800  in  1973,  to  $12,000  in  .1974,  and  starting  in  1975  the  limit  would 
rise  as  average  wages  increase. 
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TABLE  l.-SOCIAL  SECURITY  TAX  RATES  FOR  EMPLOYERS, 
EMPLOYEES,  AND  SELF-EMPLOYED  PERSONS  UNDER  PRES- 
ENT LAW  AND  COMMITTEE  BILL 

[In  percent] 


Employer  and  employee, 


OASDI         HI     Total    OASDI         HI  Total 


Present  law: 

1972   4.6  0.6  5.2  6.9  0.6  7.5 

1973                     ..  4.6  .9  5.5  6.9       .9  7.8 

1974  to  1977   4.6  .9  5.5  6.9       .9  7.8 

1978tol985   4.5  1.0  5.5  6.7  1.0  7.7 

1986  to  1992   4.5  1.1  5.6  6.7  1.1  7.8 

1993  to  2010..    4.5  1.2  5.7  6.7  1.2  7.9 

2011  and  after   5.35  1.2  6.55  7.0  1.2  8.2 

Committee  bill: 

1972   4.6  .6  5.2  6.9       .6  7.5 

1973  to  1977   4.9  1.1  6.0  7.0  1.1  8.1 

1978tol980   4.95  1.3  6.25  7.0  1.3  8.3 

1981  to  1992   4.95  1.5  6.45  7.0  1.5  8.5 

1993  to  2010   4.95  1.6  6.55  7.0  1.6  8.6 

2011  and  after   6.05  1.6  7.65  7.0  1.6  8.6 
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D.  Supplemental  Security  Income  for  the  Aged,  Blind, 
and  Disabled 

Present  Law 

Three  categories  of  adults  are  eligible  for  federally  supported  as- 
sistance: persons  65  and  over,  the  blind  (without  regard  to  age),  and 
permanently  and  totally  disabled  persons  18  years  of  age  and  older. 
Each  State  establishes  a  minimum  standard  of  living  (needs  stand- 
ard) upon  which  assistance  payments  are  based;  any  aged,  blind  or 
disabled  person  whose  income  is  below  the  State  needs  standard  will 
be  eligible  for  some  assistance,  although  the  State  need  not  pay  the  full 
difference  between  the  individual's  income  and  the  needs  standard. 

Generally  speaking,  all  income  and  resources  of  an  aged,  blind  or 
disabled  person  must  he  considered  in  determining  the  amount  of  the 
assistance  payment  (though  a  portion  of  earnings  may  be  disregarded 
as  a  work  incentive) .  States  also  place  limitations  on  the  real  and  per- 
sonal property  an  aged,  blind  or  disabled  individual  may  retain  with- 
out being  disqualified  for  assistance. 

Monthly  State  payments  to  an  aged,  blind  or  disabled  individual 
with  no  other  income  range  between  $75  and  $250  and  for  an  aged 
couple  between  $121  and  $350. 

Committee  Bill 

The  committee  bill  would  replace  the  present  State  programs  of  aid 
to  the  aged,  blind,  and  disabled  with  a  new  wholly  Federal  program  of 
supplemental  security  income. 

National  Supplemental  Security  Income;  Disregard  or  Social 
Security  or  Other  Income 

Under  the  committee  bill,  aged,  blind,  and  disabled  persons  with  no 
other  income  would  be  guaranteed  a  monthly  income  of  at  least  $130 
for  an  individual  or  $195  for  a  couple.  In  addition  the  committee  bill 
would  provide  that  the  first  $50  of  social  security  or  other  income 
would  not  cause  any  reduction  in  supplemental  security  income 
payments. 

As  a  result,  aged,  blind,  and  disabled  persons  who  also  have  month- 
ly income  from  social  security  or  other  sources  (which  are  not  need- 
related)  of  at  least  $50  would,  under  the  committee  bill,  be  assured  total 
monthly  income  of  at  least  $180  for  an  individual  or  $245  for  a  couple. 

At  present,  only  twelve  States  have  old  age  assistance  programs 
which  will  guarantee  a  monthly  income  of  at  least  $180  for  an  indi- 
vidual receiving  social  security  benefits  (Alaska,  California,  Connecti- 
cut, Idaho,  Illinois,  Kansas,  Massachusetts,  Michigan,  Nebraska,  Ne^T 
York,  South  Dakota,  and  Washington) .  These  States  would,  of  course, 
be  free  to  add  to  the  Federal  supplemental  security  income  payments. 

(75) 
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Ex\RNED  Income  Disregard 

In  addition  to  providing  for  a  monthly  disregard  of  $50  of  social 
security  or  other  income,  the  committee  approved  an  additional  dis- 
regard of  $85  of  earned  income  plus  one-half  of  any  earnings  above  $85. 
This  will  enable  those  aged,  blind,  and  disabled  individuals  who  are 
able  to  do  some  work  to  do  so  and  in  the  process  a  higher  income  in 
addition  to  supplemental  security  income. 

Other  Income  Disregards 

Under  the  supplementary  security  income  program  also,  any  rebate 
of  State  or  local  taxes  (such  as  real  property  or  food  taxes)  received 
by  an  aged,  blind  or  disabled  person  would  not  be  counted  as  income. 

Definitions  of  Blindness  and  Disability 

Under  present  law  each  State  is  free  to  prescribe  its  own  definition 
of  blindness  and  disability  for  purposes  of  eligibility  for  aid  to  the 
blind  and  aid  to  the  permanently  and  totally  disabled. 

Under  the  new  supplemental  security  income  program,  there  would 
be  a  uniform  Federal  definition  of  "disability"  and  "blindness." 

The  term  "disability"  would  be  defined  as  "inability  to  engage 
in  any  substantial  gainful  activity  by  reason  of  any  medically 
determinable  physical  or  mental  impairment  which  can  be  expected 
to  result  in  death  or  has  lasted  or  can  be  expected  to  last  for  a  con- 
tinuous period  of  not  less  than  12  months."  Under  the  disability  insur- 
ance program,  this  definition  is  now  found  in  section  223(d)  (1)  of  the 
Social  Security  Act.  The  provisions  of  the  disability  insurance  pro- 
gram further  specify  that  this  definition  is  met  only  if  the  disability 
is  so  severe  that  an  individual  "is  not  only  unable  to  do  his  previous 
work  but  cannot,  considering  his  age,  education,  and  work  experience, 
engage  in  any  other  kind  of  substantial  gainful  work  which  exists  in 
the  national  economy,  regardless  of  whether  such  work  exists  in  the 
immediate  area  in  which  he  lives,  or  whether  a  specific  job  vacancy 
exists  for  him,  or  whether  he  would  be  hired  if  he  applied  for  work." 
(Sec.  223(d)(2)  (A).) 

The  term  "blindness"  would  be  defined  as  central  visual  acuity  of 
20/200  or  less  in  the  better  eye  with  the  use  of  correcting  lens.  (Sec. 
216 (i)  (1)  (B).)  Also  included  in  this  definition  is  the  particular  sight 
limitation  which  is  referred  to  as  "tunnel  vision." 

State  Supplementation 

States  wishing  to  pay  an  aged,  blind  or  disabled  person  amounts 
in  addition  to  the  Federal  supplemental  security  income  payment 
would  be  free  to  do  so.  The  Committee  bill  Avould  permit  States  to 
enter  into  agreements  for  Federal  administration  of  State  supple- 
mental benefits.  Under  these  agreements,  supplemental  payments 
would  have  to  be  made  to  all  persons  eligible  for  Federal  supple- 
mental security  income  payments  under  the  Committee  bill  except 
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that  a  State  could  require  a  period  of  residence  in  the  State  as  a  con- 
dition of  eligibility. 

Other  Federal  Eligibility  Standards 

Eligibility  for  supplemental  security  income  would  be  open  to  an 
aged,  blind  or  disabled  individual  if  his  resources  were  less  than 
$2,500.  In  determining  the  amount  of  his  resources,  the  value  of  the 
home,  household  goods,  personal  effects,  including  an  automobile,  and 
property  needed  for  self  support  would,  if  found  to  be  reasonable,  be 
excluded.  Also,  life  insurance  policies  would  not  be  counted  if  the  face 
value  of  all  policies  was  less  than  $1,500. 

Medicaid  Coverage 

Under  present  law,  the  States  are  required  to  cover  all  cash  assistance 
recipients  under  the  medicaid  program.  The  committee  bill,  like 
the  House  version,  would  exempt  from  this  requirement  newly  eligible 
recipients  who  qualify  because  of  the  previously  agreed  provision  of 
a  $130  minimum  benefit  with  a  disregard  of  $50  of  social  security  and 
other  income. 

Social  Services 

Under  the  committee  bill,  States  would  be  authorized  to  continue 
programs  providing  social  services  to  aged,  blind,  and  disabled  per- 
sons. These  services  are  currently  provided  under  the  welfare  pro- 
grams for  the  aged,  blind,  and  disabled  which  would  be  replaced  by 
the  new  Federal  supplemental  security  income  program.  There  would 
be  75  percent  Federal  matching  for  the  services  provided,  subject  to 
overall  limitations  described  in  the  section  of  the  report  dealing  with 
aid  to  families  with  dependent  children. 
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TABLE  3.-0LD-AGE  ASSISTANCE:  INCOME  ELIGIBILITY  LEVEL 
FOR  PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC 
NEEDS,  BY  STATE,  JULY  1972 


Aged  individual  Aged  couple 


Income 
eligibility 

level  for 
payments 

Largest 
amount 
paid  for 
basic 
needs 

Income 
eligibility 

level  for 
payments 

Largest 
amount 
paid  for 
basic 
needs 

Alabama  

<D  1  1  K 

coon 

Alaska  

250 

250 

350 

350 

Arizona  

118 

118 

164 

164 

Arkansas  

149 

105 

210 

210 

California  

183 

183 

330 

330 

LrOioraoo  

140 

1  /I 

140 

/lyu 

^yu 

Connecticut  

238 

238 

286 

286 

Delaware  

140 

140 

197 

197 

District  of  Columbia 

113 

113 

158 

158 

Florida  

121 

121 

160 

160 

Georgia  

yo 

1  KQ 

loy 

1  KQ 

loy 

Hawaii  

132 

132 

205 

205 

Idaho  

182 

182 

219 

219 

Illinois  

173 

173 

214 

214 

Indiana  

185 

80 

247 

160 

1 0  wa  

117 

117 
11/ 

1  7Q 

1  /o 

1  7Q 

l/o 

Kansas  

203 

203 

247 

247 

Kentucky  

96 

96 

160 

160 

Louisiana  

147 

100 

235 

188 

Maine  

123 

115 

214 

214 

Maryland  

yb 

yb 

1  O  1 

lol 

1  Q  1 

lol 

Massachusetts  

189 

189 

280 

280 

Michigan  

184 

184 

237 

237 

Minnesota  

158 

158 

230 

230 

Mississippi  

150 

75 

218 

150 

Missouri.  

181 

85 

247 

170 

Montana  

111 

111 

175 

175 

Nebraska  

182 

182 

235 

235 

Nevada  

170 

170 

271 

271 

New  Hampshire  

173 

173 

228 

228 

New  Jersey  

162 

162 

222 

222 

New  Mexico  

116 

116 

155 

155 

New  York  

184 

184 

234 

234 

North  Carolina  

115 

115 

153 

153 
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TABLE  3.-^LD-AGE  ASSISTANCE:  INCOME  ELIGIBILITY  LEVEL 
FOR  PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC 
NEEDS,  BY  STATE,  JULY  1972— Continued 


Aged  individual  Aged  couple 


Income  amount  Income  amount 

eligibility  paid  for  eligibility  paid  for 

level  for  basic  level  for  basic 

payments  needs  payments  needs 


North  Dakota   $125  $125  $190  $190 

Ohio   126  126  212  212 

Oklahoma   130  130  212  212 

Oregon   122  122  177  177 

Pennsylvania   138  138  208  208 

Rhode  Island   163  163  211  211 

South  Carolina   87  87  121  121 

South  Dakota   180  180  220  220 

Tennessee   102  97  194  142 

Texas   119  119  192  192 

Utah   112  112  150  150 

Vermont   177  177  233  233 

Virginia   152  152  199  199 

Washington   149  149  214  214 

West  Virginia   123  123  156  156 

Wisconsin   175  175  241  241 

Wyoming   139  104  195  178 
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TABLE  4.-AID  TO  THE  BLIND  AND  AID  TO  THE  PERMANENTLY 
AND  TOTALLY  DISABLED:  INCOME  ELIGIBILITY  LEVEL  FOR 
PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC  NEEDS, 
BY  STATE,  JULY  1972 


Blind  individual         Disabled  individual 


Income 
eligibility 
level  for 

Largest 
amount 
paid  for 
basic 
needs 

Income 
eligibility 
level  for 

Largest 
amount 
paid  for 
basic 
needs 

Alabama  

$125 

$125 

$71 

$71 

Alaska    

250 

250 

250 

250 

Arizona  

118 

118 

118 

118 

Arkansas  

149 

105 

149 

105 

California  

198 

198 

177 

177 

Colorado  

105 

105 

123 

123 

Connecticut  

238 

238 

238 

238 

Delaware  

189 

150 

117 

117 

District  of  Columbia 

113 

113 

113 

113 

Florida  

121 

121 

121 

121 

Georgia  

102 

96 

100 

96 

Hawaii  

132 

132 

132 

132 

Idaho  

182 

182 

182 

182 

Illinois  

173 

173 

173 

173 

Indiana  

185 

125 

185 

80 

Iowa  

144 

144 

117 

117 

Kansas  

203 

203 

203 

203 

Kentucky  

96 

96 

96 

96 

Louisiana  

106 

101 

99 

66 

Maine  

123 

115 

123 

115 

Maryland  

96 

96 

96 

96 

Massachusetts  

180 

180 

178 

178 

Michigan  

184 

184 

184 

184 

Minnesota  

158 

158 

158 

158 

Mississippi  

150 

75 

150 

75 

Missouri  

255 

100 

170 

80 

Montana  

123 

123 

111 

111 

Nebraska  

182 

182 

182 

182 

Nevada  

155 

155 

iS 

New  Hampshire  

173 

173 

ifj 

New  Jersey  

162 

162 

162 

162 

New  Mexico  

116 

116 

116 

116 

New  York  

184 

184 

184 

184 

North  Carolina  

120 

120 

115 

115 

North  Dakota  

125 

125 

125 

125 
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TABLE  4.-AID  TO  THE  BLIND  AND  AID  TO  THE  PERMANENTLY 
AND  TOTALLY  DISABLED:  INCOME  ELIGIBILITY  LEVEL  FOR 
PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC  NEEDS, 
BY  STATE,  JULY  1972— Continued 


Blind  individual         Disabled  individual 


Income  amount  Income  amount 

eligibility  paid  for  eligibility  paid  for 

level  for  basic  level  for  basic 

payments  needs  payments  needs 


Ohio   $126  $126  $116  $116 

Oklahoma   130  130  130  130 

Oregon   163  163  122  122 

Pennsylvania   150  150  138  138 

Rhode  Island   163  163  163  163 

South  Carolina   103  95  87  80 

South  Dakota   180  180  180  180 

Tennessee   102  97  102  97 

Texas   110  110  110  105 

Utah   122  122  112  122 

Vermont   177  177  177  177 

Virginia   153  153  152  152 

Washington   149  149  149  149 

West  Virginia   123  123  123  123 

Wisconsin   175  175  175  175 

Wyoming..   139  104  127  104 


1  No  program. 


E.  Guaranteed  Job  Opportunity  for  Families 

The  whole  Nation  has  become  increasingly  concerned  at  the  rapid 
growth  of  the  welfare  rolls  in  recent  years,  and  with  good  reason. 

By  far  the  major  factor  in  this  growth  has  been  the  increase  in  the 
number  of  persons  receiving  Aid  to  Families  with  Dependent  Chil- 
dren. From  5.3  million  recipients  at  the  end  of  1967,  the  number  of 
AFDC  recipients  doubled  during  the  next  four  years.  The  soaring 
costs  of  this  program  have  forced  States  to  shift  funds  into  welfare 
that  would  otherwise  go  for  education,  health,  housing  and  other 
pressing  social  needs.  There  is  universal  agreement  that  something 
must  be  done,  but  there  remains  much  confusion  about  the  nature  of 
the  problem  that  must  be  solved.  The  committee  feels  that  a  more 
expensive  and  expansive  welfare  program  is  not  the  answer. 

The  soaring  welfare  rolls  reflect  three  developments. 

First,  they  show  that  there  are  a  large  number  of  children  in  this 
country  who  are  needy  and  whose  parents  in  most  cases  are  not 
working. 

Second,  they  show  an  alarming  increase  in  dependency  on  the  tax- 
payer. The  proportion  of  children  in  this  country  who  are  receiving 
AFDC  has  climbed  sharply,  from  three  percent  in  the  mid-fifties  to 
nine  percent  today.  This  means  that  an  increasing  number  of  families 
are  becoming  dependent  on  welfare  and  staying  dependent  on  welfare. 

Third,  the  growth  in  the  AFDC  rolls  reflects  increasing  family 
breakup  and  increasing  failure  to  form  families  in  the  first  place. 
Births  out  of  wedlock,  particularly  to  teenage  mothers,  have  increased 
sharply  in  the  past  decade.  Two  striking  statistics  highlight  the  prob- 
lem :  the  number  of  families  headed  by  women  increased  by  15  percent 
between  1970  and  1971,  while  the  number  of  families  with  both  father 
and  mother  present  declined  in  absolute  numbers  during  the  same  one- 
year  period.  Today,  almost  8  million  women  and  children  receive  wel- 
fare because  of  the  "absence  of  the  father  from  the  home" — principally 
due  to  family  breakup  or  failure  of  the  father  to  marry  the  mother  of 
his  child. 

Many  persons  who  strongly  advocate  increasing  welfare  benefits 
have  simply  glossed  over  the  problems  of  family  breakup  and  the  in- 
crease of  births  out  of  wedlock.  Even  more  importantly,  they  have 
avoided  discussing  the  problem  of  increasing  dependency. 

In  an  article  that  appeared  in  the  New  York  Magazine  in  October, 
1971,  Nathan  Glazer  raises  the  fundamental  question  of  what  increas- 
ing dependency  on  welfare  has  done  for  recipients  in  New  York  City : 
Has  it  reduced  starvation  and  given  them  more  food?  Has  it 
improved  their  housing  ?  Has  it  improved  their  environment  ?  Has 
it  improved  their  clothing?  Has  it  heightened  their  self-respect 
and  sense  of  power  ?  Has  it  better  and  more  effectively  incorpo- 
rated them  into  the  economic  and  political  life  of  the  city?  .  .  . 
Blanche  Bernstein,  director  of  research  at  the  New  School's  Cen- 
ter for  New  York  City  Affairs,  has  estimated  that  50  percent  of 
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the  increase  in  welfare  recipients  in  New  York  City  during  the 
1960's  was  due  to  desertion  and  25  percent  was  due  to  illegitimate 
births.  She  reports  that  in  1961  there  were  12,000  deserted  families 
on  welfare  in  New  York  City.  By  1968  there  were  80,000.  What 
happened  in  New  York  City  was  not  an  explosion  in  wel- 
fare alone.  The  city  witnessed  an  explosion  in  desertion  and  in 
illegitimacy.  .  .  . 

Welfare,  along  with  those  who  pressed  its  expansion,  deprived 
the  poor  of  New  York  of  what  was  for  them — as  for  the  poor  who 
preceded  them — the  best  and  indeed  only  way  to  the  improvement 
of  their  condition,  the  way  that  involved  commitment  to  work  and 
the  strengthening  of  family  ties.  In  place  of  this,  the  advocates 
of  revolution  through  welfare  explosion  propagated  a  false  and 
demeaning  sense  of  the  "rights"  of  the  poor,  one  which  had  dis- 
astrous consequences  .  .  . 

Relief  is  necessary  to  the  poor.  In  any  civilized  society  it  must 
be  given  generously,  and  if  needed,  extensively.  But  it  should  be 
the  aim  of  every  society  to  find  and  encourage  other  means  to 
the  maintenance  of  a  decent  standard  of  living  than  the  distri- 
bution of  charity.  For  whatever  the  position  of  modern  advo- 
cates of  welfare  rights,  welfare  can  never,  if  given  regularly  on 
an  extensive  scale,  be  other  than  alms,  and  whatever  alms  did  for 
the  souls  of  those  who  gave  them,  they  could  not  be  good  for 
the  souls  of  those  who  received  them.  Every  society — capitalist, 
socialist,  or  "welfare  state" — tries  to  find  ways  to  replace  money 
relief  and  to  make  it  unnecessary.  To  advocate  its  expansion  as 
a  means  of  dealing  with  distress  is  one  thing ;  to  advocate  its  ex- 
pansion as  a  means  of  breaking  the  commitment  to  work  with  its 
attendant  effects  on  self-respect  and  on  family  life  is  irrespon- 
sible. 

The  fundamental  problem  is  raised  somewhat  differently  in  an 
article  entitled  "Welfare:  the  Best  of  Intentions,  the  Worst  of  Re- 
sults" that  appeared  in  the  August,  1971,  issue  of  Atlantic  Magazine. 
The  author,  Irving  Kristol,  begins  by  quoting  from  the  19th  century 
social  commentator  Alexis  de  Tocqueville : 

There  are  two  incentives  to  work :  the  need  to  live  and  the  desire 
to  imj)rove  the  conditions  of  life.  Experience  has  proven  that  the 
majority  of  men  can  be  sufficiently  motivated  to  work  only  by  the 
first  of  these  incentives.  The  second  is  only  effective  with  a  small 
minority.  ...  A  law  which  gives  all  the  poor  a  right  to  public  aid, 
whatever  the  origin  of  their  poverty,  weakens  or  destroys  the  first 
stimulant  and  leaves  only  the  second  intact. 

At  this  point,  we  are  bound  to  draw  up  short  and  take  our  leave 
of  Tocqueville.  Such  gloomy  conclusions,  derived  from  a  less  than 
benign  view  of  human  nature,  do  not  recommend  themselves  either 
to  the  twentieth-century  political  imagination  or  to  the  American 
political  temperament.  We  do  not  like  to  think  that  our  instincts 
of  social  compassion  might  have  dismal  consequences — not  acci- 
dentally but  inexorably.  We  simply  cannot  believe  that  the  uni- 
verse is  so  constituted.  We  much  prefer,  if  a  choice  has  to  be  made, 
to  have  a  good  opinion  of  mankind  and  a  poor  opinion  of  our 

socio-economic  system  

Somehow,  the  fact  that  more  poor  people  are  on  welfare,  receiv- 
ing more  generous  payments,  does  not  seem  to  have  made  this 
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country  a  nicer  place  to  live — not  even  for  the  poor  on  welfare, 
whose  condition  seems  not  noticeably  better  than  when  they  were 
poor  and  off  welfare.  Something  appears  to  have  gone  wrong :  a 
liberal  and  compassionate  social  policy  has  bred  all  sorts  of  un- 
anticipated and  perverse  consequences  

To  raise  such  questions  is  to  point  to  the  fundamental  problems 
of  our  welfare  system,  a  vicious  circle  in  which  the  best  of  inten- 
tions merge  into  the  worst  of  results. 
As  Congress  examines  fundamental  questions  concerning  the  effect 
of  dependency  on  welfare,  it  must  also  take  note  of  developments  in 
American  society,  such  as  the  changing  role  of  women  in  America  and 
the  increasing  public  demand  for  action  to  improve  the  quality  of  life 
in  this  country. 

When  the  AFDC  program  was  first  established  under  the  Social  Se- 
curity Act  of  1935,  American  society  generally  viewed  a  mother's  role 
as  requiring  her  to  stay  at  home  to  take  care  of  her  children ;  she  would 
be  considered  derelict  in  her  duties  if  she  failed  to  do  so.  But  values 
have  changed,  and  today,  one-third  of  all  mothers  with  children  under 
age  six  are  members  of  the  labor  force,  and  more  than  half  of  the  moth- 
ers with  school-age  children  only  are  members  of  the  labor  force. 
Furthermore,  in  families  where  the  father  is  not  present,  two-thirds 
of  the  mothers  with  children  over  age  six  are  in  the  labor  force.  This 
number  has  been  growing  steadily  in  the  past  20  years,  and  it  may  be 
expected  to  continue  to  grow. 

At  the  same  time,  it  is  widely  recognized  today  that  many  important 
tasks  in  our  society  remain  undone,  such  as  jobs  necessary  to  improve 
our  environment,  improve  the  quality  of  life  in  our  cities,  improve  the 
(quality  of  education  in  our  schools,  improve  the  delivery  of  health  serv- 
ices, and  increase  public  safety  in  urban  areas.  The  heads  of  welfare 
families  are  qualified  to  perform  many  of  these  tasks.  Yet  welfare 
pays  persons  not  to  work  and  penalizes  them  if  they  do  work.  Does  it 
make  sense  to  pay  millions  of  persons  not  to  work  at  a  time  when  so 
many  vital  jobs  go  undone  ?  Can  this  Nation  continue  to  consider  un- 
employable mothers  of  school-age  childreii  on  welfare  and  pay  them 
to  remain  unemployed  when  more  than  half  of  mothers  with  school- 
age  children  in  the  general  population  are  already  working? 

It  is  the  committee's  conclusion  that  paying  an  employable  person 
a  benefit  based  on  need,  the  essence  of  the  welfare  approach,  has  not 
worked.  It  has  not  decreased  dependency — it  has  increased  it.  It  has 
not  encouraged  work — it  has  discouraged  it.  It  has  not  added  to  the 
dignity  in  the  lives  of  recipients,  and  it  has  aroused  the  indignation 
of  the  taxpayers  who  must  pay  for  it. 

As  President  Nixon  has  stated : 

In  the  final  analysis,  we  cannot  talk  our  way  out  of  poverty ;  we 
cannot  legislate  our  way  out  of  poverty ;  but  this  Nation  can  work 
its  way  out  of  poverty.  What  America  needs  now  is  not  more 
welfare,  but  more  "workfare".  .  .  .  This  would  be  the  effect  of 
the  transformation  of  welfare  into  "workfare,"  a  new  work- 
rewarding  program. 

The  committee  agrees  that  the  only  way  to  meet  the  economic  needs 
of  poor  persons  while  at  the  same  time  decreasing  rather  than  increas- 
ing their  dependency  is  to  reward  work  directly  by  increasing  its 
value.  The  committee  bill  seeks  to  put  the  President's  words  into 
practice  by : 
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(1)  Guaranteeing  employable  family  heads  a  job  opportunity 
rather  than  a  welfare  income ;  and  by 

(2)  Increasing  the  value  of  work  by  relating  benefits  directly 
to  work  effort. 

In  meeting  these  objectives  the  committee  bill  will  substantially 
increase  Federal  expenditures  to  low-income  working  persons,  but  the 
increased  funds  that  go  to  them — about  $2.4  billion — will  be  paid  in 
the  form  of  wages  and  wage  supplements,  not  in  the  form  of  welfare, 
since  the  payments  will  be  related  to  work  effort  rather  than  to  need. 
Under  the  welfare  system,  an  employed  person  who  cuts  his  or  her 
working  hours  in  half  receives  a  much  higher  welfare  payment ;  under 
the  committee  bill,  a  person  reducing  his  or  her  work  effort  by  half 
would  find  the  Federal  benefits  also  reduced  by  half. 

Description  of  Program 

Under  the  guaranteed  employment  program  recommended  in 
the  committee  bill,  persons  considered  employable  would  not  be 
eligible  to  receive  their  basic  income  from  Aid  to  Families  with  De- 
pendent Children  but  would  be  eligible  on  a  voluntary  basis  to  partic- 
ipate in  a  wholly  federally  financed  employment  program.  Thus, 
employable  family  heads  would  not  be  eligible  for  a  guaranteed  wel- 
fare income,  but  would  be  guaranteed  an  opportunity  to  work. 

In  the  description  of  the  guaranteed  job  program  that  follows,  it  is 
assumed  that  the  Federal  minimum  wage  will  rise  to  at  least  $2.00 
per  hour. 

The  following  table  shows  which  families  would  continue  to  be 
eligible  for  welfare  and  those  which  would  no  longer  be  eligible  to  re- 
ceive their  basic  income  from  welfare  under  the  committee  bill : 

Not  Eligible  To  Receive  Basic  In- 
Eligihle  for  Welfare  come  from  Welfare  ^ 

1.  Family  headed  by  mother  with  1.  Family  headed  by  able-bodied 

child  under  age  6  father 

2.  Family  headed  by  incapacitated  2.  Family  headed  by  mother  with 

father  where  mother  is  not  in  no  child  under  6  (unless  the 

the  home  or  is  caring  for  mother  is  attending  school 

father  full  time) 

3.  Family  headed  by  mother  who 

is  ill,  incapacitated,  or  of 
advanced  age 

4.  Family  headed  by  mother  too 

remote  from  an  employment 
program  to  be  able  to  par- 
ticipate 

5.  Family  headed  by  mother  at- 

tending school  full  time  even 
if  there  is  no  child  under  6 

6.  Child  living  with  neither  par- 

ent, together  with  his  care- 
taker relative  (s)  (though 
State  may  deny  welfare  if  his 
mother  is  also  receiving  wel- 
fare) 

1  These  families  would  be  eligible  for  State  supplementation  if  the  State  payment  level 
Is  over  $2,400  a  year  for  the  family  and  if  otherwise  eligible  under  the  State  requirements. 
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An  estimated  40  percent  or  1.2  million  of  the  3  million  families  cur- 
rently receiving  Aid  to  Families  with  Dependent  Children  would 
have  to  obtain  their  basic  source  of  income  from  employment  once  the 
committee  bill  becomes  effective. 

All  heads  of  families,  whether  eligible  for  welfare  or  not,  as  well  as 
heads  of  families  no  longer  eligible  for  welfare,  could  volunteer  to 
participate  in  the  new  employment  program. 

The  committee  bill  provides  three  basic  types  of  benefit  to  heads 
of  families : 

1.  A  guaranteed  job  opportunity  with  a  newly  established  Work 
Administration  paying  $1.50  per  hour  for  32  hours  and  with  maxi- 
mum weekly  earnings  of  $48. 

2.  A  wage  supplement  for  persons  employed  at  less  than  $2.00  per 
hour  (but  at  least  at  $1.50  per  hour)  equal  to  three  quarters  of  the 
difference  between  the  actual  wage  paid  and  $2.00  per  hour. 

3.  A  work  bonus  equal  to  10  percent  of  wages  covered  under  social 
security  up  to  a  maximum  bonus  of  $400  with  reductions  in  the  bonus 
as  the  husband's  and  wife's  income  rises  above  $4,000. 

Work  Incentives  Under  the  Program 

The  program  would  guarantee  each  family  head  an  opportunity  to 
earn  $2,400  a  year,  the  same  amount  as  the  basic  guarantee  under  the 
House  bill  for  a  family  of  four.  It  also  strengthens  work  incentives 
rather  than  undermine  them,  as  shown  in  the  table  below. 

In  table  5,  the  three  types  of  employment  are  compared  under  the 
guaranteed  employment  program. 

The  table  also  shows  what  happens  to  total  family  income  under 
the  proposal  if  the  father  works  40  hours  a  week  (32  hours  in  the  case 
of  Government  employment) ,  20  hours  a  week,  or  no  hours  a  week. 

The  sources  of  income  shown  are:  (a)  wages  paid  by  the  employer, 
(b)  wages  paid  by  the  Government,  either  as  employer  or  in  the  form 
of  a  wage  supplement  to  the  employee  (for  those  in  jobs  paying  less 
than  $2.00  per  hour),  and  (c)  the  work  bonus  equal  to  10  percent  of 
wages  covered  under  social  security. 

The  table  shows  these  major  points  about  the  committee  plan: 

(1)  Since  the  participant  is  paid  for  working,  his  wages  do  not 
vary  with  family  size.  Thus  a  family  with  one  child  would  have 
no  economic  incentive  to  have  another  child.  This  feature  also 
preserves  the  principle  of  equal  pay  for  equal  work. 

(2)  As  the  employee's  rate  of  pay  increases,  his  total  income 
increases. 

(3)  As  the  employee's  income  rises  due  to  higher  pay  in  a 
regular  job,  the  cost  to  the  Government  decreases.  $1.50-per-hour 
employment  by  the  Government  costs  the  taxpayer  $48  for  a 
32-hour  week;  working  40  hours  for  a  private  employer  at  the 
same  $1.50  hourly  rate  gives  the  employee  a  $33  boost  in  income 
while  cutting  the  cost  to  the  Government  by  $27.  Moving  to  an 
unsubsidized  job  at  $2.00  per  hour  increases  the  employee's  income 
another  $7  while  saving  the  Government  about  $13  more. 

(4)  The  less  the  employee  works,  the  less  he  gets.  No  matter 
what  the  type  of  employment,  the  employee  who  works  half-time 
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gets  half  of  what  he  would  get  if  he  works  full  time;  he  gets 
no  Federal  benefit  if  he  fails  to  work  at  all. 

(5)  The  value  of  working  is  increased  rather  than  decreased. 
Working  32  hours  for  the  Government  is  Avorth  $1.50  per  hour ; 
when  a  private  employer  pays  $1.50,  the  value  of  workmg  to  the 
employee  is  $2.02  per  hour;  and  working  at  $2.00  per  hour  is 
worth  $2.20  per  hour  to  the  employee.  This  will  assure  that  any 
participant  in  private  employment  will  receive  more  than  $2.00 
an  hour.  Under  the  House  bill,  by  way  of  contrast,  the  value  of 
working  is  decreased  rather  than  increased,  since  the  family  would 
be  eligible  for  welfare  benefits  if  the  family  head  does  nothing. 


Actual  value  of  40  hours 
of  employment  under — 

Wage  paid  by  employer 

House  Bill  Committee 
(cents)  bill 

$1.50  

$2.00  

  73  $2.02 

  ^90  2.20 

i$1.23  for  a  family  of  2;  $1.04  for  a  family  of  3. 


(6)  Earnings  from  other  employment  do  not  decrease  the  wages 
received  for  hours  worked.  Thus  an  individual  able  to  work  in 
private  employment  part  of  the  time  increases  his  income  and 
saves  the  Government  money.  Virtually  no  policing  mechanism 
is  necessary  to  check  up  on  his  income  from  work. 
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TABLE  5.— WORK  INCENTIVES  UNDER  THE 
COMMITTEE  BILL 


Employed  by — 


Govern-  Private  Private 

ment  at  employer  employer 

$1.50  per  at  $1.50  at  $2.00 

hour  per  hour  per  hour 


40  hours  worked  (32  hours  if  Govern- 
ment employment) : 
Wages  paid  by — 

Employer   $60.00  $80.00 

Government   $48.00  15.00   

Special  10-percent  payment   6.00  8.00 


Total  Government  payment. . .     48.00     21.00  8.00 


Total  income                          48.00  81.00  88.00 

20  hours  worked:  (16  hours  if  Govern- 
ment employment): 
Wages  paid  by- 
Employer   30.00  40.00 

Government                         24.00  7.50   

Special  10-percent  payment   3.00  4.00 


Total  Government  payment. . .     24.00      10.50  4.00 


Total  income   24.00     40.50  44.00 

No  hours  worked   0  0  0 

Hourly  value  of  working   1.50       2.02  2.20 


Work  Disincentives  Under  Present  Law  and  House  Bill 

By  way  of  contrast,  under  present  law  a  mother  who  is  eligible 
for  welfare  is  guaranteed  a  certain  monthly  income  (at  a  level  set  by 
the  State)  if  she  has  no  other  source  of  income;  if  she  begins  to  work, 
her  welfare  payment  is  reduced.  Specifically,  in  addition  to  an  allow- 
ance for  work  expenses,  her  welfare  payment  is  reduced  $2  for  each 
$3  earned  in  excess  of  $30  a  month.  Generally,  then,  for  each  dollar 
earned  and  reported  to  the  welfare  agency,  the  family's  income  is 
increased  by  33  cents. 

The  House  bill  uses  the  same  basic  approach  as  present  law  but 
substitutes  a  flat  $60  exemption  plus  one-third  of  additional  earnings 
for  the  present  $30  plus  work  expenses  plus  one-third  of  additional 
earnings.  The  disincentive  efl'ects  of  this  are  clearly  illustrated  in 
the  following  examples  of  the  effect  of  the  House  bill  on  the  head 
of  a  family  of  4  as  shown  in  table  6 : 


90 


(1)  The  less  the  individual  works,  the  more  the  Government 
pays.  For  example,  an  individual  working  at  $2.00  per  hour  for 
20  hours  receives  $26.60  more  in  welfare  than  an  individual  work- 
ing 40  hours  a  week  at  that  wage ;  if  he  does  not  work  at  all,  his 
government  benefit  goes  up  by  $44.10. 

(2)  An  individual  cutting  back  on  his  work  effort  decreases  his 
income  by  a  relatively  smaller  amount,  or,  said  another  way,  the 
value  of  work  is  substantially  lower  under  the  House  bill  than 
under  the  committee  bill.  The  total  income  of  an  individual  work- 
ing at  $2.00  per  hour  for  20  hours  under  the  House  bill  is  only 
about  $13  less  than  his  total  income  if  he  works  full  time  at  that 
wage.  An  individual  who  works  not  at  all  receives  only  $36  less 
than  the  $82  received  by  an  individual  working  40  hours  at  $2.00 
an  hour. 

(3)  The  value  of  working  is  decreased  rather  than  increased. 
Since  the  family  is  eligible  for  $46.20  in  welfare  for  doing  nothing, 
the  $29.20  in  additional  family  income  for  40  hours  of  work  at 
$1.50  per  hour  amounts  to  a  value  of  only  73^^  an  hour  for  working 
Working  40  hours  a  week  at  $2.00  per  hour  is  worth  only  90^ 
per  hour  to  the  employee. 

(4)  Earnings  from  any  employment  (as  well  as  child  support 
payments) ,  if  reported,  reduce  the  benefits  received  by  the  family. 

TABLE  6.-W0RK  DISINCENTIVES  UNDER  THE  HOUSE  BILL: 
INCOME  FOR  FAMILY  OF  4 


Employed  by— 

Private 
employer 
at  $1.50 
per  hour 

Private 
employer 
at  $2.00 
per  hour 

40  hours  worked: 

Wages  

Welfare  

$60.00 
15.40 

$80.00 
2.10 

Total  income  

75.40 

82.10 

20  hours  worked: 

Wages  

Welfare  

30.00 
35.40 

40.00 
28.70 

Total  income  

65.40 

68.70 

No  hours  worked: 

Wages  

Welfare  

0 

46.20 

0 

46.20 

Total  income  

46.20 

46.20 

Hourly  value  of  working  40  hours 

.73 

.90 
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Eligibility  to  Participate 

Except  as  noted  below,  eligibility  to  participate  in  the  employment 
program  would  be  open  to  all  family  heads  who  are  U.S.  citizens  or 
aliens  lawfully  admitted  for  permanent  residence  with  a  child  under 
age  18  (or  under  age  21  and  attending  school  full  time).  Participation 
would  be  purely  voluntary.  Mothers  with  children  under  age  6  who 
were  eligible  for  welfare  would  also  be  eligible  to  participate  in  the 
employment  program  if  they  so  chose. 

Participation  in  Work  Program 

Only  one  member  of  a  family  would  be  eligible  to  participate  in 
the  work  program,  the  head  of  the  household.  This  would  be  deemed 
to  be  the  father  unless  he  was  dead,  absent,  or  incapacitated,  in  which 
case  it  would  be  deemed  to  be  the  mother. 

A  head  of  a  household  would  not  be  permitted  to  participate  in  the 
employment  program  as  a  $1.50-per-hour  Government  employee  if  he 
or  she : 

(1)  is  a  substantially  full  time  student; 

(2)  is  a  a  striker,  but  this  disqualification  would  not  apply  to 
any  employee  who  is  (1)  not  participating  or  directly  interested  in 
the  labor  dispute  and  (2)  does  not  belong  to  a  group  of  workers 
any  of  whom  are  participating  in  or  financing  or  directly  inter- 
ested in  the  dispute.  The  disqualification  also  would  not  apply 
to  employees  of  suppliers  or  other  related  businesses  which  are 
forced  to  shut  down  or  lay-oft'  work  because  of  a  labor  dispute  in 
which  they  are  not  directly  involved.  This  disqualification, 
adapted  from  the  unemployment  insurance  laws,  is  designed  to 
prevent  the  government  financing  one  side  of  a  labor-manage- 
ment dispute. 

( 3 )  is  receiving  unemployment  compensation ; 

(4)  is  a  single  person  or  is  a  member  of  a  couple  with  no  child 
under  18  (or  under  age  21  and  attending  school  full  time)  ;  or 

(5)  has  left  employment  without  good  cause  or  been  discharged 
for  cause  or  misconduct  during  the  prior  60  days.  The  Work 
Administration  would  be  authorized  to  extend  the  disqualifi- 
cation to  as  much  as  six  months  for  individuals  who  are  dis- 
charged because  of  malicious  misconduct  or  for  the  commission 
of  a  crime  against  their  employer. 

In  addition : 

(6)  a  family  would  be  ineligible  if  it  has  unearned  income  in 
excess  of  $250  monthly  or  if  total  family  income  exceeds  $5,600  an- 
nually ;  and 

(7)  if  an  individual  is  able  to  find  regular  employment  on  a 
part-time  basis,  he  or  she  will  be  assured  an  opportunity  for  suffi- 
cient additional  employment  as  a  Government  employee  to  re- 
sult in  a  combined  total  of  40  hours  work  per  week.  If  an  individ- 
ual working  substantially  full  time  in  private  employment  wishes 
to  work  up  to  20  hours  in  addition  for  the  Government,  the  local 
office  of  the  Work  Administration  (if  it  has  work  available)  may 
provide  him  or  her  such  an  employment  opportunity.  Similarly, 
an  individual  working  full  time  for  the  Government  under  the 
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employment  program  could  work  an  additional  20  hours  with  no 
reduction  in  the  number  of  hours  of  Government  employment  he 
or  she  is  provided. 


Three  kinds  of  employment  are  provided : 

1.  Regular  employment  in  the  private  sector  or  in  jobs  in  pub- 
lic or  nonprofit  private  agencies ; 

2.  Private  or  public  employment  with  the  employee's  wages  sup- 
plemented; and 

3.  Newly  developed  jobs,  with  the  Federal  Government  bear- 
ing the  full  cost  of  the  salary. 


Some  participants  with  little  or  no  preparation  could  be  placed  im- 
mediately in  regular  employment  involving  no  Government  subsidy. 
These  jobs  would  all  pay  at  least  $2.00  per  hour. 

Public  or  Private  Employment  With  Wage  Supplements 

In  this  category  would  be  jobs  not  covered  by  the  Federal  mini- 
mum wage  law,  in  which  the  employer  paid  less  than  $2.00  per  hour 
but  at  least  $1.50  per  hour.  No  supplement  would  be  paid  if  the  em- 
ployer reduced  pay  for  the  job  because  of  the  supplement.  Thus  no  jobs 
presently  paying  the  minimum  wage  would  be  downgraded  under  the 
committee  bill,  and  the  minimum  wage  itself  would  not  be  atfected. 
Eather,  the  supplement  relates  solely  to  those  jobs  not  covered  today 
under  the  minimum  wage  law.  Some  of  these  include : 

Small  retail  stores :  Outside  salesmen  in  any  industry. 

Sales  clerk 

Cashier  Public  sector : 


Kinds  of  Employment 


Placement  in  Regular  Employment 


Small  service  establishments : 
Beautician  assistant 
Waiter 
Waitress 
Busboy 
Cashier 
Cook 
Porter 

Chambermaid 
Counterman 


Domestic  service : 
Gardener 
Handyman 


Cleanup  man 


Recreation  aide 
Swimming  pool  attendant 
Park  service  worker 
Environmental  control  aide 
Ecology  aide 
Sanitation  aide 
Library  assistant 
Police  aide 

Fire  department  assistant 
Social  welfare  service  aide 
Family  planning  aide 
Child  care  assistant 
Consumer  protection  aide 
Caretaker 

Home  for  the  aged  employee 


Cook 


Agricultural  labor : 


Household  aide 
Child  attendant 


Jobs  picking,  grading,  sort- 
ing, and  grading  crops; 
spraying,  fertilizing,  and 
other  preparatory  work ; 
milking  cows;  caring  for 
livestock 


Attendant  for  aged  or  dis- 


abled person 
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For  these  jobs,  the  Federal  Government  would  make  a  payment 
to  any  employee  who  is  the  head  of  a  household  equal  to  three  quarters 
of  the  difference  between  what  the  employer  pays  him  and  $2.00  per 
hour,  for  up  to  40  hours  a  week.  Thus  if  an  employer  paid  $1.50  an 
hour  the  Federal  supplement  would  amount  to  38  cents  an  hour  (three- 
quarters  of  the  50-cent  difference  between  $1.50  and  $2.00) .  This  wage 
supplement  would  be  administered  by  the  local  office  of  the  Work 
Administration. 

Guaranteed  Employment 

For  persons  who  could  not  be  placed  in  public  or  private  employ- 
ment (with  or  without  a  wage  supplement),  jobs  would  be  created 
which  would  pay  at  the  rate  of  $1.50  per  hour.  An  individual  could 
work  up  to  32  hours  a  week  (an  annual  rate  of  about  $2,400),  and 
would  be  paid  on  the  basis  of  hours  worked  just  as  in  any  other  job. 
There  would  be  no  pay  for  hours  not  worked. 

However,  a  woman  with  school-age  children  would  not  be  required 
to  be  away  from  home  during  hours  that  the  children  are  not  in  school 
(unless  child  care  is  provided) ,  although  she  msij  be  asked,  in  order  to 
earn  her  wage,  to  provide  after-school  care  to  children  other  than  her 
own  during  these  hours. 

Participants  would  not  be  considered  Federal  employees,  nor  would 
they  be  covered  by  social  security,  unemployment  compensation  or 
workmen's  compensation.  The  10  percent  special  work-bonus  would 
not  apply  to  their  salary. 

For  these  individuals  who  cannot  be  placed  immediately  in  regular 
employment  at  a  rate  of  pay  at  least  equal  to  the  minimum  wage,  or 
in  employment  with  a  wage  supplement,  the  major  emphasis  would  be 
on  having  them  perform  useful  work  which  can  contribute  to  the  better- 
ment of  me  community.  A  large  number  of  such  activities  are  currently 
going  undone  because  of  the  lack  of  individuals  or  funds  to  do  them. 
With  a  large  body  of  participants  for  whom  useful  work  will  have  to 
be  arranged,  many  of  these  community  improvement  activities  could 
now  be  done.  At  the  same  time,  safeguards  are  provided  so  that  the 
program  meets  the  goal  of  opening  up  new  job  opportunities  and  does 
not  simply  replace  existing  employees,  whether  in  the  public  or  private 
sector. 

Any  job  in  the  regular  economy  paying  $1.50  per  hour  or  more,  even 
a  part-time  job,  would  yield  a  greater  income  than  $1.50  per-hour 
Government  employment  and  it  is  anticipated  that  this  will  serve  as 
an  incentive  for  participants  to  seek  regular  employment.  In  addition, 
the  cost  to  the  Government  would  be  substantially  less  for  an  indi- 
vidual in  regular  employment. 

Work  Bonus  for  Low-Income  Workers 

Low-income  workers  in  regular  employment  who  head  families 
would  be  eligible  for  a  work  bonus  equal  to  10  percent  of  their  wages 
taxed  under  the  social  security  (or  railroad  retirement)  program,  if 
the  total  income  of  the  husband  and  wife  is  $4,000  or  less.  For  fam- 
ilies where  the  husband's  and  wife's  total  income  exceeds  $4,000,  the 
work  bonus  would  be  equal  to  $400  minus  one-quarter  of  the  amount 
by  which  this  income  exceeds  $4,000.  Thus  there  would  be  no  work 
bonus  once  total  income  reached  $5,600  ($5,600  exceeds  $4,000  by 
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$1,600 ;  one-quarter  of  $1,600  is  $400,  which  subtracted  from  $400  equals 
zero) . 

The  size  of  the  work  bonus  is  shown  on  the  table  below  for  selected 
examples : 


Annual  income  of  husband  and  wife  (assuming  Work 
it  is  all  taxed  under  social  security)  bonus 

$2,000  $200 

3,000   300 

4,000   400 

5,000   150 

5,600   0 


The  plan  incorporates  the  features  of  (1)  not  varying  benefits  by 
family  size,  but  only  by  income,  providing  no  economic  incentive  for 
having  additional  children;  and  (2)  having  a  gradual  phaseout  of 
the  amount  of  the  payment  as  income  rises  above  $4,000  so  as  not  to 
create  a  work  disincentive. 

There  are  certain  types  of  work  which  are  covered  under  social  se- 
curity but  only  when  the  amount  of  wages  earned  from  a  single  em- 
ployer exceeds  $50  in  a  quarter.  This  limitation  applies  to  the  employ- 
ment of  domestics,  yardmen  and  other  similar  non-business  employees. 
Such  employees,  if  they  are  the  heads  of  a  family,  would  get  the  work 
bonus  with  respect  to  all  of  their  wages  including  those  not  covered  by 
social  security  because  of  the  $50  quarterly  limitation.  In  order  to  qual- 
ify for  the  work  bonus  on  these  wages,  however,  the  individual  would 
have  to  arrange  to  perform  the  work  as  an  employee  of  the  Work  Ad- 
ministration which  would  pay  him  the  prevailing  wage  for  the  job  and 
bill  the  private  employer  for  the  wages  and  other  costs  associated 
with  making  his  services  available.  If  the  employment  would  ordi- 
narily be  covered  by  social  security,  then  it  will  be  covered  under 
social  security  when  arranged  on  this  basis  by  the  Work  Administra- 
tion. If  the  employment  is  not  covered  by  social  security,  then  the  em- 
ployer will  not  have  to  pay  social  security  taxes.  In  either  case,  the 
Work  Administration  will  have  a  record  of  all  such  wages  which  would 
have  been  subject  to  social  security  taxes  on  which  the  payment  of  the 
work  bonus  may  be  based. 

The  10  percent  work  bonus  would  be  administered  by  the  Internal 
Revenue  Service. 

Transportation  Assistance 

In  recognition  of  the  fact  that  a  major  reason  for  low-skilled^  jobs 
going  unfilled  in  metropolitan  areas  is  the  difficult;^  an  individual 
faces  getting  to  the  potential  job,  the  Work  Administration  would 
be  authorized  to  arrange  for  transportation  assistance  where  this  is 
necessary  to  place  its  employees  in  regular  jobs.  For  example,  the 
Work  Administration  might  determine  the  upper  limit  of  transporta- 
tion time  to  get  to  a  job — say,  45  minutes  or  one  hour,  depending  on 
the  average  commuting  time  in  the  area.  If  the  individual  can  get  to 
the  job  within  that  amount  of  time  through  ordinary  public  transpor- 
tation or  other  arrangements,  then  fie  would  be  expected  to  do  so.  If 
this  could  not  be  done,  however,  then  the  Work  Administration  would 
be  authorized  to  provide  transportation  directly  to  employees  who 
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could  be  placed  in  regular  jobs  in  order  to  cut  the  transportation  time 
down  to  the  standard.  The  Work  Administration  could  only  do  this 
where  it  was  necessary  in  order  to  increase  employment  opportunities. 
In  any  case,  the  cost  would  ordinarily  not  be  borne  by  the  Govern- 
ment— the  employee  would  pay  the  Work  Administration,  and  per- 
haps be  reimbursed  by  the  employer  if  this  is  customary  in  the  area  for 
the  t;^pe  of  job  involved.  The  Work  Administration  would  have  the 
flexibility  to  absorb  some  of  the  costs  involved  in  unusual  circum- 
stances. 

Institutional  Training 

Participants  in  the  employment  program  would  be  eligible  to  volun- 
teer for  training  to  improve  their  skills  under  the  training  program 
administered  by  the  Work  Administration.  The  individual  would  be 
accepted  for  enrollment  to  the  extent  funds  are  available  and  only  if 
the  individual  is  determined  to  be : 

1.  Capable  of  completing  training;  and 

2.  Able  to  become  independent  through  employment  at  the  end 
of  the  training  and  as  a  result  of  the  training. 

Employees  under  the  employment  program  who  wished  to  partici- 
pate in  training  would  be  strongly  motivated,  for  they  would  be  paid 
only  $1.25  rather  than  $1.50  for  each  hour  of  training.  Following  the 
successful  completion  of  training  (which  could  not  exceed  1  year  in 
duration),  the  trainee  w^ould  receive  a  lump-sum  bonus  for  having 
completed  training  equal  to  10  percent  of  the  total  training  stipends 
which  he  received  while  he  was  in  training. 

Services 

Since  the  purpose  of  the  proposal  is  to  improve  the  quality  of  life 
for  children  and  their  families,  any  member  of  a  family  whose  head 
participates  in  the  work  program  could  be  provided  services  to 
strengthen  family  life  or  reduce  dependency,  to  the  extent  funds  are 
available  to  pay  for  the  services.  Open-ended  funding  would  be  pro- 
vided for  family  planning  and  child  care  services  (the  latter  for 
families  with  no  preschool-age  children).  The  agency  administering 
the  employment  program  would  refer  family  members  to  other 
agencies  in  arranging  for  the  provision  of  social  and  other  services 
which  they  do  not  provide  directly.  For  example,  a  disabled  family 
member  might  be  referred  to  the  vocational  rehabilitation  agency,  or 
a  16-year-old  out-of -school  youth  might  be  referred  to  an  appropriate 
work  or  training  program,  even  though  the  cost  of  the  services  them- 
selves would  not  be  borne  by  the  employment  program. 

Former  participants  in  the  work  program  would  have  access  to 
free  family  planning  services  and  to  child  care  on  a  Avholly  or  partly 
subsidized  basis,  depending  on  family  income.  Other  services  needed  to 
continue  in  employment,  including  minor  medical  needs,  could  be 
provided  by  the  agency  administering  the  program. 

State  Supplementation 

In  order  to  prevent  the  State  welfare  program  from  undermining 
the  objectives  of  the  Federal  employment  program  the  State  would 
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have  to  assume  that  individuals  eligible  for  the  State  supplement  who 
are  also  eligible  to  participate  in  the  employment  program  are  actually 
participating  full  time  and  thus  receiving  $200  per  month.  A  similar 
rule  would  apply  to  mothers  with  children  under  age  6  who  volimteer. 

Furthermore,  the  State  would  be  required  to  disregard  any  earnings 
between  $200  a  month  and  $375  a  month  (the  amount  an  employee 
would  earn  working  40  hours  a  week  at  $2.00  per  hour)  to  ensure 
that  the  incentive  system  of  the  alternative  plan  is  preserved.  These 
earnings  disregards  would  be  a  flat  requirement ;  States  would  not  be 
required  to  take  into  account  work  expenses.  The  effect  of  vthis 
requirement  would  be  to  give  a  participant  in  the  work  program  a 
strong  incentive  to  work  full  time  (since  earnings  of  $200  will  be 
attributed  to  him  in  any  case),  and  it  would  not  interfere  with  the 
strong  incentives  he  would  have  to  seek  regular  employment  rather 
than  working  for  the  Government  at  $1.50  per  hour. 

Food  Stamps 

Individuals  participating  in  the  employment  program  would  not  be 
eligible  to  participate  in  the  food  stamp  program.  However,  States 
would  be  reimbursed  the  full  cost  of  adjusting  any  supplementary 
benefits  they  might  decide  to  give  to  participants  so  as  to  make  up  for 
the  loss  of  food  stamp  eligibility.  In  order  to  avoid  having  States  pro- 
vide assistance  to  an  entirely  new  category  of  recipient  not  now  eli- 
gible for  federally-shared  Aid  to  Families  with  Dependent  Children, 
the  committee  provided  that  the  Work  Administration  would  pay 
families  headed  by  an  able-bodied  father  the  amount  equal  to  the  value 
of  food  stamps  (but  only  to  the  extent  that  the  State  provides  cash 
instead  of  food  stamps  for  families  which  are  now  in  the  Aid  to  Fam- 
ilies with  Dependent  Children  category). 

Children  of  Motpiers  Refusing  To  Participate  in  the  Employment 

Program 

Under  the  employment  program,  mothers  in  families  with  no  chil- 
dren under  age  six  would  generally  be  ineligible  to  receive  their  basic 
income  from  the  Aid  to  Families  with  Dependent  Children  program. 
It  is  possible  that  a  few  mothers  will  ignore  the  welfare  of  their  chil- 
dren and  refuse  to  take  advantage  of  the  employment  opportunity.  To 
prevent  the  children  from  suffering  because  of  such  neglect,  the  Work 
Administration  would  be  authorized  to  make  payment  to  the  family 
for  up  to  one  month  if  the  mother  is  provided  counseling  and  other 
services  aimed  at  persuading  her  to  participate  in  the  employment 
program.  Following  this,  the  mother  would  either  have  to  be  found  to 
be  incapacitated  under  the  Federal  definition  (that  is,  unable  to  en- 
gage in  substantial  gainful  employment),  with  mandatory  referral  to 
vocational  rehabilitation  agency ;  or,  if  she  is  not  found  to  be  incapaci- 
tated, the  State  could  arrange  for  protective  payments  to  a  third  party 
to  ensure  that  the  needs  of  the  children  are  provided  for. 

Administration  of  the  Employment  Program 

The  employment  program  would  be  administered  by  a  newly  created 
Work  Administration  headed  by  a  3-man  board  appointed  by  the  Pres- 
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ident  with  the  advice  and  consent  of  the  Senate.  The  actual  operations 
of  the  program  would  be  carried  out  by  local  offices  of  the  Work 
Administration. 

The  local  office  would  hire  individuals  (mostly  participants  or 
former  participants),  develop  employ  ability  plans  for  participants, 
attempt  to  expand  job  opportunities  in  the  community,  arrange  for 
supportive  services  needed  for  persons  to  participate  (utilizing  the 
Work  Administration's  Bureau  of  Child  Care  to  arrange  for  child 
care  services),  and  operate  programs  utilizing  participants  which 
are  designed  to  improve  the  quality  of  life  for  the  children  of  par- 
ticipants in  the  employment  program. 

Employment  Program  in  Puerto  Rico 

Certain  modifications  relating  to  the  employment  program  in  Puerto 
Rico  were  made.  These  modifications  are  necessary  because  of  the  fact 
that  Puerto  Rico  has  a  different  minimum  wage  structure  than  the  rest 
of  the  United  States,  has  substantially  lower  per  capita  income,  and 
has  a  high  rate  of  unemployment.  Under  the  committee  bill  the  wages 
paid  to  Government  employees  would  be  equal  to  three-quarters  of  the 
lowest  minimum  wage  applicable  to  a  significant  percentage  of  the 
population.  This  would  result  in  a  lower  wage  for  Government  em- 
ployees than  in  the  rest  of  the  United  States,  but  it  would  be  signifi- 
cantly higher  than  current  welfare  payments  in  Puerto  Rico.  The  wage 
supplement  program  for  persons  in  regular  employment  at  less  than 
the  minimum  wage  would  not  be  applicable  to  Puerto  Rico,  but  the  10 
percent  work  bonus  for  low-income  earners  in  jobs  covered  by  social 
security  would  apply. 

Tax  Credit  To  Develop  Jobs  in  the  Private  Sector 

The  provision  of  the  present  tax  law  under  which  an  employer 
hiring  a  participant  in  the  Work  Incentive  Program  is  eligible  for 
a  tax  credit  equal  to  20  percent  of  the  employee's  wages  during  the 
first  12  months  of  employment,  with  a  recapture  of  the  credit  if  the 
employer  does  not  retain  the  employee  for  at  least  one  additional  year 
(unless  the  employee  voluntarily  leaves  or  is  terminated  for  good 
cause),  will  be  continued  under  the  new  guaranteed  employment 
program. 

\  Because  the  guaranteed  job  opportunity  program,  unlike  the  Work 
Incentive  Program,  would  be  open  to  the  head  of  any  family  with 
children,  the  following  limitations  would  be  added  to  the  pro- 
visions of  the  tax  credit  to  ensure  that  the  credit  meets  the  primary  aim 
of  expanding  employment  opportunities  for  participants  in  the  com- 
mittee's work  program : 

1.  The  credit  would  apply  only  with  respect  to  individuals  who 
have  been  participating  in  the  guaranteed  30b  program  for  at  least 
one  month ; 

2.  The  credit  would  not  be  applicable  with  respect  to  more  than 
15  percent  of  all  employes  of  the  employer  in  any  one  year  (though 
the  employer  would  always  be  permitted  to  take  the  credit  for  at 
least  one  employee)  ; 


98 


3.  The  credit  would  not  be  available  with  respect  to  an  em- 
ployee who  replaces  an  employee  who  was  discharged  without 
good  cause;  and 

4.  The  credit  could  not  exceed  $800  in  the  case  of  any  one  em- 
ployee (20  percent  of  $4,000,  approximately  the  amount  of  annual 
earnings  at  $2  an  hour). 

In  order  to  create  additional  employment  opportunities  for  partici- 
pants in  the  guaranteed  job  program,  the  committee  bill  would  extend 
the  credit  to  private  employers  hiring  participants  in  addition  to 
businesses.  A  private  employer  taking  the  credit  would  not  be  eligible 
at  the  same  time  for  the  income  tax  child  care  or  household  expense 
deduction. 

Effective  Dates 

The  effective  date  for  the  basic  job  opportunity  program  is  January 
1974.  As  of  that  date,  families  which  include  an  employable  adult 
(including  a  mother  with  no  child  under  age  6)  will  no  longer  be  eli- 
gible for  welfare  as  their  basic  income.  If  unable  to  find  a  regular  job, 
however,  the  family  head  will  be  assured  of  Government  employment 
paying  $1.50  an  hour  for  32  hours  weekly,  producing  $2,400  of  income 
annually,  the  same  amount  which  would  have  been  payable  to  a  family 
of  4  under  the  House-passed  family  assistance  plan. 

The  10  percent  work  bonus  and  the  wage  supplement  payment  would 
become  payable  even  before  the  full  guaranteed  employment  program 
is  operative.  Specifically,  the  work  bonus  which  will  be  paid  quarterly 
to  low-income  workers  will  become  effective  starting  in  January  1973. 
The  wage  supplement  for  family  heads  in  regular  jobs  not  covered 
under  the  minimum  wage  law  and  paying  less  than  $2.00  per  hour  will 
be  effective  Jidy  1973,  utilizing  the  services  of  the  local  employment 
service  offices  to  make  the  payments  until  the  Work  Administration 
mechanism  is  functioning. 


F.  General  Provisions,  Child  Welfare  Services,  and 
Other  Provisions 

1.  GENERAL  PROVISIONS 

Quality  of  Work  Performed  by  Welfare  Personnel 

In  an  effort  to  try  to  upgrade  the  quality  of  work  performed  by 
welfare  personnel,  the  committee  bill  directs  the  Secretary  of  the 
Department  of  Health,  Education,  and  Welfare  to  study  and  report  to 
the  Congress  by  January  1,  1974,  on  ways  of  enhancing  the  quality  of 
welfare  work,  whether  by  fixing  standards  of  performance  or  other- 
wise. In  making  this  study,  the  Secretary  could  draw  on  the  knowl- 
edge and  expertise  of  persons  talented  in  the  field  of  welfare  adminis- 
tration, including  those  having  direct  contact  with  recipients.  He 
should  also  benefit  from  suggestions  made  by  recipients  themselves  as 
to  how  the  level  of  performance  in  the  administration  of  the  welfare 
system  might  be  improved,  with  a  view  toward  ending  the  wide  varia- 
tions in  employee  conduct  which  characterize  today's  system,  and 
moderating  the  extremes  to  which  some  social  workers  go  in  perform- 
ing their  duties. 

Offenses  by  Welfare  Employees 

Under  present  Federal  law  there  is  no  provision  particularly  di- 
rected to  the  question  of  employee  conduct  in  the  administration  of  the 
welfare  program.  On  the  other  hand,  the  Internal  Kevenue  Code 
(Sec.  7214)  contains  a  list  of  offenses  the  commission  of  any  of  which, 
by  a  tax  employee,  would  bring  into  effect  discharge  from  employment 
and  penalties  of  (a)  fines  not  to  exceed  $10,000,  or  (b)  imprisonment 
for  not  more  than  five  years,  or  both.  The  provision  in  the  Internal 
Revenue  Code  also  authorizes  a  court  to  award  out  of  any  fines  im- 
posed an  amount  up  to  one-half  of  the  fine  to  be  paid  to  the  informer 
whose  information  resulted  in  the  detection  of  the  criminal  offense. 
This  law  has  contributed  to  the  high  quality  of  performance  of  Inter- 
nal Revenue  employees  and  has  been  a  factor  m  assuring  relatively 
uniform  standards  of  conduct. 

Under  the  committee  bill  similar  rules  would  apply  under  the  wel- 
fare laws  that  could  relate  to  an  upgrading  of  the  quality  of  perform- 
ance by  welfare  workers  in  general  and  serve  as  the  basis  "for  standards 
of  conduct  which  hopefully  might  narrow  the  wide  variations  in  em- 
ployee conduct  which  exist  today. 

Specifically,  under  the  committee  bill  it  would  be  a  crime  punish- 
able by  a  fine  of  up  to  $10,000  or  imprisonment  of  up  to  5  years,  or 
both,  in  the  case  of  a  welfare  employee  who  is  found  guilty  of : 

( 1 )  extortion  or  willful  oppression  under  color  of  law ;  or 

(2)  knowingly  allowing  the  disbursement  of  greater  sums  than 
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are  authorized  by  law,  or  receiving  any  fee,  compensation,  or 
reward,  except  as  prescribed,  for  the  performance  of  any  duty ;  or 

(3)  failing  to  perform  any  of  the  duties  of  his  office  or  employ- 
ment with  intent  to  defeat  the  application  of  any  provision  of  the 
welfare  statute ;  or 

(4)  conspiring  or  colluding  with  any  other  person  to  defraud 
the  United  States  or  any  local,  county  or  State  government;  or 

(5)  knowingly  making  opportunity  for  any  person  to  defraud 
the  United  States ;  or 

(6)  doing  or  omitting  to  do  any  act  with  intent  to  enable  any 
other  person  to  defraud  the  United  States  or  any  local,  county 
or  State  government ;  or 

(7)  making  or  signing  any  fraudulent  entry  in  any  book,  or 
making  or  signing  any  application,  form  or  statement,  knowing 
it  to  be  fraudulent ;  or 

(8)  having  knowledge  or  information  of  the  violation  of  any 
provision  of  the  welfare  statute  which  constitutes  fraud  aj^ainst 
the  welfare  system,  and  failing  to  report  such  knowledge  or  infor- 
mation to  the  appropriate  official ;  or 

(9)  demanding,  or  accepting,  or  attempting  to  collect,  directly 
or  indirectly  as  payment  or  gift,  or  otherwise,  any  sum  of  money 
or  other  thing  of  value  for  the  compromise,  adjustment,  or  settle- 
ment of  any  charge  or  complaint  for  any  violation  or  alleged 
violation  of  law,  except  as  expressly  authorized  by  law. 

In  addition  to  these  penalties  the  employee  involved  shall  be  dis- 
missed from  office  or  discharged  from  employment. 

Limiting  HEW  Regulatory  Authority  in  Welfare  Programs 

The  Social  Security  Act  permits  the  Secretary  of  Health,  Education, 
and  Welfare  to  "Make  and  publish  such  rules  and  regulations,  not 
inconsistent  with  this  Act,  as  may  be  necessary  to  the  efficient  adminis- 
tration of  the  functions"  with  which  he  is  charged  under  the  Act. 
Similar  authority  is  provided  under  each  of  the  welfare  programs. 
Particularly  since  January,  1969,  regulations  have  been  issued  under 
this  general  authority  with  little  basis  in  law  and  which  sometimes 
have  run  directly  counter  to  legislative  history.  Many  States  have  at- 
tributed at  least  a  part  of  the  growth  of  the  welfare  caseload  in  recent 
years  to  these  regulations  of  the  Department  of  HEW. 

A  number  of  committee  decisions  deal  with  problems  raised  by 
specific  HEW  regulations.  In  addition,  the  committee  agreed  to 
modify  the  statutory  language  quoted  above  by  limiting  the  Secre- 
tary's regulatory  authority  under  the  welfare  programs  so  that  he 
may  issue  regulations  only,  with  respect  to  specific  provisions  of  the 
Act  and  even  in  these  cases  the  regulations  may  not  be  inconsistent 
with  these  provisions. 

Demonstration  Projects  To  Reduce  Dependency  on  Welfare 

The  Social  Security  Act  currently  authorizes  appropriations  for 
research  and  demonstration  projects  in  the  area  of  public  assistance 
and  social  services.  The  authority  has  been  used  to  fund  several  guar- 
anteed minimum  income  experiments  and  also  a  large  number  of 
projects  related  to  providing  social  services  to  welfare  recipients.  The 
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committee  agreed  to  place  emphasis  on  those  programs  helping  per- 
sons to  become  economically  independent  by  requiring  that  one-half 
of  the  funds  spent  under  these  two  sections  be  spent  on  projects  relat- 
ing to  the  prevention  and  reduction  of  dependency  on  welfare,  rather 
than  welfare  expansion. 

2.  CHILD  WELFARE  SERVICES 

Grants  to  States  for  Child  Welfare  Services  (Including  Foster 
Care  and  Adoptions) 

The  committee  adopted  an  amendment  increasing  the  annual  au- 
thorization for  Federal  grants  to  the  States  for  child  welfare  services 
to  $200  million  in  fiscal  year  1973,  rising  to  $270  million  in  1977  and 
thereafter.  For  fiscal  year  1973,  this  is  $154  million  more  than  the  $46 
million  which  has  been  appropriated  every  year  since  1967.  The  com- 
mittee anticipates  that  a  substantial  part  of  any  increased  appropria- 
tion under  this  higher  authorization  will  go  towards  meeting  the  costs 
of  providing  foster  care  which  now  represents  the  largest  single  item 
of  child  welfare  expenditure  on  the  county  level.  The  committee,  how- 
ever, avoided  earmarking  amounts  specifically  for  foster  care  so  that 
wherever  possible  the  State  and  counties  could  use  the  additional  funds 
to  expand  preventive  child  welfare  services  with  the  aim  of  helping 
families  stay  together  and  thus  avoiding  the  need  for  foster  care.  The 
additional  funds  can  also  be  used  for  adoption  services,  including 
action  to  increase  adoptions  of  hard-to-place  children. 

National  Adoption  Information  Exchange  System 

The  committee  bill  would  authorize  $1  million  for  the  first  fiscal 
year  and  such  sums  as  may  be  necessary  for  succeeding  fiscal  years  for 
a  Federal  program  to  help  find  adoptive  homes  for  hard-to-place  chil- 
dren. The  amendment  would  authorize  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  to  "provide  information,  utilizing  computers  and 
modern  data  processing  methods,  through  a  national  adoption  infor- 
mation exchange  system,  to  assist  in  the  placement  of  children  await- 
ing adoption  and  in  the  location  of  children  for  persons  who  wish  to 
adopt  children,  including  cooperative  efforts  with  any  similar  pro- 
grams operated  by  or  within  foreign  countries,  and  such  other  related 
activities  as  would  further  or  facilitate  adoption." 

3.  OTHER  PROVISIONS 

Evaluation  of  Programs  Under  the  Social  Security  Act 

The  committee  bill  assigns  to  the  General  Accounting  Office  the 
basic  role  of  evaluating  programs  undei  the  Social  Security  Act.  In 
addition,  the  amendment  would  not  permit  any  Federal  agency  to 
enter  into  a  contract  to  evaluate  any  program  under  the  Social  Se- 
curity Act  (if  an  expenditure  of  more  than  $25,000  is  involved)  unless 
the  Comptroller  General  approves  the  study  in  advance.  His  approval 
would  be  conditioned  on  his  determination  that : 

(a)  The  conduct  of  such  study  or  evaluation  of  such  program 
is  justified; 
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(b)  The  department  or  agency  cannot  effectively  conduct  the 
study  or  evaluation  through  utilization  of  regular  full-time  em- 
ployees; and 

(c)  The  study  or  evaluation  will  not  be  duplicative  of  any  study 
or  evaluation  which  is  being  conducted,  or  will  be  conducted  with- 
in the  next  twelve  months,  by  the  General  Accounting  Office. 

Use  of  Federal  Funds  To  Undermine  Federal  Programs 

Another  amendment  approved  by  the  committee  would  priohibit 
the  use  of  Federal  funds  to  pay,  directly  or  indirectly,  the  compensa- 
tion or  expenses  of  any  individual  who  in  any  way  participates  in 
action  relating  to  litigation  which  is  designed  to  nullify  Congressional 
statutes  or  policy  under  the  Social  Security  Act.  This  prohibition  may, 
however,  be  waived  by  the  Attorney  General  60  days  after  he  has 
provided  the  Committee  on  Finance  and  the  Committee  on  Ways  and 
Means  with  notice  of  his  intent  to  waive  the  prohibition.  This  will  allow 
the  connnittees  time  to  take  legislative  action  if  appropriate.  This 
amendment  is  similar  to  one  approved  by  the  committee  in  1970  as 
part  of  the  Social  Security-Welfare  bill  of  that  year — a  bill  which  was 
not  finally  enacted. 

Appointment  and  Confirmation  of  Administrator  or  Social 
AND  Rehabilitation  Services 

The  Social  and  Rehabilitation  Service  was  established  in  1967  by  a 
reorganization  within  the  Department  of  Health,  Education,  and  Wel- 
fare. Its  responsibilities  at  present  are  broad,  encompassing  the  fed- 
erally aided  welfare  programs,  medicaid,  and  programs  in  the  areas 
of  vocational  rehabilitation,  aging,  and  juvenile  delinquency.  The  sums 
involved  are  huge;  the  bulk  of  the  $14-billion  1972  budget  for  the 
agency  is  spent  on  the  public  assistance  and  medicaid  programs.  The 
committee  agreed  to  upgrade  the  stature  of  the  Administrator  of  the 
Social  and  Rehabilitation  Service  by  having  the  President  select  him 
and  by  having  him  confirmed  by  the  Senate  as  his  colleagues  with 
equivalent  positions  in  the  Department  (the  Commissioner  of  Social 
Security,  the  Commissioner  of  Education,  and  the  Surgeon  General) 
now  are. 


G.  Child  Care 


At  the  present  time,  the  lack  of  availability  of  adequate  child  care 
today  represents  perhaps  the  greatest  single  obstacle  in  the  efforts  of 
poor  families,  especially  those  headed  by  a  mother,  to  work  their  way 
out  of  poverty.  It  also  represents  a  hindrance  to  those  mothers  in 
families  above  the  poverty  line  who  wish  to  seek  employment  for  their 
own  self- fulfillment  or  for  the  improvement  of  their  family's  economic 
status. 

The  Committee  on  Finance  has  long  been  involved  in  issues  relating 
to  child  care.  The  committee  has  been  dealing  with  child  care  as  a  seg- 
ment of  the  child  welfare  program  under  the  Social  Security  Act  since 
the  original  enactment  of  the  legislation  in  1935.  Over  the  years,  au- 
thorizations for  child  welfare  funds  were  increased  in  legislation  acted 
on  by  the  committee. 

As  part  of  its  continuing  concern  for  the  welfare  of  families  with 
children  who  are  in  need,  and  in  order  to  provide  for  the  expansion 
of  child  care  required  to  enable  the  new  employment  program  to  meet 
its  goal  of  making  present  AFDC  recipients  independent,  the  commit- 
tee is  proposing  a  new  approach  to  the  problem  of  expanding  the 
supply  of  child  care  services  and  improving  the  quality  of  these  serv- 
ices. The  committee  bill  thus  establishes  within  the  new  Work  Adminis- 
tration a  Bureau  of  Child  Care  with  the  eventual  goal  of  making  child 
care  services  available  throughout  the  Nation  to  the  extent  they  are 
needed,  but  are  not  supplied  under  other  programs. 

Bureau  of  Child  Care 

The  Bureau  of  Child  Care  would  have  as  its  first  priority  mak- 
ing available  child  care  services  to  participants  in  the  employment 
program.  Next  in  order  of  priority  would  be  the  provisions  of  child 
care  to  low-income  working  mothers  and  to  other  mothers  desiring 
child  care  services. 

Where  child  development  services  are  available  under  any  other 
legislation  approved  by  the  Congress,  the  Bureau  would  attempt  to 
place  children  in  those  services. 

To  the  maximum  extent  possible,  the  Bureau  would  attempt  to  uti- 
lize mothers  participating  in  the  employment  program  in  providing 
child  care  services. 

Initially,  the  Bureau  would  train  persons  to  provide  family  day  care 
and  would  contract  with  existing  public,  private  non-profit,  and  pro- 
prietary facilities  to  serve  as  child  care  providers.  To  expand  services, 
the  Bureau  would  also  give  technical  assistance  and  advice  to  organiza- 
tions interested  in  establishing  facilities  under  contract  with  the  Bu- 
reau. In  addition,  the  Bureau  could  provide  child  care  services  in  its 
own  facilities. 

Federal  child  care  standards  are  specified  in  the  amendment  to  as- 
sure that  adequate  space,  staff  and  health  requirements  are  met.  In 
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addition,  facilities  used  by  the  Bureau  will  have  to  meet  the  Life 
Safety  Code  of  the  National  Fire  Protection  Association.  Any  facility 
in  which  child  care  is  provided  by  the  Bureau,  either  directly  or  by 
contract,  will  have  to  meet  the  Federal  standards,  but  will  not  be 
subject  to  any  licensing  or  other  requirements  imposed  by  States  or 
localities.  This  provision  will  make  it  possible  for  many  groups  and 
organizations  to  establish  child  care  facilities  under  contract  with  the 
Bureau  where  they  cannot  now  do  so  because  of  overly  rigid  State 
and  local  requirements. 

Subsidization  of  child  care  for  low-income  working  mothers  will 
depend  on  the  availability  of  appropriations.  Mothers  able  to  pay  will 
be  charged  the  full  cost  of  services. 

In  addition  to  appropriations  to  subsidize  child  care  costs  for  low- 
income  working  mothers,  fees  would  be  charged  for  services  provided 
or  arranged  for  by  the  Bureau.  They  would  be  set  at  a  level  which 
would  cover  the  unsubsidized  costs  of  arranging  for  child  care.  The 
fees  would  go  into  the  revolving  fund  to  provide  capital  for  further 
expansion  of  services. 

The  child  care  amendment  also  includes  provision  to  authorize  the 
Bureau  to  issue  bonds  for  construction  if,  after  the  first  two  years  of 
operation,  the  Bureau  feels  that  additional  funds  for  capital  con- 
struction of  child  care  facilities  are  needed.  Up  to  $50  million  in  bonds 
could  be  issued  each  year,  with  an  overall  limit  of  $250  million  on 
bonds  outstanding. 

Authorization 

The  committee  agreed  to  authorize  $800  million  in  fiscal  year  1973 
(and  such  sums  as  the  Congress  might  appropriate  thereafter)  to  ar- 
range for  and  to  pay  for  part  or  all  of  the  cost  of  child  care  for  the 
children  of  participants  in  the  employment  program  and  to  other  low 
income  working  mothers.  (The  House  bill  would  provide  $750  million 
for  substantially  the  same  purposes.) 

Grants  to  States  for  Establishment  of  Model  Day  Care 

The  committee  expects  that  much  of  the  child  care  offered  by  the 
Bureau  of  Child  Care  will  be  similar  to  that  provided  by  mothers  in 
their  own  home,  since  experience  has  shown  that  most  working  mothers 
prefer  family  day  care  because  of  its  convenience  and  its  informality. 
However,  the  committee  has  also  provided  a  3-year  program  of  grants 
to  States  to  permit  them  to  develop  model  child  care.  Appropriations 
would  be  authorized  to  permit  each  State  in  fiscal  years  1973, 1974  and 
1975  to  receive  a  grant  of  up  to  $400,000  per  year  to  pay  all  or  part  of 
the  cost  of  model  care,  whether  through  the  establishment  of  one  child 
care  center  or  a  child  care  system.  Special  emphasis  would  be  placed 
on  utilizing  the  model  child  care  for  training  persons  in  the  field  of 
child  care. 
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Welfare  as  a  Statutory  Right 

A  number  of  court  cases  in  recent  years  have  been  based  on  the  view- 
that  welfare  is  a  property  right  rather  than  a  gratuity  provided  for 
under  a  statute.  The  committee  agreed  to  make  clear  in  the  statute 
that  welfare  is  a  statutory  right  granted  under  law  which  can  be  ex- 
tended, restricted,  altered,  amended  or  repealed  by  law.  It  is  distinct 
from  a  property  right  or  any  right  considered  inviolate  under  the 
Constitution. 

Use  or  Social  Security  Numbers  and  Other  Means  or 
Identification 

The  committee  bill  would  require  the  use  of  social  security  numbers 
in  the  administration  of  assistance  programs.  States  would  use  social 
security  numbers  for  case  file  identification,  for  cross-checking  pur- 
poses and  as  an  aid  in  the  compilation  of  statistical  data  with  respect 
to  the  welfare  programs.  In  addition.  States  would  be  authorized  to 
use  photographs  and  such  other  means  of  identification  as  they  desire 
in  administering  the  welfare  programs,  as  well  as  setting  penalties  for 
misuse  of  these  means  of  identification. 

Separation  of  Services  and  Eligibility  Determination 

An  example  of  HEW  efforts  at  legislation  through  regulation  in- 
volves the  separation  of  social  services  from  the  welfare  payment  proc- 
ess. On  June  2,  1972,  the  Department  of  HEW  issued  a  regulation 
requiring  States  to  have  completely  separate  administrative  units 
handling  the  provision  of  social  services  and  handling  the  determina- 
tion of  eligibility  for  welfare.  The  issuing  of  this  regulaton  was  justi- 
fied on  the  grounds  that  the  Family  Assistance  Plan  in  the  House- 
passed  bill  would  soon  be  enacted  and  it  would  require  a  separation  of 
the  State-administered  services  program  from  the  Federal  welfare 
payment  programs.  Under  the  committee  bill  States  would  not  be  re- 
quired to  separate  the  provision  of  social  services  from  the  determina- 
tion of  eligibility  for  welfare. 

Furnishing  Manuals  and  Other  Policy  Issuances 

Regulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  in  October,  1970,  require  States  to  make  available  current 
copies  of  program  manuals  and  other  policy  issuances  without  charge 
to  public  or  university  libraries,  the  local  or  district  offices  of  the  Bu- 
reau of  Indian  Affairs,  and  w^elfare  or  legal  services  offices  or  orga- 
nizations. The  material  may  also  be  made  available,  with  or  without 
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charge,  to  other  groups  and  to  individuals.  The  committee  approved 
an  amendment  under  which  States  would  be  permitted  to  be  reim- 
bursed for  the  cost  (but  no  more  than  the  cost)  of  making  this  infor- 
mation available. 

Persons  Eligible  for  Aid  to  Families  With  Dependent  Children 

The  committee  bill,  when  the  Guaranteed  Employment  program 
goes  into  effect  on  January  1,  1974,  will  require  that  States : 

1.  Make  eligible  for  AFDC  only  the  following  classes  of 
families : 

a.  Family  headed  by  mother  with  child  under  age  6 ; 

b.  Family  headed  by  incapacitated  father  where  mother  is 
not  in  the  home  or  is  caring  for  father  ; 

c.  Family  headed  by  mother  who  is  ill,  incapacitated,  or  of 
advanced  age ; 

d.  Families  headed  by  mother  too  remote  from  an  employ- 
ment program  to  be  able  to  participate ; 

e.  Family  headed  by  mother  attending  school  fuUtime 
even  if  there  is  no  child  under  6 ;  and 

f .  Child  living  with  neither  parent,  together  with  his  care- 
taker relative (s),  providing  his  mother  is  not  also  receiving 
welfare ;  and 

2.  Do  not  reduce  payment  levels  to  AFDC  recipients  below 
$1,600  for  a  two-member  family,  $2,000  for  a  three-member  family 
and  $2,400  for  a  family  of  four  or  more ;  or,  if  payment  levels  are 
already  below  these  amounts,  they  could  not  be  reduced  at  all. 

This  requirement  is  not  intended  to  act  as  a  limitation  on  the  right 
of  a  State  to  make  other  persons  eligible  at  its  own  expense  for  bene- 
fits under  its  AFDC  program.  Indeed,  in  many  States  with  benefit 
levels  higher  than  those  provided  under  the  guaranteed  employment 
program,  AFDC-type  families  participating  in  the  work  program 
would  receive  supplemental  payments  under  the  State  program  suffi- 
cient to  bring  their  incomes  up  to  the  payment  standards  generally  ap- 
plicable in  the  State.  Specifically,  the  families  not  required  to  be  cov- 
ered by  the  State  program  ( although  it  can  be  anticipated  that  many 
States  will  continue  to  supplement  them)  are  families  headed  by  an 
able-bodied  male  and  families  headed  by  an  able-bodied  female  if  all 
her  children  have  reached  age  6. 

Definition  of  "Incapacity"  Under  Aid  to  Families  With 
Dependent  Children 

Under  present  law  the  Federal  Government  will  match  payments 
to  families  where  the  father  is  incapacitated.  The  definition  of  "in- 
capacitated" is  left  up  to  the  States.  Under  the  committee  bill  the 
term  "incapacitated"  would  be  defined  as  "inability  to  engage  in  any 
substantial  gainful  activity  by  reason  of  any  medically  determinable 
physical  or  mental  impairment."  This  is  the  same  definition  as  is  used 
in  determining  disability  under  the  social  security  disability  insurance 
program,  except  that  the  definition  suggested  would  also  apply  to 
short  term,  temporary  disability  while  social  security  benefits  are 
available  only  to  persons  whose  disability  will  last  at  least  12  months. 
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Duration  or  Kesidency 

The  committee  agreed  to  require  States  to  establish  a  three-month 
duration  of  residence  requirement  in  order  to  be  eligible  for  welfare. 
If  a  welfare  recipient  in  one  State  moves  to  another  State,  the  State 
of  origin  would  continue  making  the  w^elfare  payments  for  three 
months;  however,  no  State  would  be  required  to  make  w^elfare  pay- 
ments more  than  90  days  after  an  individual  has  left  the  State. 

The  committee  also  agreed  with  the  provision  in  the  House-passed 
version  of  H.R.  1  that  would  make  an  individual  ineligible  for  wel- 
fare payments  during  any  month  in  which  the  person  is  outside  the 
United  States  the  entire  month ;  once  an  individual  has  been  outside 
the  United  States  for  at  least  30  consecutive  days,  he  must  remain  in 
the  United  States  for  30  consecutive  days  before  he  may  again  become 
eligible  for  welfare. 

In  addition,  to  become  eligible  for  welfare,  an  individual  must  be 
a  resident  of  the  United  States  and  either  a  citizen  or  alien  lawfully 
admitted  for  permanent  residence  or  a  person  who  is  a  resident  under 
color  of  law. 

Welfare  Px\yments  for  Rent 

Under  existing  law  welfare  payments  are  ordinarily  made  directly 
to  the  recipients.  Some  States  have  indicated  that  they  could  effect  sub- 
stantial administrative  savings  if  they  were  permitted  to  make  a  single 
payment  directly  to  public  housing  authorities  of  the  rent  portion  of 
welfare  payments  for  recipients  in  public  housing.  The  committee  bill 
would  permit  States  to  do  this.  It  would  also  permit  State  welfare 
agencies  to  make  a  vendor  payment  for  rent  directly  to  a  landlord  pro- 
vided that  (a)  the  welfare  recipient  has  failed  to  make  rent  payments 
(whether  or  not  to  the  same  landlord)  for  two  consecutive  months,  and 
(b)  the  landlord  agrees  to  accept  the  amount  actually  allowed  by  the 
State  to  the  recipient  for  shelter  as  total  payment  for  the  rent.  The 
committee  also  agreed  to  repeal  a  welfare  amendment  in  Public  Law 
92-213  which  would  require  welfare  agencies  in  some  circumstances  to 
pay  as  a  rental  allowance  more  than  the  actual  cost  of  rent. 

Alcoholics  and  Addicts 

The  committee  was  concerned  over  the  fact  that  many  thousands  of 
recipients  on  welfare  who  have  been  determined  to  be  alcoholics  and 
addicts  are  not  being  provided  necessary  rehabilitative  care  and 
treatment.  For  explanation  of  committee  amendments  related  to  care 
and  treatment  of  these  persons,  see  the  end  of  the  section  on  medicare 
and  medicaid  provisions. 

Sharing  the  Cost  of  Prosecuting  Welfare  Fraud 

Under  present  law,  the  Federal  Government  pays  50  percent  of  the 
cost  of  administration  of  the  welfare  programs,  as  these  costs  are  in-' 
curred  by  the  State  welfare  agency.  The  committee  bill  extends  an 
amendment  providing  50  percent  Federal  matching  also  for  the  cost 
of  State  and  local  prosecuting  attorney  efforts  to  prosecute  welfare 
fraud. 
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Recent  Disposal  or  Assets 

Under  present  law,  an  individual  with  assets  Avhose  value  exceeds 
the  welfare  eligibility  level  in  the  State,  may  dispose  of  those  assets 
in  order  to  qualify  for  assistance. 

The  committee  bill  deals  with  this  situation  by  providing  that 
anyone  who  has  voluntarily  assigned  or  transfered  property  to  a 
relative  within  one  year  prior  to  applying  for  public  assistance  and 
who  has  received  less  than  fair  market  value  for  the  property,  will  be 
ineligible  for  public  assistance  for  a  one  year  period  commencing  with 
the  date  of  transfer. 

Ineligibility  of  Strikers 

Until  January  1,  1^74,  States  would  continue  to  be  permitted  to 
make  eligible  for  AFDC  children  whose  fathers  are  unemployed. 
However,  a  father  would  be  disqualified  if  he  were  a  striker.  This 
disqualification  would  not  apply  to  any  employee  who  is  (1)  not 
participating  or  directly  interested  in  the  labor  dispute  and  (2)  does 
not  belong  to  a  group  of  workers  any  of  whom  are  participating  in  or 
financing  or  directly  interested  in  the  dispute.  The  disqualification  also 
would  not  apply  to  employees  of  suppliers  or  other  related  businesses 
which  are  forced  to  shut  down  or  lay-off  workers  because  of  a  labor  dis- 
pute in  which  they  are  not  directly  involved.  This  disqualification, 
adapted  from  the  unemployment  insurance  laws,  is  designed  to  prevent 
the  government  financing  one  side  of  a  labor-management  dispute. 

Ineligibility  of  Unborn  Children 

Regulations  of  the  Department  of  Health,  Education,  and  Welfare 
permit  Aid  to  Families  with  Dependent  Children  payments  for  a 
child  who  has  not  yet  been  born.  The  committee  bill  would  make  un- 
born children  ineligible  for  AFDC. 

Children  Living  in  a  Relative's  Home 

Under  the  present  law  an  AFDC  mother  with  more  than  one 
child  can  enable  a  relative  to  become  eligible  for  welfare  by  lend- 
ing the  relative  one  of  her  children.  The  committee  bill  would  per- 
mit a  State  to  deny  welfare  aid  to  the  relative  in  such  situation. 

Cooperation  of  ]Mother  in  Identifying  the  Father  and  Seeking 

Support  Payments 

The  committee  bill  would  require,  as  a  condition  of  eligibility,  that 
a  mother  cooperate  in  efforts  to  establish  the  paternity  of  a  child  born 
out  of  wedlock,  cooperate  in  seeking  support  payments  from  the 
father,  and  assign  the  right  to  collect  support  payments  on  her  behalf 
to  the  Government. 

The  provisions  related  to  child  support  and  establishing  paternity 
are  described  in  greater  detail  under  the  heading  "Child  Support." 
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Families  Where  There  Is  a  Continuing  Parent-Child 
Eelationship 

The  committee  has  approved  a  provision  which  would  clarify  con- 
gressional intent  with  respect  to  the  meaning  of  the  term  "parent" 
under  the  AFDC  program.  In  most  cases,  AFDC  families  are  eligible 
on  the  basis  that  the  children  in  the  family  have  been  deprived  of 
parental  support  by  reason  of  the  continued  absence  from  the  home  of 
a  parent.  In  1968,  the  Supreme  Court  ruled  that  a  State  could  not 
consider  a  child  ineligible  for  AFDC  when  there  is  a  substitute  father 
with  no  legal  obligation  to  support  the  child.  This  court  decision  was 
based  on  an  interpretation  that  Congress  did  not  intend  that  such  a 
person  would  come  within  the  meaning  of  the  term  "parent."  The 
committee  bill  would  allow  States  to  deny  welfare  payments  to  a  dhild 
living  in  the  same  household  as  his  stepfather.  The  bill  would  also 
authorize  States  to  determine  w^hether  a  man  is  a  "parent"  on  the  basis 
of  a  total  evaluation  of  his  relationship  with  the  child  'and  not  solely  on 
the  question  of  his  obligation  to  support.  The  determination  would 
have  to  consider  the  following  indications  of  the  existence  of  a  parental 
relationship : 

1.  The  individual  and  the  child  are  frequently  seen  together  in 
public  ; 

2.  The  individual  is  the  parent  of  a  half-brother  or  half-sister  of 
the  child ; 

3.  The  individual  exercises  parental  control  over  the  child ; 

4.  The  individual  makes  substantial  gifts  to  the  child  or  to  mem- 
bers of  his  family ; 

5.  The  individual  claims  the  child  as  a  dependent  for  income  tax 
purposes ; 

6.  The  individual  arranges  for  the  care  of  the  child  when  his  mother 
is  ill  or  absent  from  the  home ; 

7.  The  individual  assumes  responsibility  for  the  child  when  there 
occurs  in  the  child's  life  a  crisis  such  as  illness  or  detention  by  public 
authorities ; 

8.  The  individual  is  listed  as  the  parent  or  guardian  of  the  child 
in  school  records  which  are  designed  to  indicate  the  identity  of  the 
parents  or  guardians  of  children ; 

9.  The  individual  makes  frequent  visits  to  the  place  of  residence  of 
the  child ;  and 

10.  The  individual  gives  or  uses  as  his  address  the  address  of  such 
place  of  residence  in  dealing  with  his  employer,  his  creditors,  postal 
authorities,  other  public  authorities,  or  others  with  whom  he  may  have 
dealings,  relationships,  or  obligations. 

The  relationship  between  an  adult  individual  and  a  child  would  be 
determined  to  exist  in  any  case  only  after  an  evaluation  of  the  factors 
as  well  as  any  evidence  which  may  refute  any  inference  supported  by 
evidence  related  to  such  factors. 

Under  the  committee  bill,  the  use  of  this  provision  would  be 
optional  with  the  States.  If  a  State  affirmatively  exercised  its  op- 
tion, however,  it  would  have  to  comply  with  this  method  in  determin- 
ing the  child-father  relationship. 
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Denial  of  Welfare  for  Eefusal  To  Allow  Caseworker  in  Home 

In  1969  a  Federal  District  Court  ruled  on  constitutional  grounds 
that  a  State  could  not  terminate  welfare  payments  to  a  recipient  who 
refused  to  allow  a  caseworker  in  her  home.  In  1971,  the  Supreme 
Court  reversed  the  lower  court's  decision.  The  committee  agreed  to 
codify  the  Supreme  Court's  decision  in  the  statute  by  amending  the 
Act  to  permit  a  State  to  require  as  a  condition  of  eligibility  for  wel- 
fare that  a  recipient  allow  a  caseworker  to  visit  the  home  at  a  reason- 
able time  and  with  reasonable  advance  notice. 

Declaration  Method  of  Determining  Eligibility 

Generally  speaking,  the  usual  method  of  determining  eligibility  for 
public  assistance  has  involved  the  verification  of  information  provided 
by  the  applicant  for  assistance  through  a  visit  to  the  applicant's  home 
and  from  other  sources.  For  persons  found  eligible  for  assistance,  re- 
determination of  eligibility  is  required  at  least  annually,  and  similar 
procedures  are  followed. 

The  Department  of  Health,  Education,  and  Welfare  has  required 
States  to  use  a  simplified  or  "declaration  method"  for  aid  to  aged,  blind, 
and  disabled,  and  has  strongly  urged  that  this  method  be  used  in  the 
program  of  Aid  to  Families  with  Dependent  Children.  The  simplified 
or  "declaration  method"  provides  for  eligibility  determinations  to  be 
based  to  the  maximum  extent  possible  on  the  information  furnished  by 
the  applicant,  without  routine  interviewing  of  the  applicant  and  with- 
out routine  verification  and  investigation  by  the  caseworker.  The  com- 
mittee bill  precludes  the  use  of  the  declaration  method  by  law.  It  also 
explicitly  authorizes  the  States  in  the  statute  to  examine  the  applica- 
tion or  current  circumstances  and  promptly  make  any  verification  from 
independent  or  collateral  sources  necessary  to  insure  that  eligibility 
exists.  The  Secretary  could  not,  by  regulation,  limit  the  State's  author- 
ity to  verify  income  or  other  eligibility  factors. 

Recouping  Overpayments 

The  committee  agreed  to  provide  statutorily  that  overpayments 
constitute  an  obligation  of  an  individual  to  be  withheld  from  any 
future  assistance  payments  or  any  amounts  (other  than  Social  Secur- 
ity death  benefits)  owed  by  the  Federal  Government  to  the  individ- 
ual; in  addition,  overpayments  could  be  collected  through  ordinary 
collection  procedures. 

Ineligibility  for  Food  Stamps 

Under  the  committee  bill  (as  under  the  House  version),  individuals 
in  the  welfare  programs  will  not  be  eligible  for  food  stamps  or  surplus 
commodities.  States  would  be  assured  that  there  would  be  no  addi- 
tional expenses  to  them  if  they  adjust  their  welfare  payment  levels  to 
take  into  account  loss  of  entitlement  for  food  stamps,  so  that  recipients 
would  suffer  no  loss  of  income  as  a  result  of  losing  entitlement  to 
food  stamps. 
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Income  Disregarded 

Under  present  law  States  are  required,  in  determining  need  for  Aid 
to  Families  with  Dependent  Children,  to  disregard  the  first  $30  earned 
monthly  by  an  adult  plus  one-third  of  additional  earnings.  Costs  re- 
lated to  work  (such  as  transportation  costs)  are  also  deducted  from 
earnings  in  calculating  the  amount  of  the  welfare  benefit. 

Two  problems  have  been  raised  concerning  the  earned  income  dis- 
regard under  present  law.  First,  Federal  law  neither  defines  nor  limits 
what  may  be  considered  a  work-related  expense,  and  this  has  led  to 
great  variation  among  States  and  to  some  cases  of  abuse.  Secondly, 
some  States  have  complained  that  the  lack  of  an  upper  limit  on  the 
earned  income  disregard  lias  the  effect  of  keeping  people  on  welfare 
even  after  they  are  working  full  time  at  wages  well  above  the  poverty 
line. 

Until  the  committee's  new  employment  program  becomes  effective 
in  January,  1974,  the  earnings  disregard  formula  would  be  modified  by 
allowing  only  day  care  as  a  separate  deductible  work  expense  (with 
reasonable  limitations  on  the  amount  allowable  for  day  care  expenses) . 
States  would  be  required  to  disregard  the  first  $60  earned  monthly  by 
an  individual  working  full  time  ($30  for  an  individual  working  part 
time)  plus  one-third  of  the  next  $300  earned  plus  one-fifth  of  amounts 
earned  above  this.  This  differential  between  full  time  and  part  time 
employment  is  designed  to  encourage  those  who  are  able  to  move  into 
full  time  jobs. 

In  addition,  $20  of  child  support  payments  to  a  family  would  be  dis- 
regarded to  insure  that  a  family  receives  a  financial  benefit  when  efforts 
to  collect  child  support  are  successful. 

Once  the  employment  program  under  the  committee  bill  becomes 
effective,  however,  these  earned  income  exemptions  under  the  residual 
welfare  program  would  be  replaced  by  a  flat  monthly  exemption  of 
$20,  applicable  to  all  kinds  of  income  (with  a  separate  $20  disregard 
applicable  to  child  support  payments).  It  would  be  expected  that 
mothers  interested  in  working  w^ould  receive  their  work  incentives 
through  participating  in  the  employment  program  rather  than  by  re- 
maining on  welfare. 

In  order  to  prevent  the  State  Avelf are  proqfram  from  undermining  the 
objectives  of  the  Federal  employment  program,  the  States  would  have 
to  assume  for  purposes  of  supplemental  payments  provided  under 
AFDC  or  any  welfare  program  that  individuals,  who  are  eligible  to 
participate  in  the  employment  program  (but  no  longer  eligible  to  re- 
ceive their  basic  income  from  AFDC),  are  actually  participating  full 
time  in  the  employment  program  and  thus  receiving  $200  per  month. 
A  similar  rule  would  apply  to  mothers  with  children  under  age  6  who 
volunteer. 

Futhermore,  the  State  would  be  required  to  disregard  any  earnings 
between  $200  a  month  and  $375  a  month  (the  amount  an  employee 
would  earn  working  40  hours  a  week  at  $2.00  per  hour)  to  ensure  that 
the  incentive  system  of  the  workfare  program  is  preserved.  These 
earnings  disregards  would  be  a  flat  requirement ;  States  would  not  be 
required  to  take  into  account  work  expenses.  The  effect  of  this  require- 
ment would  be  to  give  a  participant  in  the  work  prorrram  a  strong  in- 
centive to  work  full  time  (since  earnings  of  $200  will  be  attributed  to 
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him  in  any  case) ,  and  it  would  not  interfere  with  the  strong  incentives 
he  would  have  to  seek  regular  employment  rather  than  working  for 
the  Government  at  $1.50  per  hour. 

The  table  below  shows  how  Avages  under  the  employment  program 
would  be  treated  for  State  welfare  purposes : 


Hours  worked  per  week                                None  20  32  40 

Hourly  wage___   $1.50  $1.50  $.200 

Approximate  actual  monthly  income                     0  $130  $200  $375 

Income  deemed  available  for  State  welfare 

purposes                                                 $200  $200  $200  $200 


Assistance  Levels 

Under  existing  law,  each  State  decides  the  level  of  assistance  it 
will  provide  for  AFDC  families.  The  committee  bill  generally  re- 
affirms the  right  of  the  State  to  make  this  determination.  In  moving 
to  a  block  grant  approach  which  involves  substantial  fiscal  relief, 
however,  the  committee  feels  it  is  appropriate  to  require  that  States 
could  not  reduce  payments  levels  to  AFDC  recipients  below  $1,600 
for  a  two-member  family,  $2,000  for  a  three-member  family,  and 
$2,400  for  a  family  of  four  or  more;  or,  if  payment  levels  ar(3  already 
below  these  amounts,  they  could  not  be  reduced  at  all. 

Right  To  Apply  for  Aid  and  To  Receive  It  With  Reasonable 

Promptness 

The  present  law  requires  that : 

All  individuals  wishing  to  make  application  for  Aid  to  Families 
with  Dependent  Children  shall  have  opportunity  to  do  so,  and 
that  Aid  to  Families  with  Dependent  Children  shall  be  furnished 
with  reasonable  promptness  to  all  eligible  individuals. 
The  committee  bill  would  reiterate  this  provision,  but  would  make 
clear  the  requirement  that  aid  be  furnished  "with  reasonable  prompt- 
ness" could  not  be  so  construed  as  to  interfere  with  other  requirements 
of  the  law^  such  as  seeking  a  mother's  cooperation  in  establishing 
paternity  and  seeking  support  payments,  or  verifying  information  on 
income,  resources  and  other  eligibility  factors. 

Appeals  Process 

Present  law  requires  that  a  State  plan  must  provide  for  granting 
an  opportunity  for  a  fair  hearing  before  the  State  agency  to  any  in- 
dividual whose  claim  for  aid  is  denied  or  not  acted  upon  with  reason- 
able promptness. 

On  March  23,  1970,  the  Supreme  Court  ruled  in  two  cases  {Gold- 
herg  v.  Kelly  (397  U.S.  254)  and  Wheeler  v.  Montgomery  (397  U.S. 
280) )  that  assistance  payments  could  not  be  terminated  before  a  re- 
cipient is  afforded  an  evidentiary  hearing.  The  decision  was  made  on 
the  constitutional  grounds  that  termination  of  payments  before  such 
a  hearing  would  violate  the  due  process  clause.  The  Court  argued 
that  welfare  payments  are  a  matter  of  statutory  entitlement  for  per- 
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sons  qualified  to  receive  them,  and  that  "it  may  be  realistic  today 
to  regard  welfare  entitlements  as  more  like  'property'  than  a  'gratu- 
ity.' *  *  *  The  constitutional  challenge  cannot  be  answered  by  an 
argument  that  public  assistance  benefits  are  'a  "privilege"  and  not  a 
"right." '  " 

The  HEW  regulations  based  on  the  court's  decision  (45  CFK  205.10) 
go  much  further  than  the  court  in  spelling  out  the  requirements  for 
fair  hearings.  The  tone  and  emphasis  of  the  regulations  is  shown  in 
these  excerpts :  "Agency  emphasis  must  be  on  helping  the  claimant  to 
submit  and  process  his  request,  and  in  preparing  his  case,  if  needed. 
The  welfare  agency  must  not  only  notify  the  recipient  of  his  right  to 
appeal,  it  must  also  notify  him  that  his  assistance  will  be  continued 
during  the  appeal  period  if  he  decides  to  appeal."  The  regulation  con- 
tinues: "prompt,  definitive,  and  final  administrative  action  will  be 
taken  within  60  days  from  the  date  of  the  request  for  a  fair  hearing, 
except  lohere  the  claimant  requests  a  dela.y  in  the  hearing''''  (emphasis 
added). 

The  committee  bill  deals  with  this  situation  by  requiring  State 
welfare  agencies  to  reach  a  final  decision  on  the  appeal  of  a  w^elfare 
recipient  within  30  days  following  the  day  the  recipient  was  notified 
of  the  agency's  intention  to  reduce  or  terminate  assistance.  The 
bill  would  also  require  the  repayment  to  the  agency  of  amounts 
which  a  recipient  received  prior  to  the  appeal  decision  if  it  was 
determined  that  the  recipient  was  not  entitled  to  them.  Any  amounts 
not  repaid  would  be  considered  an  obligation  of  the  recipient  and 
would  be  recouped  in  the  same  manner  as  other  overpayments.  In 
addition,  the  committee  bill  would  stipulate  that  the  recipient  has  a 
right  to  appeal  at  a  higher  administrative  level  but  that  payments 
need  net  be  continued  once  an  initial  adverse  determination  has  been 
made  on  the  local  level  at  a  hearing  at  which  evidence  can  be  presented. 

The  committee  provision  was  designed  to  assure  that  the  appeals 
procedures  would  be  handled  expeditiously  by  the  State  and  also  to 
assure  that  appeals  would  not  be  made  frivolously. 

Safeguarding  Information 

The  statutes  in  all  of  the  Avelf  are  programs  under  the  Social  Security 
x\ct  provide  safeguards  Avhich  restrict  the  use  or  disclosure  of  infor- 
mation concerning  applicants  and  recipients  to  purposes  directly  con- 
nected with  the  administration  of  each  welfare  program.  Reojulations 
issued  by  the  Department  of  Health,  Education,  and  Welfare  state 
that  the  same  policies  apply  to  requests  for  information  from  a  gov- 
ernT^pi->tpl  nn^^-oritv,  the  courts  or  law  enforcement  officials  as  from 
any  other  outside  source. 

rhe  committee  bill  re-enacts  these  statutory  provisions  for  AFDC 
but  includes  features  making  it  clear  that  this  requirement  may  not  be 
used  to  prevent  a  court,  prosecuting  attorney,  tax  authority,  law  en- 
forcement official,  legislative  body  or  other  public  official  from  obtain- 
ing information  in  connection  with  his  official  duties  including  the 
collection  of  support  payments  or  prosecuting  fraud  or  other  criminal 
or  civil  violations. 
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Community  Work  and  Training  Programs 

Prior  to  the  enactment  of  the  Work  Incentive  Program  as  part  of 
the  1967  Social  Security  Amendments,  the  Federal  statute  permitted 
Federal  matching  of  AFDC  payments  made  to  recipients  participating 
in  a  community  work  training  program.  Since  the  enactment  of  the 
Work  Incentive  Program,  however,  the  Department  of  Health,  Edu- 
cation, and  Welfare  has  taken  the  position  that  the  Federal  Govern- 
ment will  not  share  in  AFDC  payments  to  recipients  who  are  required 
by  State  law  to  participate  in  an  employment  program — unless  the 
program  is  part  of  the  Work  Incentive  Program.  The  committee  bill 
provides  that  during  the  period  between  enactment  of  the  House  bill 
and  the  effective  date  of  the  new  Federal  employment  program,  the 
community  work  training  provisions  in  the  law  prior  to  the  1967 
amendments  would  be  applied  so  that  States  wishing  to  have  such 
programs  in  the  interim  could  do  so. 

Protective  Payments  for  Children 

The  committee  bill  requires  States  under  the  AFDC  program 
to  take  certain  actions  to  assure  that  welfare  payments  are  iDeing 
used  in  the  best  interests  of  children.  Existing  law  provides  that  when 
the  welfare  agency  has  reason  to  believe  that  the  AFDC  payments  are 
not  used  in  the  best  interests  of  the  child,  it  "may"  provide  counseling 
and  guidance  services  so  that  the  mother  will  use  the  payments  in  the 
best  interests  of  the  child.  This  failing,  the  agency  "may"  resort  to 
protective  payments  to  a  third  party  who  will  use  the  funds  for  the 
best  interest  of  the  child.  The  committee  bill  makes  these  procedures 
mandatory  in  such  cases. 

Requirement  for  Statewideness  for  Social  Services 

The  Social  Security  Act  requires  that  social  services  (including 
child  care  and  family  planning  services)  under  the  welfare  programs 
be  in  effect  in  all  political  subdivisions  of  a  State  in  order  for  the 
State  to  obtain  Federal  matching  funds.  This  requirement  of  state- 
wideness has  sometimes  delayed  the  provision  of  these  services.  The 
committee  agreed  to  permit  the  Secretary  to  waive  the  requirement  of 
statewideness  for  services. 

Social  Services 

The  Committee  also  approved  an  amendment  to  limit  Federal  fund- 
ing for  social  services. 

The  Committee  amendment  is  similar  to  the  measure  the  Congress 
will  soon  be  acting  upon  in  connection  with  the  State  and  Local  Fiscal 
Assistance  Act  of  1972. 

Under  the  amendment.  Federal  matching  for  social  services  to  the 
aged,  blind  and  disabled,  and  those  provided  under  Aid  to  Families 
With  Dependent  Children  would  be  subject  to  a  State-by-State  dollar 
limitation,  effective  beginning  fiscal  year  197r3.  Each  State  would  be 
limited  to  its  share  of  $2,500,000,000  based  on  its  proportion  of  popu- 
lation in  the  United  States.  Child  care,  family  planning,  services  pro- 
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vided  to  a  mentally  retarded  individual,  services  related  to  the  treat- 
ment of  drug  addicts  and  alcoholics,  and  services  provided  a  child  in 
foster  care  could  be  provided  to  persons  formerly  on  welfare -or  likely 
to  become  dependent  on  welfare  as  well  as  present  recipients  of  welfare. 
At  least  90  percent  of  expenditures  for  all  other  social  services,  how- 
ever, would  have  to  be  provided  to  individuals  receiving  aid  to  the  aged, 
blind,  and  disabled  (or  supplemental  security  income),  care  and  treat- 
ment for  drug  addiction  or  alcoholism,  or  aid  to  families  with  de- 
pendent children.  Until  a  State  reaches  the  limitation  on  Federal 
matching,  75  percent  Federal  matching  would  continue  to  be  applic- 
able for  social  services  as  under  present  law\ 

Under  the  amendment,  services  necessary  to  enable  AFDC  recipi- 
ents to  participate  in  the  Work  Incentive  Program  would  not  be  sub- 
ject to  the  limitation  described  above;  they  would  continue  as  under 
present  law,  with  90  percent  Federal  matching  and  with  funding  of 
these  services  limited  to  the  amounts  appropriated.  In  addition,  Fed- 
eral matching  for  emergency  social  services  would  be  reduced  from  75 
percent  to  50  percent. 

Family  Planning  Services 

The  committee  approved  payment  by  the  Federal  Government  of 
100  percent  of  the  cost  of  Family  Planning  Services  as  compared  with 
75  percent  under  present  law\  Funding  for  family  planning  would  not 
be  subject  to  the  $2.5  billion  limitation. 

Eliminate  Statutory  Requirement  of  Individual  Program  of 
Services  for  Each  Family 

Present  law  requires  States  to  develop  an  individual  program  of 
services  for  each  family  receiving  AP^DC.  This  has  proven  to  be  an 
unnecessary  administrative  burden.  The  committee  agreed  to  delete 
this  statutory  requirement. 

Supportive  Services  for  Participants  in  the  WIN  Program 

Until  the  Government  Employment  Program  begins  on  January  1, 
1974,  the  committee  bill  would  continue  90  percent  Federal  matching 
for  supportive  services  other  than  family  planning  services  to  enable 
AFDC  recipients  to  participate  in  the  Work  Incentive  Program. 

Emergency  Assistance  for  Migrant  Families  With  Children 

Under  existing  law,  emergency  assistance  may,  at  the  option  of  the 
States,  be  provided  to  needy  migrant  families  in  crisis  situations,  and 
it  may  be  provided  either  statewide  or  in  part  of  the  State.  Emergency 
assistance  programs  have  been  adopted  in  about  half  of  the  States,  and 
they  receive  50  percent  Federal  matching.  Under  the  law,  assistance 
may  be  furnished  for  a  period  not  in  excess  of  30  days  in  any  12-month 
period  in  cases  in  which  a  child  is  without  available  resources  and  the 
payments,  care,  or  services  involved  are  necessary  to  avoid  destitution 
of  the  child  or  to  provide  living  arrangements  for  the  child.  The  com- 
mittee bill  (1)  requires  that  all  States  have  a  program  of  emergency 
assistance  to  migrant  families  with  children;  (2)  requires  that  the 
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program  be  statewide  in  application;  and  (3)  provides  75  percent 
Federal  matching  for  emergency  assistance  to  migrant  families. 

Making  Establishment  of  Advisory  Committee  Optional 

Regulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  in  1969  require  States  to  establish  a  welfare  advisory  com- 
mittee for  AFDC  and  child  welfare  programs  "at  the  State  level  and 
at  local  levels  where  the  programs  are  locally  administered,"  with  the 
cost  of  the  advisory  committees  and  their  staffs  borne  by  the  States 
(with  Federal  matching)  as  part  of  the  cost  of  administering  the  wel- 
fare programs.  The  committee  bill  makes  the  establishment  of  such 
committees  optional  with  the  States. 

Administrative  Costs 

The  committee  agreed  that  the  Federal  Government  would  continue 
to  pay  50  percent  of  the  cost  of  administration  of  the  AFDC  program 
including  administrative  costs  related  to  the  provision  of  Social 
Services. 

Federal  Financial  Participation  in  Welfare  Payments 

The  committee  bill  would  make  a  major  change  in  the  basic  method 
of  Federal  funding  for  AFDC  by  providing  a  block  Federal  grant 
with  substantially  more  Federal  funds  than  are  now  provided  under 
present  law.  This  approach  is  described  in  detail  under  the  heading 
"Fiscal  Relief  for  States." 
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TABLE  7.— RECIPIENTS  OF  AID  TO  FAMILIES  WITH  DEPEND- 
ENT CHILDREN,  DECEMBER  OF  SELECTED  YEARS 


Year 

Number  of 
recipients 

Percent  increase 
since  1960 

1940  

1,222,000 
943,000 
2,233,000 

2,192,000 
3,073,000 
3,566,000 

1945  

1950  

1955  

1960  

1961  

+  16 

1962  

1963  

1964  

3,789,000 
3,990,000 
4,219,000 

+24 
+28 
+38 

1965  

1966  

1967  

4,396,000 
4,666,000 
5,309,000 

+44 
+52 
+73 

1968  

1969  

1970  

6,086,000 
7,313,000 
9,659,000 

+98 
+  138 
+215 

1971  

1972^  

1973:^ 

Ourrpnt  law 

Committee  bill  

1974: ' 

Current  law  

Committee  bill:  persons  eligi- 
ble to  receive  basic  income 
from  AFDC  

10,651,000 
12,573,000 

1  Ron  nnn 
'  13,800,000 

14,900,000 
'  8,940,000 

+247 
+311 

+349 
+385 

+  191 

1  Estimated. 

2  Some  reduction  of  caseload  may  be  anticipated  because  of  committee  amend- 
ments related  to  eligibility  rules  and  administration;  the  extent  of  the  reduction 
will  largely  depend  upon  State  action. 

3  Reflects  estimate  that  about  40  percent  of  current  caseload  will  no  longer  be 
eligible  to  get  basic  income  from  AFDC. 


Source:  Department  of  Health,  Education,  and  Welfare. 
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Statistical  Material 


TABLE  8.-AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN: 

INCOME  ELIGIBILITY  LEVEL  FOR  PAYMENTS  AND  LARGEST 
AMOUNT  PAID  TO  FAMILY  OF  4,  BY  STATE,  JULY  1972 


Income 

Largest 

eligibility 

amount 

level  for 

paid  for 

payments 

basic  needs 

Alabama  

  ^Zou 

$97 

Alaska  

400 

300 

Arizona  

266 

173 

Arkansas  

210 

106 

California  

280 

280 

uolorado  

  Zoo 

Zoo 

Connecticut 

335 

335 

Delaware  

287 

158 

District  of  Columbia  

245 

245 

Florida  

223 

145 

Georgia  

1  CO 

  loo 

149 

Hawaii  

268 

268 

Idaho  

278 

278 

Illinois  

273 

273 

Indiana  

355 

175 

1  owa  

  z^■o 

Z^-o 

Kansas  

322 

322 

Kentucky  

  193 

193 

Louisiana  

114 

114 

Maine  

  349 

168 

Maryland  

  200 

200 

Massachusetts  

318 

318 

Michigan  

  316 

316 

Minnesota  

  324 

324 

Mississippi  

  277 

60 

Missouri  

313 

130 

Montana.  

206 

206 

Nebraska  

274 

226 

Nevada  

176 

176 

New  Hampshire  

294 

294 

New  Jersey  

324 

324 

New  Mexico  

  203 

179 

New  York  

333 

333 

North  Carolina  

172 

172 

North  Dakota  

  300 

300 
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TABLE  8.-AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN: 

INCOME  ELIGIBILITY  LEVEL  FOR  PAYMENTS  AND  LARGEST 
AMOUNT  PAID  TO  FAMILY  OF  4,  BY  STATE,  JULY  1972- 
Continued 


Income 

Largest 

o  1  in  1 K 1 1 
CI  1  y  1  u  1 1 1  ly 

dmuun  I 

level  for 

paid  for 

payments 

basic  needs 

Ohio  

  $200 

$200 

Oklahoma   

  189 

189 

Oregon .'  

  ^i4o 

rennsyivania  

  oUi 

oUi 

Knoae  isiana  

  ^OD 

South  Carolina  

  ^Uo 

South  Dakota  

  270 

270 

Tpnnpccpp 

217 

132 

Texas  

  148 

148 

Utah  

235 

235 

Vermont  

  319 

319 

Virginia  

  261 

261 

Washington  

  290 

290 

West  Virginia  

  146 

146 

Wisconsin  

  311 

311 

Wyoming   

  260 

227 

Source:  Department  of  Health,  Education,  and  Welfare. 

I.  Child  Support 


The  committee  has  long  been  aware  of  the  impact  of  deserting 
fathers  on  the  rapid  and  uncontrolled  growth  of  families  on  AFDC. 
As  early  as  1950,  the  Congress  provided  for  the  prompt  notice  to  law 
enforcement  officials  of  the  furnishing  of  AFDC  with  respect  to  a 
child  that  had  been  deserted  or  abandoned.  In  1967,  the  committee  in- 
stituted what  it  believed  would  be  an  effective  program  of  enforcement 
of  child  support  and  determination  of  paternity.  Due  to  a  total  lack 
of  leadership  by  the  Department  of  HEW,  most  States  have  not  im- 
plemented these  provisions  in  a  meaningful  way.  The  committee  be- 
lieves, therefore,  that  a  new  legislative  thrust  is  required  in  this  area 
which  will  create  a  mechanism  to  obtain  compliance  with  the  law. 
The  major  elements  of  this  proposal  have  been  adapted  from  those 
States  which  have  been  the  most  successful  in  establishing  effective 
programs  of  child  support  and  determination  of  paternity.  Some  of 
the  modes  of  assistance  which  are  created  by  the  committee  plan  will 
be  available  to  deserted  families  generally,  regardless  of  welfare 
status.  It  is  hoped  that  making  these  provisions  available  to  all  de- 
serted families  will  prevent  further  expansion  of  the  welfare  rolls. 

Present  law  requires  that  the  State  welfare  agency  establish  a  sep- 
arate, identified  unit  whose  purpose  is  to  undertake  to  determine  the 
paternity  of  each  child  receiving  welfare  who  was  born  out  of  wed- 
lock, and  to  secure  support  for  him;  if  the  child  has  been  deserted 
or  abandoned  by  his  parent,  the  welfare  agency  is  required  to  secure 
support  for  him  from  the  deserting  parent,  utilizing  any  reciprocal 
arrangements  adopted  with  other  States  to  obtain  or  enforce 
court  orders  for  support.  The  State  welfare  agency  is  further  required 
to  enter  into  cooperative  arrangements  with  the  courts  and  with  law 
enforcement  officials  to  carry  out  this  program.  Access  is  authorized 
to  both  Social  Security  and  (if  there  is  a  court  order)  to  Internal 
Revenue  Service  records  in  locating  deserting  parents.  The  effective- 
ness of  the  provisions  of  present  law  have  varied  widely  among  the 
States. 

Assignment  of  Eight  to  Collection  of  Support  Payments 

In  some  instances,  mothers  may  have  personal  reasons  for  fearing  to 
cooperate  in  identifying  and  securing  support  payments  from  the 
father  of  the  child.  To  protect  the  mother,  and  also  to  allow  for  a  more 
systematic  approach  for  the  collection  of  support  payments,  the  com- 
mittee approved  an  amendment  requiring  a  mother,  as  a  condition  pf 
eligibility  for  welfare,  to  assign  her  right  to  support  payments  to  the 
Government  and  to  require  her  cooperation  in  identifying  and  locat- 
ing the  father  and  in  obtaining  any  money  or  property  due  the  family 
or  Government.  The  assignment  of  family  support  rights  would  be 
to  the  Federal  Government,  and  the  Department  of  Justice  would 
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be  authorized  to  delegate  these  rights  to  those  States  which  have 
effective  programs  of  determining  paternity  and  obtaining  child  sup- 
port. The  Attorney  General  would  also  be  authorized  to  delegate  such 
collection  rights  to  counties  that  have  effective  programs,  but  only  if 
the  State  as  a  whole  did  not. 

If  the  Attorney  General  found  that  a  State  did  not  have  an  effec- 
tive program,  the  collection  rights  would  remain  with  the  Federal 
Government  and  would  be  enforced  by  Federal  attorneys  in  either 
State  or  Federal  Courts.  OEO  lawyers  would  be  made  available  to  as- 
sist Justice  Department  attorneys  in  carrying  out  their  responsibility. 
In  this  situation  the  Federal  Governmeiit  would  retain  the  full  amount 
not  payable  to  the  family. 

The  House  bill  provided  that  the  Federal  share  for  State  expenses 
for  establishing  paternity  and  securing  support  should  be  increased 
from  50  to  75  percent.  The  committee  adopted  this  provision,  but 
with  a  proviso  that  there  be  no  Federal  participation  in  such  State 
programs  which  do  not  meet  the  Attorney  General's  standards  of 
effectiveness. 

Locating  a  Deserting  Parent;  Access  to  Information 

Under  the  committee  bill,  the  State  or  local  Government  would  pro- 
ceed to  locate  the  absent  parent,  using  any  information  available  to  it, 
such  as  the  records  of  the  Internal  Revenue  Service  and  the  Social  Se- 
curity Administration.  The  committee  bill  extends  access  to  these  Fed- 
eral records  to  any  parent  seeking  support  from  a  deserting  spouse 
regardless  of  whether  the  family  was  on  welfare.  Non- welfare  families 
desiring  to  use  this  means  of  finding  the  absent  parent  would  make  the 
necessary  application  at  local  welfare  offices.  The  Federal  Govern- 
ment would  have  to  be  reimbursed  for  the  cost  of  these  services  by  the 
welfare  agency  or  the  individual  if  a  welfare  case  was  not  involved. 

As  a  further  aid  in  location  efforts,  welfare  information  now  with- 
held from  public  officials,  under  regulations  concerning  confidential- 
ity, would  be  made  available  by  the  committee  bill ;  this  information 
Avould  also  be  available  for  other  official  purposes. 

Incentives  for  States  and  Localities  To  Collect  Support  Payments 

Under  present  law,  when  a  State  or  locality  collects  support  pay- 
ments owed  by  a  father,  the  Federal  Government  is  reimbursed  for  its 
share  of  the  cost  of  welfare  payments  to  the  family  of  the  father ;  the 
Federal  share  currently  ranges  between  50  percent  and  83  percent,  de- 
pending on  State  per  capita  income.  In  a  State  with  50  percent  Federal 
matching,  for  example,  the  Federal  Government  is  reimbursed  $50 
for  each  $100  collected,  while  in  a  State  with  75  percent  Federal 
matching  the  Federal  Government  is  reimbursed  $75  for  each  $100 
collected. 

Consistent  with  the  committee's  block-grant  approach  for  AFDC, 
and  as  an  incentive  for  the  development  of  effective  State  and  local 
programs,  the  committee  bill  provides  that  the  entire  amount  of  any 
savings  in  welfare  payments  from  support  collections  would  remain 
with  the  States.  If,  hoAvever,  the  actual  collection  and  determination 
of  paternity  mechanism  is  carried  out  by  local  authority,  the  State 
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would  pay  25  percent  of  the  governmental  share  of  the  support  collec- 
tions for  a  12-month  period  to  such  authority. 

In  the  situation  where  the  location  of  runaway  parents  and  the 
enforcement  of  support  orders  is  carried  out  by  a  State  other  than 
that  in  which  the  deserted  family  resides,  the  State  or  local  authority 
which  actually  carries  out  the  location  and  enforcement  functions 
will  be  paid  the  25  percent  bonus. 

The  committee  bill  provides,  that  the  Federal  Government  would 
have  to  be  reimbursed  for  any  Federal  costs  incurred  by  the  States 
and  localities  in  their  collection  and  determination  of  paternity 
efforts. 

Voluntary  Approach 

The  committee  expects  that  most  States  will  find  it  desirable  to  en- 
courage parents  to  enter  into  voluntary  arrangements  for  making 
regular  support  payments;  legal  action  would  be  used  to  the  extent 
that  voluntary  agreements  have  proven  or  are  likely  to  prove  unsuc- 
cessful. The  use  of  the  voluntary  agreement  can  avoid  the  need  for 
court  action  and  formal  collection  procedures.  The  record  of  the  State 
of  Washington  in  collecting  support  payments  voluntarily  was  high- 
lighted in  a  recent  study  by  the  General  Accounting  Office  as  a  key 
element  in  their  support  collection  program ;  hopefully,  the  experience 
of  Washington  State  can  serve  as  a  model  for  all  States. 

Civil  Action  To  Obtain  Support  Payments 

Where  the  voluntary  approach  is  not  successful,  the  committee's 
bill  provides  for  strong  legal  remedies.  The  States,  as  agents  of  the 
Federal  Government,  in  enforcing  the  support  rights  assigned  to  them 
by  welfare  applicants  would  have  available  to  them  all  the  enforce- 
ment and  collection  mechanisms  available  to  the  Federal  Govern- 
ment, including  the  use  of  the  Internal  Revenue  Service  to  garnishee 
the  wages  of  the  absent  parent.  If  these  mechanisms  are  utilized  the 
Federal  Government  would  have  to  be  reimbursed  on  a  cost  basis. 

Distribution  of  Collections 

The  first  $20  of  any  support  collected  in  a  month  will  be  disregarded 
and  the  remainder  will  be  used  to  offset  or  reduce  the  AFDC  payment 
to  the  family  for  the  month.  If  the  support  payment  is  sufficient  to 
entirely  offset  the  family's  AFDC  eligibility  for  the  month,  the  entire 
support  payment  up  to  the  amount  of  the  family's  support  needs  under 
a  court  order  or  voluntary  agreement  will  go  to  the  family  and  any 
excess  Avill  be  returned  to  the  State  as  a  reimbursement  i  or  past  welfare 
payments. 

Residual  Obligation  to  Federal  Government 

The  welfare  payment  would  serve  as  the  basis  of  a  continuing  mone- 
tary obligation  of  the  deserting  parent  to  the  United  States.  The 
obligation  would  be  the  lesser  of  the  welfare  assistance  paid  to  the 
family,  or  50  percent  of  the  deserting  spouse's  income  but  not  less  than 
$50  a  month. 
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A  waiver  of  all  or  part  of  the  Federal  obligation  might  be  allowed 
upon  a  showing  of  good  cause. 

Criminal  Action 

The  committee  bill  has  provided  for  Federal  criminal  penalties  for 
an  absent  parent  who  has  not  fulfilled  his  obligation  to  support  his 
family  and  the  family  receives  welfare  payments  in  which  the  Federal 
Government  participates.  His  obligation  to  support  would  be  deter- 
mined by  applying  State  civil  and/or  criminal  law.  The  sanctions  for 
failure  to  support  could  include  a  penalty  of  50  percent  of  the  amount 
owed  or  a  fine  of  up  to  $1,000  or  imprisonment  for  up  to  1  year  or  a 
combination  of  these. 

Determining  Paternity 

The  committee  believes  that  an  AFDC  child  has  a  right  to  have  its 
paternity  ascertained  in  a  fair  and  efficient  manner.  Although  this  may 
m  some  cases  conflict  with  the  mother's  short-term  interests,  the  com- 
mittee feels  that  the  child's  right  to  support,  inheritance,  and  his  right 
to  know  who  his  father  is  deserves  the  higher  social  priority.  In  1967, 
Congress  enacted  legislation  requiring  the  States  to  establish  programs 
to  establish  the  paternity  of  AFDC  children  born  out  of  wedlock  so 
that  support  could  be  sought.  The  effectiveness  of  this  provision  was 
greatly  curtailed  both  by  the  failure  of  the  Department  of  Health, 
Education,  and  Welfare  to  exercise  any  leadership  role  and  also  by 
Court  interpretations  of  Federal  law  in  decisions  which  prevented 
State  welfare  agencies  from  requiring  that  a  mother  cooperate  in 
identifying  the  father  of  a  child  born  out  of  wedlock. 

cooperation  of  mother 

The  committee  has  made  cooperation  in  identifying  the  absent  par- 
ent a  condition  for  AFDC  eligibility.  As  a  further  incentive  for  co- 
operation, the  first  $20  a  month  in  support  collections  would  be  disre- 
garded for  purposes  of  determining  the  amounts  of  welfare  payments 
to  the  family.  Thus,  the  family  would  always  be  better  off  if  support 
payments  were  made  by  the  absent  parent. 

BLOOD  GROUPING  LABORATORIES 

The  committee  has  also  taken  additional  steps  to  provide  for  a  more 
effective  system  of  determining  paternity. 

First,  a  father  not  married  to  the  mother  of  his  child  would  be  re- 
quired to  sign  an  affidavit  of  paternity  if  he  agreed  to  make  support 
payments  voluntarily  in  order  to  avoid  court  action.  Most  States  do 
not  permit  initiation  of  paternity  actions  more  than  two  or  three 
years  after  the  child's  birth;  the  affidavit  would  serve  as  legal  evi- 
dence of  paternity  in  the  event  that  court  action  for  support  should 
later  become  necessary. 

Second,  there  is  evidence  that  blood  typing  techniques  have  devel- 
oped to  such  an  extent  that  they  may  be  used  to  establish  evidence  of 
paternity  at  a  level  of  probability  acceptable  for  legal  determinations. 

Moreover,  if  blood  grouping  is  conducted  expertly,  the  possibility 
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of  error  can  all  but  be  eliminated.  Therefore,  the  committee  adopted 
a  provision  to  authorize  and  direct  the  Department  of  Health,  Educa- 
tion, and  Welfare  to  establish  or  arrange  for  regional  laboratories 
that  can  do  blood  typing  for  purposes  of  establishing  paternity, 
so  that  the  State  agencies  and  the  courts  would  have  this  expert  evi- 
dence available  to  them  in  paternity  suits.  No  requirement  would  be 
made  in  Federal  law  that  blood  tests  be  made  mandatory.  The  services 
of  the  laboratories  would  be  available  to  courts  with  respect  to  any 
paternity  proceeding,  not  just  a  proceeding  brought  by,  or  for,  a  wel- 
fare recipient. 

Leadership  Role  of  Justice  Department 

To  coordinate  and  lead  efforts  to  obtain  child  support  payments, 
the  committee  action  would  require  each  U.S.  Attorney  to  designate 
an  assistant  who  would  be  responsible  for  child  support.  This  Assistant 
U.S.  Attorney  w^ould  assist  and  maintain  liaison  with  the  States  in 
their  support  collection  efforts  and  would  undertake  Federal  action 
as  necessary.  He  would  be  required  to  submit  a  quarterly  report  to 
Congress  concerning  child  support  activities. 

The  committee  bill  requires  that  records  be  maintained  by  the  Attor- 
ney General  of  the  amounts  of  support  collected  and  of  the  administra- 
tive expenditures  incurred  in  the  collection  effort  and  that  he  submit 
an  annual  report  to  Congress.  Amounts  collected  but  not  otherwise 
distributed  would  be  deposited  in  a  separate  account  which  would 
finance  the  expenses  of  the  Federal  collection  efforts.  An  authoriza- 
tion for  an  appropriation  would  be  included  for  the  contingency  of 
a  deficit  in  this  fund  in  order  to  reimburse  the  Departments  of  J ustice 
and  Treasury  for  their  expenses  in  this  area. 

Attachment  or  Federal  Wages 

State  officials  have  recommended  that  legislation  be  enacted  per- 
mitting garnishment  and  attachment  of  Federal  wages  and  other  obli- 
gations (such  as  income  tax  refunds)  where  a  support  order  or  judg- 
ment exists.  At  the  present  time,  the  pay  of  Federal  employees, 
including  military  personnel  is  not  subject  to  attachment  for  purposes 
of  enforcing  court  orders,  including  orders  for  child  support  or 
alimony.  The  basis  for  this  exemption  is  apparently  a  finding  by  the 
courts  that  the  attachment  procedure  involves  the  immunity  of  the 
United  States  from  suits  to  which  it  has  not  consented. 

The  committee  bill  would  specifically  provide  that  the  wages  and 
employment-related  annuities  of  Federal  employees  including  military 
personnel,  and  other  payments  under  Federal  programs  be  subject  to 
garnishment  in  support  and  alimony  cases.  This  committee  amend- 
ment would  be  applicable  whether  or  not  the  family  bringing  the 
garnishment  proceeding  is  on  the  welfare  rolls. 

Child  Support  Under  Workfare 

A  deserted  parent  participating  in  the  workfare  program  could  take 
advantage  of  the  support  collection  and,  where  applicable,  the  pa- 
ternity determination  mechanism  provided  in  the  committee  bill.  The 
cost  of  collection,  however,  would  be  deducted  from  the  amounts  re- 
covered and  the  balance  would  be  turned  over  to  the  deserted  family. 
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Effective  Dates 

Unless  otherwise  indicated  in  the  bill,  new  features  added  by  the 
collection  of  support  and  determination  of  paternity  provision  would 
be  effective  January  1, 1973. 

TABLE  9.— AFDC  FAMILIES  BY  PARENTAGE  OF  CHILDREN, 

1971 


Parentage 

Number 

Percent 

Total  

2,523,900 

100.0 

Same  mother  and  same  father  

Same  mother,  but  2  or  more  different  fa- 
thers  

Same  father,  but  2  or  more  different 
mothers  

2  or  more  different  mothers  and  2  or  more 
different  fathers  

Unknown  

1,800,200 

638,400 

5,200 

53,400 
26,700 

71.3 

25.3 

.2 

2.1 
1.1 

Source:  Department  of  Health,  Education,  and  Welfare, 

TABLE  10.— AFDC  FAMILIES  WITH  SPECIFIED  NUMBER  OF 
ILLEGITIMATE  RECIPIENT  CHILDREN,  1971 

Number  of  children 

Number 

Percent 

Total  

2,523,900 

100.0 

None  

1  

2  

1,426,000 
559,600 
262,400 

56.5 
22.2 
10.4 

3  

4  

5  

6  or  more  

129,600 
71,700 
37,300 
37,300 

5.1 
2.8 
1.5 
1.5 

Source:  Department  of  Health,  Education,  and  Welfare. 
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TABLE  11.— AFDC  FAMILIES  BY  STATUS  OF  FATHER,  1961, 
1967,  1969,  AND  1971 


Percent  of  families  in— 


Status  1961       1967       1969  1971 


Total   100.0   100.0   100.0  100.0 


Dead  

7.7 

5.5 

5.5 

4.3 

Incapacitated  

18.1 

12.0 

11.5 

9.8 

Unemployed  

5.2 

5.1 

4.8 

6.1 

Absent  from  the  home: 

Divorced  

:1  1 

12.6 

13.7 

14.2 

Legally  separated  

2.7 

2.8 

2.9 

Separated  without  court 

decree  

8.2 

9.7 

10.9 

12.9 

Deserted  

18.6 

18.1 

15.9 

15.2 

Not  married  to  mother  

21.3 

26.8 

27.9 

27.7 

In  prison  

4.2 

3.0 

2.6 

2.1 

Absent  for  another  reason . . . 

.6 

1.4 

1.6 

1.2 

Subtotal  

66.7 

74.2 

75.4 

76.2 

Other  status: 

Stepfather  case  

Children  not  deprived  of  sup- 
port or  care  of  father,  but 

of  mother  

Not  reported  


1.9  1.9 


2.2 


1.3 


.9 

O 


2.6 


.9 
.1 


1  Less  than  0.05. 

Source:  Department  of  Health,  Education,  and  Welfare. 
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TABLE  12.-AFDC  FAMILIES  BY  WHEREABOUTS  OF  FATHER, 

1971 


Whereabouts  Number  Percent 


Total   2,523,900  100.0 


In  the  home   472,900  18.7 

In  an  institution: 

Mental  institution   8,000  .3 

Other  medical  institution   11,200  .4 

Prison  or  reformatory   75,300  3.0 

Not  in  the  home  or  an  institution;  he  is 
residing  in: 

Same  county   469,200  18.6 

Different  county;  same  State   156,300  6.2 

Different  State  and  in  the  United 

States   230,900  9.1 

A  foreign  country   27,100  1.1 

Whereabouts  unknown   959,600  38.2 

Inapplicable  (father  deceased)   113,400  4.3 


Source:  Department  of  Health,  Education,  and  Welfare. 


J.  Fiscal  Relief  for  States 


The  committee  is  well  aware  that  the  growth  of  the  welfare  rolls 
since  1967  has  been  one  of  the  significant  factors  in  bringing  about  the 
fiscal  crisis  currently  facing  State  and  local  governments.  Under  the 
committee  bill  therefore,  the  fiscal  burden  on  the  States  will  be  sub- 
stantially decreased  through  increases  in  the  Federal  funding  of  as- 
sistance payments  in  AFDC  and  the  Federal  administration  and  fund- 
ing of  the  supplemental  security  income  program  for  the  aged,  blind 
and  disabled,  as  well  as  through  indirect  fiscal  relief  resulting  from 
improvements  which  the  committee  bill  makes  in  the  general  structure 
of  the  welfare  programs. 

Over  the  next  2i/^  years,  the  bill  provides  $3.5  billion  in  fiscal 
relief  to  the  States.  Of  this,  $2.3  billion  represents  fiscal  relief  in  1974, 
the  first  year  the  new  employment  programs  are  fully  effective.  The 
table  below  shows  the  detail  for  each  of  the  years  1972-74. 


[Dollars  in  billions] 


1972 


1973 


1974 


Total 


Aid  to  the  aged,  blind,  and 
disabled  

Aid  to  families  with  dependent 
children  


$0.4  $0.8 


$0.9 


1.4 


$0.9 


2.6 


Total 


.4 


.8 


2.3 


3.5 
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As  passed  by  the  House,  H.K.  1  would  have  increased  social  security 
cash  benefits  by  $3.9  billion  in  1973.  More  than  half  of  this  amount 
related  to  a  5-percent  across-the-board  benefit  increase  in  the  House 
bill. 

In  the  course  of  the  committee's  consideration  of  the  House  bill, 
social  security  amendments  were  enacted  as  part  of  Public  Law  92-336. 
This  law  provides  for  a  20-percent  across-the-board  increase  in  bene- 
fits, effective  with  respect  to  checks  received  by  beneficiaries  early  in 
October  1972.  The  new  law  also  provides  for  automatic  increases  in 
social  security  benefits  as  the  cost  of  living  rises,  and  provides  for  an 
increase  both  in  wages  subject  to  the  social  security  tax  (from  $9,000 
in  1972  to  $10,800  in  1973,  to  $12,000  in  1974,  with  automatic  increases 
in  the  limit  of  wages  taxable  thereafter)  and  in  the  social  security  tax 
rates. 

In  view  of  this  action  by  the  Congress,  the  committee  deleted  the 
5-percent  across-the-board  benefit  increase  in  the  House  bill.  However, 
the  committee  bill  does  provide  about  $3i/^  billion  in  additional  social 
security  benefits,  over  $li/^  billion  more  than  provided  in  comparable 
provisions  of  the  House  bill.  Most  of  the  provisions  in  the  committee 
bill  were  approved  by  the  Senate  in  1970  as  part  of  the  social  security 
bill  that  passed  the  Senate  in  that  year,  but  died  when  the  House 
refused  to  ^o  to  conference  on  the  bill. 

In  addition  to  making  more  adequate  provision  for  widows  and  for 
disabled  persons,  the  committee  bill  contains  several  provisions  aimed 
at  strengthening  the  work  incentive  features  of  the  social  security 
system. 

One  major  feature  of  the  committee  bill  would  provide  a  special 
minimum  benefit  to  low-wage  workers  with  longtime  attachment  to 
employment  covered  under  social  security.  A  retired  worker  with  at 
least  30  years  of  covered  employment  would  be  guaranteed  a  benefit 
of  at  least  $200  (if  the  worker  is  married  the  couple  would  receive  a 
benefit  of  at  least  $300) .  Another  provision  of  the  committee  bill  would 
increase  retirement  benefits  for  those  persons  who  delay  their  retire- 
ment and  thus  do  not  receive  benefits  after  age  65  and  before  age  72 
because  of  their  earnings.  The  committee  bill  also  increases  the  earn- 
ings limit  from  the  present  $1,680  ($140  per  month)  to  $2,400  ($200 
per  month). 

The  individual  provisions  of  the  committee  bill  are  described  below. 

(135) 


136 


1.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  NOT  SUBSTANTIVELY 
CHANGED  BY  THE  COMMITTEE 

Increased  Widow's  and  Widower's  Insurance  Benefits 

(Sec.  102  of  the  bill) 

When  social  security  benefits  were  first  provided  for  widows  by  the 
Social  Security  Amendments  of  1939  they  were  set  at  75  percent  of  the 
worker's  retirement  benefit.  This  amount  was  based  on  the  idea  that  a 
widow  should  receive  one-half  of  the  combined  benefit  which  would 
have  been  paid  to  her  and  her  husband  had  both  been  entitled  to 
benefits.  Later,  this  amount  was  increased  by  10  percent,  to  82.5  per- 
cent, where  it  has  remained  up  to  the  present  time. 

It  is  the  committee's  view  that  the  expenses  of  a  widow  livini^  alone 
are  no  less  than  those  of  a  single  retired  worker,  and  that  there  is 
therefore  no  reason  for  ]^ayino;  a^red  widows  less  than  the  amount 
which  would  be  paid  to  their  husbands  as  retirement  benefits.  Starting 
in  September  1972,  the  average  benefit  for  a  retired  worker  will  be 
about  $162  a  month,  while  the  average  benefit  for  a  widow  will  be 
about  $138  a  month.  In  addition,  surveys  of  social  security  benefici- 
aries have  shown  that,  on  the  average,  women  receiving  widow's  bene- 
fits have  less  other  income  than  most  other  beneficiaries. 

This  provision  of  the  committee  bill,  like  the  House  bill,  would  pro- 
vide benefits  for  a  widow  equal  to  the  benefit  her  deceased  husband 
would  have  received  if  he  were  still  living.  Under  the  bill,  a  widow 
who  begins  receiving  benefits  when  she  is  65  years  of  age  or  older 
would  receive  either  100  percent  of  her  deceased  husband's  primary 
insurance  amount  (the  amount  he  would  have  been  entitled  to  re- 
ceive if  he  began  his  retirement  at  age  65)  or,  if  he  began  receiving 
benefits  before  age  65,  an  amount  equal  to  the  actual  benefit  he  would 
have  been  receiving  if  he  were  still  alive. 

Under  the  committee  bill,  the  benefit  for  a  widow  (or  widower)  who 
comes  on  the  rolls  between  the  ages  of  60  and  65  would  be  reduced  (in  a 
way  similar  to  the  way  in  which  widow^s  benefits  are  reduced  under 
present  law  when  they  begin  between  ages  60  and  62)  to  take  account  of 
the  longer  period  over  which  the  benefit  would  be  paid.  For  example, 
the  benefit  amount  for  a  widow  becoming  entitled  to  a  widow's  benefit 
at  age  63  would  be  88.6  percent  of  her  husband's  benefit ;  for  a  widow 
becoming  entitled  at  age  64,  the  amount  would  be  equal  to  94.3  percent 
of  her  husband's  benefit. 

Under  the  bill,  the  benefit  amount  for  3.8  million  widows  (and 
widowers)  who  came  on  the  benefit  rolls  before  the  new  provisions 
became  effective  would  be  redetermined  as  thousfh  the  new  provisions 
had  been  in  effect  when  they  came  on  the  rolls.  Thus  the  widow  already 
on  the  rolls  Avho  started  getting  benefits  before  she  reached  age  65 
would  have  the  100-percent  Avidow's  benefit  reduced  to  take  account  of 
the  longer  period  for  which  she  would  be  paid  benefits.  In  order  to 
permit  the  use  of  machine  records  in  determining  the  benefit  amount 
that  the  deceased  spouse  would  have  been  receiving  if  he  were  alive, 
the  Social  Security  Administration  will  assume  that  his  benefits  were 
based  on  the  same  average  monthly  earnings  which  determine  the  pri- 


137 


mary  insurance  amount  on  which  the  widow's  (or  widower's)  benefits 
are  based  for  December  1972. 

Under  the  bill,  as  under  present  law,  the  benefit  for  a  widow  who 
is  age  62  or  older  when  she  starts  getting  benefits  and  who  is  the  only 
survivor  getting  benefits  would  be  not  less  than  $84.50,  the  minimum 
benefit  payable  under  present  law  to  a  retired  worker  at  age  65.  The 
benefit  for  a  widow  who  starts  getting  benefits  before  age  62  and  who  is 
the  only  survivor  getting  benefits  would  be  subject  to  an  actuarial 
reduction  to  take  account  of  the  longer  period  over  which  she  will 
receive  benefits. 

The  changes  made  Avith  respect  to  widows  would  also  apply  to  eli- 
gible dependent  widowers. 

The  committee  bill  makes  some  technical  changes  in  the  House- 
passed  provision  which  are  intended  to  permit  the  Social  Security 
Administration  to  utilize  the  records  now  available  in  computerized 
form. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 3.8  million  widows 
and  widowers  would  get  increased  benefits  on  the  elfective  date  and 
$1.1  billion  in  additional  benefits  would  be  paid  in  1974. 

Age-62  Computation  Point  for  Men 

(Sec.  104  of  the  bill) 

Under  present  law,  retirement  benefits  for  men  are  figured 
in  a  way  which  can  result  in  a  man  getting  a  smaller  benefit  than 
would  be  paid  to  a  woman  with  identical  earnings.  For  a  man,  the 
period  for  determining  the  number  of  years  of  earnings  that  are 
used  in  figuring  the  average  monthly  earnings  on  which  his  benefit 
is  based  ends  with  the  beginning  of  the  year  in  which  he  reaches  age 
65.  For  a  woman  the  period  ends  with  the  beginning  of  the  year  in 
which  she  reaches  age  62.  Thus  a  woman  may  disregard  3  more  years 
of  low  earnings  than  a  man  when  calculating  average  wages  on  which 
benefits  are  based,  and  lower  benefits  are  generally  paid  to  a  retired 
man  than  are  paid  to  a  retired  woman  with  the  same  earnings  record. 

For  example,  take  the  case  of  a  man  and  a  woman  each  of  whom 
reaches  age  65  and  retires  in  1972,  and  each  of  whom  has  maximum 
creditable  earnings  under  the  program  in  each  year  up  to  1972.  The 
woman's  benefit  would  be  $269.70  a  month  under  present  law,  while 
the  man's  benefit  would  be  $259.40  a  month. 

The  provision  would  apply  only  to  those  who  reach  age  62  in  the 
future ;  a  3-year  transition  period  would  be  provided.  The  number  of 
years  used  in  computing  benefits  for  men  would  be  reduced  in  three 
steps:  men  reaching  age  62  in  1973  would  have  years  up  to  age  64 
taken  into  account;  men  who  reach  age  62  in  1974  would  have  years 
up  to  age  63  taken  into  account ;  and  men  who  reach  age  62  in  1975  or 
later  would  have  years  up  to  age  62  taken  into  account. 

The  bill  would  also  provide  a  three-step  reduction  in  the  number 
of  quarters  of  coverage  needed  for  insured  status  for  men,  making 
the  ending  point  age  62  for  both  men  and  women.  The  bill  would  thus 
allow  men  to  become  fully  insured  on  the  basis  of  the  same  amount  of 
covered  employment  as  is  now  required  for  women.  The  first  step  in 
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this  reduction  would  be  effective  for  January  1973,  with  subsequent 
reductions  becoming  effective  in  1974  and  1975,  as  with  the  benefit 
computation. 

With  the  exception  of  a  few  technical  changes,  the  committee  amend- 
ment is  identical  to  the  House-passed  provision. 
Effective  date. — January  1973. 

Dollar  payments. — About  $14  million  in  additional  benefits  would 
be  paid  in  1974 ;  the  cost  of  the  provision  when  it  becomes  fully  effec- 
tive is  expected  to  be  about  $400  million. 

Reduced  Benefits  for  Widowers  at  Age  60 

(Sec.  107  of  the  bill) 

Under  present  law,  a  widow  who  is  not  disabled  can  become  entitled 
to  widow's  insurance  benefits  at  age  60,  but  an  aged  dependent  widower 
cannot  become  entitled  to  dependent  widower's  benefits  until  age  62. 
The  1965  amendments  lowered  the  age  of  eligibility  for  widows  from 
62  to  60  but  did  not  change  the  age  of  eligibility  for  dependent 
widowers. 

The  committee  believes  that  the  age  of  eligibility  should  be  the  same 
for  aged  dependent  widowers  as  for  widows.  Accordingly,  the  bill 
would  lower  the  age  of  eligibility  for  dependent  widower's  benefits 
from  62  to  60.  The  benefits  payable  to  a  dependent  widower  who  starts 
getting  benefits  before  age  62  would  be  actuarially  reduced,  as  are  the 
benefits  under  present  law  for  widows  who  come  on  the  benefit  rolls 
before  age  62,  to  reflect  the  fact  that  benefits  will  be  received  over  a 
longer  period  of  time. 

Because  the  benefit  amount  payable  at  age  60  would  be  reduced  to 
take  account  of  the  longer  period  over  which  benefits  would  be  paid, 
the  payment  of  these  benefits  would  not  result  in  any  additional  long- 
range  cost  to  the  program. 

Effective  date. — January  1973. 

Entitlement  to  Child's  Insurance  Benefits  Based  on  Disability 
Which  Began  Between  Ages  18  and  22 

(Sec.  108  of  the  bill) 

Under  present  law,  a  person  can  qualify  for  childhood  disability 
benefits  if  he  has  been  continuously  disabled — as  defined  in  the  law — 
since  before  age  18  and  is  still  disabled  when  his  parent  dies  or  becomes 
entitled  to  social  security  benefits.  The  committee  bill  would  permit 
the  payment  of  childhood  disability  benefits  when  the  disability  begins 
before  age  22,  rather  than  before  age  18. 

People  under  age  22  who  become  so  seriously  disabled  that  they  are 
prevented  from  working  generally  depend  on  their  parents  for  their 
future  support.  The  committee  believes  that  it  is  consistent  Avith  the 
philosophy  of  the  social  security  program  to  provide  benefits  for  these 
disabled  people  after  the  insured  parent  dies,  becomes  disabled,  or 
retires. 

The  committee  bill  would  also  permit  reentitlement  to  childhood 
disability  benefits  for  former  childhood  disability  beneficiaries  who 
again  become  disabled  within  7  years  after  their  benefits  terminate. 
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This  change  would  provide  disability  insurance  protection  to  a  former 
childhood  disability  beneficiary  until  he  had  an  opportunity  to  work 
long  enough  to  gain  disability  protection  as  a  worker.  The  change 
would  be  consistent  with  present  law  which  permits  disabled  widows 
and  widowers  to  become  reentitled  to  benefits  if  they  again  become 
disabled  after  recovering  from  an  earlier  disability. 
Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 13,000  additional 
people  would  become  eligible  for  benefits  on  the  effective  date  and  $17 
million  in  additional  benefits  would  be  paid  in  1974. 

Continuation  of  Child's  Benefits  Through  End  of  Semester 

(Sec.  109  of  the  bill) 

Under  present  law,  the  child's  benefits  paid  to  a  full-time  student 
end  with  the  month  in  which  he  reaches  age  22.  The  committee  be- 
lieves that  benefits  should  not  be  terminated  in  the  middle  of  a  school 
term.  Accordingly,  the  committee  bill  includes  a  provision  under 
which  the  payment  of  benefits  to  a  student  who  has  not  received, 
or  completed  the  requirements  for,  a  degree  from  a  4-year  college  or 
university  would  continue  through  the  end  of  the  school  term  in  which 
his  22d  birthday  occurs.  If  the  educational  institution  in  which  he  is 
enrolled  is  not  operated  on  a  semester  or  quarter  system,  benefits  would 
continue  until  the  month  following  the  completion  of  the  course  in 
which  he  is  enrolled  or  for  two  calendar  months  after  the  month  in 
which  he  reached  age  22,  whichever  occurs  first. 

Effective  date. — January  1973. 

Numher  of  people  affected  and  dollar  payments. — 55,000  beneficiaries 
would  receive  additional  benefits  in  the  first  full  year  and  6,000  addi- 
tional people  would  become  eligible  for  some  benefits.  About  $19  mil- 
lion in  additional  benefits  would  be  paid  in  1974. 

Child's  Benefits  in  Case  of  Child  Entitled  on  More  Than  One 

Wage  Record 

(Sec.  110  of  the  bill) 

Under  present  law,  a  child  entitled  to  benefits  based  on  the  earnings 
record  of  more  than  one  worker  gets  benefits  on  only  one  earnings 
record — the  record  of  the  Avorker  with  the  highest  primary  insurance 
amount. 

When  the  present  provision  was  enacted,  a  child's  benefit  was  always 
50  percent  of  the  Avorker's  primary  insurance  amount,  regardless  of 
whether  the  worker  was  living  or  dead,  so  that  the  highest  possible 
benefit  was  always  the  benefit  based  on  the  hij^hest  primary  insurance 
amount.  Subsequent  changes  increased  a  surviving  child's  benefit  (but 
not  that  for  a  child  of  a  living  worker)  to  75  percent  of  the  primary 
insurance  amount. 

As  a  result  of  these  changes,  the  amount  of  a  child's  benefit  based  on 
the  earnings  record  of  the  worker  who  has  the  highest  primary  insur- 
ance amount  may  be  smaller  than  the  benefit  based  on  the  earn- 
ings record  of  another  worker  on  whose  record  he  is  also  entitled. 
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This  situation  can  arise  because  a  child  who  is  entitled  to  benefits 
based  on  the  earnings  record  of  a  retired  or  disabled  worker  gets  a 
benefit  equal  to  50  percent  of  the  worker's  primary  insurance  amount, 
while  a  child  who  is  entitled  to  benefits  based  on  the  earnings  record 
of  a  deceased  worker  gets  a  benefit  equal  to  75  percent  of  the  deceased 
worker's  primary  insurance  amount. 

The  House-passed  bill  would  provide  that  a  child  who  is  entitled  to 
benefits  on  the  earnings  record  of  more  than  one  worker  would  be 
paid  benefits  based  on  the  earnings  record  which  results  in  the 
highest  amount,  if  the  payment  would  not  reduce  the  benefit  of  any 
other  individual  who  is  entitled  to  benefits  based  on  that  earnings 
record.  (Entitlement  of  a  child  on  the  earnings  record  that  will  give 
the  child  the  highest  benefit  could  otherwise  result  in  a  reduction  of 
the  benefits  for  other  people  entitled  on  the  same  earnings  record 
because  of  the  family  maximum  limitation.)  However,  the  committee 
has  been  informed  by  the  Social  Security  Administration  that  the 
House-passed  provision  has  certain  technical  deficiencies  and  the  pro- 
vision has  been  redrafted  to  avoid  these  deficiencies. 

Effective  date, — Upon  enactment. 

Adoptions  by  Old-Age  and  Disability  Insurance  Beneficiaries 

(Sec.  Ill  of  the  bill) 

Under  present  law,  a  child  (other  than  a  natural  child  or  a  step- 
child) who  is  adopted  by  a  worker  getting  old-age  insurance  benefits 
can  get  child's  benefits  based  on  the  worker's  earnings  if  the  follow- 
ing conditions  are  met : 

(1)  the  adoption  took  place  within  2  years  after  the  worker 
became  entitled  to  old-age  benefits, 

(2)  the  child  was  receiving  at  least  one-half  of  this  support  from 
the  worker  for  the  year  before  the  worker  became  entitled  to 
benefits,  and 

(3)  either  (a)  the  child  was  living  with  the  worker  in  or  before 
the  month  in  which  the  worker  filed  application  for  old-age 
benefits  or  (b)  the  worker  had  instituted  adoption  proceedings  in 
or  before  that  month. 

There  is  no  provision  in  the  law  which  would  allow  a  child  to 
get  child's  benefits  when  he  is  adopted  by  a  worker  more  than  2 
years  after  tli(*  worker  bocomos  entitled  to  old-age  benefits. 
In  contrast,  a  child  who  is  adopted  by  a  worker  getting  disability 
insurance  benefits  can  get  benefits  regardless  of  whether  he  was  being 
supported  by  the  worker  when  the  worker  became  disabled,  and  re- 
gardless of  when  the  adoption  took  place,  if  all  of  the  following  re- 
quirements are  met : 

(1)  The  adoption  took  place  under  the  supervision  of  a  child- 
placement  agency; 

(2)  The  adoption  was  decreed  by  a  court  of  competent  jurisdic- 
tion within  the  United  States ; 

(3)  The  worker  resided  continuously  in  the  United  States  for  at 
least  1  year  immediately  preceding  the  adoption ;  and 

(4)  The  adoption  occurred  prior  to  the  child's  reaching  age  18. 
Alternatively,  if  the  child  was  adopted  by  a  worker  getting  disabil- 
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ity  insurance  benefits  within  2  years  after  the  worker  began  to  get 
benefits,  the  child  can  get  benefits  if  either  the  worker  instituted  adop- 
tion proceedings  in  or  before  the  month  when  he  became  disabled  or 
the  child  was  living  Avith  the  worker  in  that  month. 

The  provisions  described  above  are  unnecessarily  complex  and  the 
committee  believes  that  the  law  should  be  changed  so  that  eligibility 
of  children  adopted  by  retired  workers  and  children  adopted  by  dis- 
abled workers  would  be  determined  under  common  rules.  At  the  same 
time,  the  committee  believes  that  benefits  for  a  child  who  is  adopted 
by  a  worker  already  getting  old-age  or  disability  benefits  should  be 
paid  only  when  the  child  lost  a  source  of  support  because  his  parent 
retired  or  became  disabled,  and  that  the  law  should  include  safeguards 
against  abuse  throug^h  adoption  of  children  solely  to  qualify  them  for 
benefits.  The  committee  has  included  in  the  bill  a  provision  that  it  be- 
lieves will  accomplish  these  objectives. 

Under  the  bill,  benefits  would  be  payable  to  a  child  who  is  adopted 
by  an  old-age  or  disability  insurance  beneficiary  if  the  following  con- 
ditions are  met : 

(1)  The  child  lived  with  the  worker  in  the  United  States  for  the 
year  before  the  worker  became  disabled  or  entitled  to  an  old-age 
or  disability  insurance  benefit ; 

(2)  The  child  received  at  least  one-half  of  his  support  from  the 
worker-  for  that  year ; 

(3)  The  child  was  under  age  18  at  the  time  he  began  living  with 
the  worker;  and 

(4)  The  adoption  was  decreed  by  a  court  of  competent  juris- 
diction Avithin  the  United  States. 

A  child  who  was  born  in  the  1-year  period  during  which  he  would 
otherwise  be  required  to  have  been  living  with  and  receiving  at  least 
one-half  of  his  support  from  the  beneficiary  would  be  deemed  to  meet 
the  living- with  and  support  requirements  if  he  was  living  with  the 
beneficiary  in  the  United  States  and  receiving  at  least  one-half  of  his 
support  from  the  beneficiary  for  substantially  all  of  the  period  oc- 
curring after  the  child  was  born. 

Effective  date. — For  benefits  for  months  after  December  1967  if  an 
application  is  filed  within  6  months  after  the  month  of  enactment; 
otherwise  for  benefits  for  J anuary  1973  and  later. 

Child's  Insurance  Benefits  Not  To  Be  Terminated  by  Reason  of 

Adoption 

(Sec.  112  of  the  bill) 

Under  present  law,  a  child's  entitlement  to  benefits  ends  if  he  is 
adopted  tmless  he  is  adopted  by  (1)  his  natural  parent,  (2)  his  natural 
parent's  spouse  jointly  with  the  natural  parent,  (3)  the  worker  (e.g.,  a 
stepparent)  on  whose  earnings  the  child  is  getting  benefits,  or  (4)  a 
stepparent,  grandparent,  aunt,  uncle,  brother,  or  sister  after  the  death 
of  the  worker  on  whose  earnings  the  child  is  getting  benefits. 

The  committee  believes  that  most  adoptions  are  undertaken  to  obtain 
for  a  child  the  legal  and  psychological  advantages  of  adoption  within 
a  close  family  group  and  that  it  is  inappropriate  to  deprive  the  child 
of  his  social  security  benefits  when  he  is  adopted.  Accordingly,  the  bill 
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provides  for  the  continuation  of  benefits  to  an  entitled  child  who  is 
adopted,  regardless  of  who  adopts  him.  A  child  whose  entitlement  to 
benefits  was  terminated  because  he  was  adopted  and  who,  except  for 
such  adoption,  would  still  be  entitled  to  benefits  may,  upon  filing 
proper  application,  become  re-entitled  to  benefits. 
Effective  date. — Effective  upon  enactment. 

Elimination  of  the  Support  Requirements  for  Divorced  Women 

(Sec.  114  of  the  bill) 

Benefits,  under  present  law,  are  r)ayable  to  a  divorced  wife  age  62 
or  older  and  a  divorced  widow  age  60  or  older  if  her  marriage  lasted  at 
least  20  years  before  the  divorce,  and  to  a  surviving  divorced  mother. 
In  order  to  qualify  for  any  of  these  benefits  a  divorced  woman  is  re- 
quired to  show  that:  (1)  she  was  receiving  at  least  one-half  of  her 
support  from  her  former  husband;  (2)  she  was  receiving  substantial 
contributions  from  her  former  husband  pursuant  to  a  written  agree- 
ment ;  or  (3)  there  Avas  a  court  order  in  effect  providing  for  substantial 
contributions  to  her  support  by  her  former  husband. 

In  some  States  the  courts  are  prohibited  from  providing  for  alimony, 
and  in  these  States  a  divorced  woman  is  precluded  from  meeting  the 
third  support  requirement.  Even  in  States  which  allow  alimony,  the 
court  may  have  decided  at  the  time  of  the  divorce  that  the  wife  was 
not  in  need  of  financial  support.  Moreover,  a  divorced  woman's  eligi- 
bility for  social  security  benefits  may  depend  on  the  advice  she  received 
at  the  time  of  her  divorce.  If  a  woman  accepted  a  property  settlement 
in  lieu  of  alimony,  she  could,  in  effect,  have  disqualified  herself  for 
divorced  wife's,  divorced  widow's,  or  surviving  divorced  mother's 
benefits. 

The  intent  of  providing  benefits  to  divorced  women  is  to  protect 
women  whose  marriages  are  dissolved  when  they  are  far  along  in 
years — particularly  housewives  who  have  not  been  able  to  work  and 
earn  social  security  protection  of  their  own.  The  committee  believes 
that  the  support  requirements  of  the  law  have  operated  to  deprive 
some  divorced  women  of  the  protection  they  should  have  received  and, 
therefore,  recommends  that  these  requirements  be  eliminated.  The  re- 
quirement that  the  marriage  of  a  divorced  wife  or  widow  must  have 
lasted  for  at  least  20  years  before  the  divorce  would  not  be  changed. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — About  10,000  peo- 
ple would  qualify  for  benefits  and  about  $23  million  in  additional  bene- 
fits would  be  paid  in  1974. 

Waiver  of  Duration  of  Relationship  Requirement  for  Widow, 
Widower,  or  Stepchild  in  Case  of  Remarriage  to  the  Same 
Individual 

(Sec.  115  of  the  bill) 

To  qualify  for  survivors'  benefits  under  present  law,  a  worker's 
widow  or  widower  who  is  not  the  natural  or  adoptive  parent  of  a  child 
of  the  worker  must  have  been  married  to  the  worker  for  a  period  of  not 
less  than  9  months  immediately  prior  to  the  day  on  which  the  worker 
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died  (except  where  death  was  accidental  or  in  the  line  of  duty  in  a 
Uniformed  Service,  in  which  case  the  period  is  3  months) .  A  stepchild 
must  have  been  the  stepchild  of  the  worker  for  a  similar  period. 

This  duration-of-relationship  requirement  is  included  in  the  law  as 
a  general  precaution  against  the  payment  of  benefits  where  the  mar- 
riage was  undertaken  to  secure  benefit  rights.  The  committee,  how- 
ever, believes  that  in  certain  situations  the  purpose  of  paying  benefits 
to  widows,  widowers  and  stepchildren  is  being  defeated  by  the  appli- 
cation of  the  duration-of-relationship  requirements.  In  some  cases 
of  divorce  and  remarriage,  the  requirements  were  met  at  the  time 
of  the  divorce  but  the  subsequent  remarriage  was  too  recent  for  the 
requirements  to  be  met  on  the  basis  of  the  time  elapsing  between  the 
date  of  the  remarriage  and  the  date  of  the  worker's  death.  It  does 
not  seem  appropriate  that  benefits  should  be  denied  in  such  cases. 
Accordingly,  the  committee  has  included  in  its  bill  a  provision  which 
would  waive  the  duration-of-relationship  requirement  in  present  law 
for  entitlement  to  benefits  as  a  worker's  widow,  widower,  or  stepchild 
in  cases  where  the  worker  and  his  spouse  were  previously  married, 
divorced,  and  then  remarried,  the  relationship  existed  at  the  time  of 
the  worker's  death,  and  the  duration-of-relationship  requirement 
would  have  been  met  if  the  worker  had  died  on  the  date  when  he  was 
divorced  from  his  spouse. 

Effective  date, — January  1973. 

Applications  for  Disability  Insurance  Benefits  Filed  After  Death 
of  Insured  Individual 

(Sec.  118  of  the  bill) 

Under  present  law,  an  application  must  be  filed  with  the  Social 
Security  Administration  to  establish  entitlement  to  social  security 
disability  insurance  benefits  by  the  disabled  worker  or,  if  he  is  unable 
to  file  an  application,  by  another  person  on  his  behalf.  In  either  event, 
entitlement  to  disability  insurance  benefits  cannot  be  established  un- 
less the  application  is  filed  during  the  worker's  lifetime. 

In  most  cases  a  timely  application  is  filed  by  or  on  behalf  of  a  dis- 
abled worker  who  meets  the  other  eligibility  conditions  of  the  law,  so 
that  the  benefit  rights  of  both  the  disabled  worker  and  his  dependents 
are  protected.  However,  in  a  relatively  few  cases  a  disabled  worker 
who  would  have  been  eligible  for  benefits  dies  before  an  application  is 
filed  and  his  disability  benefits  are  lost.  As  a  result,  the  living  expenses 
of  the  disabled  worker  during  the  period  of  his  disablement  may  re- 
main unpaid  and  become  obligations  of  his  survivors. 

The  committee  has  therefore  included  in  the  bill  a  provision  which 
would  permit  disability  insurance  benefits  to  be  paid  if  an  application 
is  filed  within  3  months  after  the  month  of  the  death  of  a  disabled 
worker.  Benefit  payments  which  would  have  been  payable  upon  appli- 
cation by  the  disalDled  worker  would  then  be  payable  for  up  to  12 
months  prior  to  the  month  in  which  an  application  is  filed.  An  appli- 
cation filed  within  the  3-month  period  would  also  permit  entitlement 
to  dependents'  benefits  to  be  established. 

Effective  date. — The  provision  would  apply  in  cases  of  deaths  occur- 
ring after  December  31,  1969.  In  cases  in  which  the  disabled  worker 
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died  after  December  31,  1969  but  prior  to  enactment  of  the  bill,  an 
application  could  be  filed  within  three  months  after  the  month  of 
enactment  and  the  application  woidd  be  deemed  to  have  been  filed  in 
the  month  of  death. 

Workmen's  Compensation  Offset  for  Disability  Insurance 

Beneficiaries 

(Sec.  119  of  the  bill) 

The  committee  bill  would  modify  present  provisions  under  which 
social  security  disability  benefits  are  reduced  in  some  cases  where  the 
disabled  worker  is  also  receiving  workmen's  compensation. 

Under  present  law,  when  a  disabled  worker  under  age  62  qualifies  for 
both  workmen's  compensation  and  social  security  disability  benefits, 
the  social  security  benefits  payable  to  him  and  his  family  are  reduced 
by  the  amount,  if  any,  that  the  total  monthly  benefits  payable  under  the 
two  programs  exceed  80  percent  of  his  average  current  earnings  be- 
fore ne  became  disabled.  A  worker's  average  current  earnings  for  this 
purpose  are  the  larjrer  of  (a)  the  average  monthly  earnings  used  for 
computing  his  social  security  benefits,  or  (b)  his  average  monthly 
earnings  in  employment  or  self -employment  covered  by  social  security 
during  the  5  consecutive  years  of  highest  covered  earnings  after  1950, 
computed  without  regard  to  the  limitations  which  specify  a  maximum 
amount  of  earnings  creditable  for  social  security  benefits.  The 
purpose  of  these  provisions  is  to  avoid  the  payment  of  combined 
amounts  of  social  security  benefits  and  workmen's  compensation  pay- 
ments that  would  be  excessive  in  comparison  with  the  beneficiary's 
earninscs  before  he  became  disabled. 

While  the  committee  subscribes  to  the  principle  underlying  the 
offset  provisions — that  the  combined  benefits  should  be  somewhat  less 
than  the  worker's  earnings  before  he  became  disabled — it  believes 
that  the  computation  of  average  current  earnings  does  not,  in  some 
cases,  realistically  reflect  the  worker's  earnings  level  before  he  became 
disabled.  The  bill  therefore  provides  a  third  alternative,  under  which  a 
worker's  average  earnings  may  be  based  on  his  highest  year's  earnings 
in  the  period  consisting  of  the  calendar  year  in  which  he  became 
disabled  and  the  5  years  immediately  preceding  that  year. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 40,000  people 
would  get  increased  benefits  on  the  effective  date,  2,000  additional 
people  would  become  entitled  to  benefits,  and  $22  million  in  additional 
benefits  would  be  paid  in  1974. 

Wage  Credits  for  Members  of  the  Uniformed  Services 

(Sec.  120  of  the  bill) 

Under  present  law,  social  security  coverage  is  provided  on  a  con; 
tributory  basis  for  people  who  serve  in  the  uniformed  services  after 
1956.  The  1967  social  security  amendments  provided  (in  addition  to 
the  contributory  coverage  of  basic  pay)  noncon^ributorj^  wage  credits, 
usually  $300  for  each  calendar  quarter  of  military  service  after  1967, 
to  take  account  of  the  wages  in  kind  that  servicemen  receive. 
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The  bill  would  extend  the  1967  provision  to  cover  service  during  the 
period  1957-67.  This  would  provide  noncontributory  credit  for  service 
on  active  duty  for  all  years  that  military  service  has  been  covered 
under  social  security,  and  would  avoid  the  serious  impairment  of 
social  security  protection  that  now  exists  for  those  people  (and  their 
families)  whose  benefits  are  based  on  basic  pay  only  for  years  of 
military  service  during  the  period  from  1957  through  1967. 

The  committee  bill  also  would  simplify  the  way  the  wage  credit 
is  computed.  Under  present  law,  a  member  of  a  uniformed  service 
receives  a  noncontributory  wage  credit  of  $100  for  any  calendar  quarter 
in  which  his  basic  pay  for  the  quarter  was  $100  or  less,  $200  for  any 
calendar  quarter  in  which  his  basic  pay  was  more  than  $100  but  not 
more  than  $200,  and  $300  for  any  calendar  quarter  in  which  his  basic 
pay  was  more  than  $200.  Under  the  bill,  the  noncontributory  wage 
credits  would  be  $300  for  every  calendar  quarter  of  service  in  which  a 
person  receives  basic  pay,  regardless  of  the  amount  of  basic  pay. 

The  cost  of  additional  social  security  benefits  that  would  be  paid 
as  a  result  of  the  enactment  of  these  provisions  w^ould  be  financed 
from  general  revenues,  on  the  same  basis  as  the  benefits  resulting  from 
the  present  noncontributory  wage  credits  for  years  after  1967. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 130,000  people 
would  get  increased  benefits  on  the  effective  date  and  $46  million  in 
additional  benefits  would  be  paid  in  1974. 

Optional  Determination  of  Self-Employment  Earnings 

(Sec.  121  of  the  bill) 

The  present  law  provides  social  security  credit  to  self-employed 
people  on  the  basis  of  their  net  earnings  from  the  operation  of  a  trade 
or  business.  However,  no  credit  is  allowed  for  any  year  unless  net 
earnings  are  at  least  $400  for  the  taxable  year.  An  optional  method  of 
determining  self -employment  earnings  is  provided  for  farmers.  The 
option  provides  that  Avhen  a  farmer's  gross  income : 

( 1 )  is  not  more  than  $2,400,  his  net  earnings  may,  at  his  option, 
be  deemed  to  be  two-thirds  of  the  gross  income ;  or 

(2)  is  more  than  $2,400  and  the  net  earnings  are  less  than 
$1,600,  his  net  earnings  may,  at  his  option,  be  deemed  to  be 
$1,600. 

When  this  optional  method  is  used  to  determine  self -employment 
earnings  no  social  security  credit  is  given  if  the  deemed  self-employ- 
ment earnings  are  less  than  $400. 

The  House-passed  bill  would  provide  a  similar  option  for  all  self-  • 
emplo3^ed  people.  The  committee,  however,  has  been  informed  by  the 
Social  Security  Administration  of  certain  technical  problems  which 
would  arise  under  the  language  of  the  House  bill.  Accordingly,  the 
provision  has  been  redrafted  to  eliminate  these  problems.  The  bill, 
therefore,  would  provide  an  option  that  may  be  used  by  people  who 
are  regularly  self-employed.  The  option  would  permit  them  to  deter- 
mine their  nonfarm  self-employment  earnings  for  social  security 
purposes  as  the  smaller  of :  (1 )  two-thirds  of  their  gross  income  or  (2) 
$1,600.  The  nonfarm  option,  however,  could  not  be  used  more  than  5 
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times  by  any  self-employed  person,  and  it  could  be  used  in  any  taxable 
year  only  by  an  individual  who  had  actual  net  earnings  from  self- 
employment  of  $400  or  more  In  at  least  2  out  of  the  3  immediately 
preceding  taxable  years.  An  individual  could  use  the  optional  method 
only  if  his  actual  net  earnings  from  nonfarm  self -employment  were 
less  than  $1,600  and  less  than  two-thirds  of  his  gross  income — he  could 
not  use  the  optional  method  to  report  and  pay  the  social  security  taxes 
on  an  amount  less  than  his  actual  net  earnings.  These  limitations  should 
assure  that  the  special  method  of  determining  net  earnings  from  non- 
farm  self-employment  would  not  be  available  to  people  who  may  have 
insubstantial  amounts  of  income  in  a  year  from  a  hobby  or  similar 
activity. 

Effective  date. — Taxable  years  beginning  after  1972. 
Coverage  for  Vow-of-Poverty  Members  of  Religious  Orders 
(Sec.  123  of  the  bill) 

Under  present  law^,  the  services  performed  by  a  member  of  a  re- 
ligious order  who  has  taken  a  vow  of  poverty  which  are  in  the  exer- 
cise of  the  duties  required  by  the  order  are  excluded  from  coverage 
under  social  security.  The  committee's  bill  provides  that  such  service 
would  be  covered  under  social  security  as  employment  for  the  order 
(or  for  an  autonomous  subdivision  of  the  order)  if  the  order  (or  sub- 
division) irrevocably  elects  coverage  for  its  entire  active  membership, 
and  if  the  order  also  makes  an  irrevocable  election  to  cover  its  lay 
employees. 

In  1967  the  House  passed  legislation  extending  social  security  cov- 
erage to  members  of  religious  orders  who  were  under  a  vow  of  poverty. 
However,  when  the  matter  was  considered  in  the  Senate,  representa- 
tives of  religious  orders  requested  time  for  further  study  of  the  effects 
of  coverage.  The  provision  was  not  included  in  the  Senate-passed  bill 
which  went  to  conference,  and  the  conference  agreed  to  postpone  the 
matter  pending  study  by  the  orders.  The  provision  for  extending  cov- 
erage to  members  of  religious  orders  which  is  included  in  the  commit- 
tee bill  takes  into  account  the  recommendations  which  religious  orders 
proposed  after  completing  their  study. 

The  committee  bill  provides  that  the  wages  for  social  security  pur- 
poses would  be  the  fair  market  value  of  any  board,  lodging,  clothing, 
and  other  perquisites  furnished  to  the  member,  and  that  the  order 
which  elects  coverage  would  file  social  security  reports  on  such  wages 
and  pay  the  employer  and  employee  social  security  taxes  on 
them.  The  committee  has  been  informed  that  the  value  of  items  fur- 
nished by  an  order  do  not  vary  significantly  from  member  to  member, 
so  that  the  order  would  generally  report  a  uniform  wage  for  each 
member.  The  bill  establishes  $100  a  month  as  the  minimum  amount  of 
wages  which  may  be  reported  by  an  order  for  each  of  its  members.  The 
committee  expects,  however,  that  the  minimum  figure  would  not  be 
used  in  those  instances  where  it  represents  less  than  the  fair  market 
value  of  the  items  furnished  the  member. 

Under  present  law,  a  nonprofit  organization  which  provides  cover- 
age for  its  lay  employees,  and  a  State  Avhich  provides  coverage  for  its 
employees  or  the  employees  of  any  of  its  political  subdivisions  are 
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permitted  to  provide  the  coverage  retroactively  for  up  to  5  years.  Such 
a  provision  enables  the  employer  to  reduce  the  adverse  effects  of  late 
entry  into  social  security  coverage  on  the  newly  covered  employees.  It 
seems  reasonable  to  permit  the  religious  orders  the  same  opportunity 
to  protect  their  members.  Accordingly,  the  bill  would  permit  each 
order  (or  autonomous  subdivision)  to  provide  up  to  5  years  of  retro- 
active coverage  for  those  persons  who  were  active  members  when  the 
work  was  performed  and  who  are  alive  when  the  election  is  made. 

Self -Employment  Income  of  Certain  Individuals  Temporarily 
Living  Outside  the  United  States 

(Sec.  124  of  the  bill) 

Under  present  law,  social  security  coverage  of  self-employment  per- 
formed by  a  U.S.  citizen  outside  the  United  States  is  subject  to  major 
restrictions  because  coverage  is  governed  by  provisions  which  were 
designed  to  define  liability  for  income  tax  purposes.  In  computing 
earnings  from  self-employment,  a  U.S.  citizen  who  retains  his  resi- 
dence in  the  United  States  but  who  is  present  in  a  foreign  country  or 
countries  for  510  days  (approximately  17  months)  out  of  18  consecu- 
tive months,  must  exclude  the  first  $20,000  of  earned  income  for  in- 
come tax  and  social  security  purposes. 

Some  self-employed  U.S.  citizens — e.g.,  free-lance  newspapermen 
or  news  commentators — work  outside  the  United  States  for  long  pe- 
riods at  a  time  before  returning  to  the  United  States.  Such  citizens 
usually  had  social  security  coverage  before  they  went  abroad.  The  in- 
terruption or  reduction  of  their  coverage,  because  they  must  exclude 
their  earned  income  up  to  $20,000  a  year,  has  in  some  instances  an 
adverse  effect  on  the  social  security  protection  of  the  worker  and  his 
family. 

The  committee  bill  provides  that  for  social  security  purposes,  U.S. 
citizens  who  are  self-employed  outside  the  United  States  and  who  re- 
tain their  residence  in  the  United  States  will  compute  their  net  earn- 
ings from  self -employment  in  the  same  w^ay  as  those  Avho  are  self- 
employed  in  the  United  States ;  the  present  exclusion  for  income  tax 
purposes  will  no  longer  apply  with  respect  to  the  self-employment 
tax  but  will  continue  to  apply  for  income-tax  purposes.  The  bill  would 
not  affect  the  exclusions  (for  either  social  security  or  income-tax  pur- 
poses) taken  by  U.S.  citizens  who  have  established  residence  in  a 
foreign  country. 

Effective  date. — Taxable  years  beginning  after  1972. 

Coverage  of  Federal  Home  Loan  Bank  Employees 

(Sec.  125  of  the  bill) 

The  Social  Security  Amendments  of  1956  provided  for  coverage  of 
employees  of  the  Federal  Home  Loan  Banks  on  condition  that  their 
retirement  system  be  coordinated  with  social  security  and  that  the 
plan  for  coordination  be  submitted  to  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  and  approved  by  him  before  July  1,  1957 ;  this  con- 
dition was  not  fulfilled. 
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The  Federal  Home  Loan  Bank  Board  has  again  requested  that 
social  security  coverage  be  extended  to  the  approximately  500  em- 
ployees of  Federal  Home  Loan  Banks.  These  employees  are  eligible 
for  retirement  coverage  under  the  Savings  Association  Retirement 
Fund  which  the  committee  is  informed  now  provides  coverage  that  is 
coordinated  with  the  benefits  provided  under  the  social  security 
program. 

The  bill  Avould  extend  coverage  to  all  services  performed  in  the 
employ  of  a  Federal  Home  Loan  Bank  starting  with  the  first  calendar 
quarter  which  begins  on  or  after  the  date  of  enactment.  Persons  who 
are  Bank  employees  on  the  first  day  of  such  calendar  quarter  would 
also  have  any  services  they  performed  in  the  employ  of  any  of  the 
Banks  after  the  last  day  of  the  sixth  calendar  year  before  the  year  of 
enactment  covered,  but  only  if  the  employer  and  employee  social  se- 
curity contribution  on  account  of  such  services  are  paid  by  July  1, 
1973,  or  by  such  later  date  as  may  be  provided  under  an  agreement 
entered  into  between  the  Banks  and  the  Secretary  of  the  Treasury. 

Policemen  and  Firemen  in  Idaho 

(Sec.  126  of  the  bill) 

The  bill  would  make  applicable  to  the  State  of  Idaho  the  provision 
in  the  Social  Security  Act  which  makes  social  security  coverage  avail- 
able, in  certain  jurisdictions  specifially  named  in  the  law,  to  police- 
men and  firemen  who  are  in  positions  covered  under  a  State  or  local 
retirement  system,  on  much  the  same  basis  as  to  other  persons  under 
retirement  systems.  Under  present  law,  the  provision  applies  to  19 
States,  Puerto  Rico,  and  to  all  interstate  instrumentalities.  The  19 
States  which  are  now  included  in  the  provision  are  Alabama,  Cali- 
fornia, Florida,  Georgia,  Hawaii,  Kansas,  Maine,  Maryland,  New 
York,  North  Carolina,  North  Dakota,  Oregon,  South  Carolina,  South 
Dakota,  Tennessee,  Texas,  Vermont,  Virginia,  and  Washington. 

In  Idaho,  and  in  other  States  not  named  in  the  law,  social  security 
coverage  is  not  available  to  policemen  who  are  in  positions  covered 
under  a  State  or  local  retirement  system.  It  is  available  for  firemen 
under  a  retirement  system  in  these  States,  but  only  if  special  conditions 
set  forth  in  the  Federal  law  are  met.  The  Governor  of  the  State  must 
certify  that  the  overall  benefit  protection  of  the  group  of  firemen  which 
would  be  brought  under  coverage  would  be  improved  by  reason  of  the 
extension  of  coverage  to  the  group,  and  coverage  can  be  extended 
only  by  means  of  a  referendum  in  which  only  firemen  may  vote. 

Coverage  of  Certain  Hospital  Employees  in  New  Mexico 

(Sec.  127  of  the  bill) 

The  committee  bill  would  permit  the  State  of  New  Mexico  within  3 
months  after  the  month  of  enactment,  to  provide  social  security  cover- 
age, under  its  coverage  agreement  with  the  Secretary  of  Health,  Edu- 
cation, and  Welfare,  for  employees  of  certain  public  hospitals  without 
regard  to  certain  provisions  of  the  Social  Security  Act  which  pertain 
to  the  conditions  under  which  a  State  may  bring  a  group  of  employees 
under  social  security  coverage. 
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As  a  result  of  a  misunderstanding  Avithin  the  State,  certain  hospital 
employees  were  covered  under  the  New  Mexico  Public  Employees 
Retirement  Association  for  a  short  period  of  time,  althouirh  the  cover- 
afl^e  was  unintended  as  far  as  the  hospital  and  the  hospital  employees 
Avere  concerned.  This  period  of  coverage  under  the  State  retirement 
system  prevents  the  employees  in  question  from  obtaining:  social 
security  coverage  because  of  the  provisions  of  the  Social  Security 
Act  that  are  designed  to  protect  the  rijjhts  of  such  employees  against 
the  replacement  of  coverage  under  a  State  or  local  government  retire- 
ment system  by  social  security  coverage.  The  unusual  situation  in 
New  Mexico  is  not  the  type  of  situation  to  which  these  provisions, 
designed  to  provide  safeguards  for  retirement  system  members,  were 
directed. 

Coverage  of  Certain  Employees  of  the  Government  of  Guam 

(Sec.  128  of  the  bill) 

Employees  of  the  Government  of  Guam  are  not  covered  under  so- 
cial security.  (Employees  of  private  employers  in  Guam  have  been 
covered  since  1960  on  the  same  basis  as  workers  in  the  U.S.) 

There  are  about  1,500  employees  of  the  Government  of  Guam  classi- 
fied as  temporary  or  intermittent  employees  who  are  not  covered  under 
social  security  and  who  are  excluded  from  coverage  under  the  govern- 
ment retirement  system.  As  a  result,  they  have  no  protection  under 
any  government  retirement  system.  Under  present  law,  social  security 
coverage  can  be  provided  for  these  employees  only  if  it  is  provided 
for  employees  covered  under  the  Government  of  Guam  retirement 
system.  The  Government  of  Guam  has  requested  that  coverage  be 
provided  for  temporary  and  intermittent  employees  who  are  excluded 
from  coverage  under  the  government  retirement  system. 

The  committee  bill  would  add  a  provision  to  cover  on  a  compulsory 
basis  the  services  of  temporary  and  intermittent  employees  of  the  Gov- 
ernment of  Guam  who  are  excluded  from  coverage  under  any  retire- 
ment system  established  by  the  Governments  of  the  United  States  or 
Guam.  Services  performed  as  members  of  the  Legislature  of  Guam, 
or  as  an  elected  official,  or  in  a  hospital  or  penal  institution  by  a  patient 
or  inmate  thereof  could  not  be  covered  under  this  amendment. 

Effective  date. — For  services  performed  on  and  after  the  first  day 
of  the  calendar  quarter  which  begins  on  or  after  the  date  of  enactment. 

Coverage  Exclusion  of  Students  Employed  by  Nonprofit  Organi- 
zations Auxiliary  to  Schools,  Colleges  and  Universities 

(Sec.  129  of  the  bill) 

Under  present  law,  services  of  a  student  performed  in  the  employ  of 
a  private  nonprofit  organization  which  is  auxiliary  to  a  public  or 
private  school,  college,  or  university  at  which  the  student  is  enrolled 
and  in  regular  attendance  are  generally  covered  under  social  security. 
These  auxiliary  nonprofit  organizations  may  operate  such  enterprises 
as  bookstores,  housing,  publishing,  or  food  service.  The  committee  is 
informed  that  an  unfair  situation  exists  when  services  performed  by 
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students  in  the  employ  of  schools,  colleges,  or  universities  in  which 
they  are  enrolled  and  in  regular  attendance  are  excluded  from  social 
security  coverage  while  services  performed  by  students  for  a  nonprofit 
organization  established  for  the  benefit  of  the  same  schools,  colleges, 
or  universities  are  covered. 

Therefore,  the  committee  bill  provides  for  the  exclusion  from  social 
security  coverage  of  services  of  students  performed  in  the  employ  of  an 
auxiliary  nonprofit  organization  which  is  organized  and  operated  ex- 
clusively for  the  benefit  of  and  supervised  or  controlled  by  the  school, 
college,  or  university.  However,  the  provision  would  not  exclude  from 
coverage  services  of  a  student  for  an  auxiliary  nonprofit  organization 
connected  with  a  public  school,  college,  or  university  whose  student 
employees  are  covered  under  social  security  pursuant  to  a  State  cov- 
erage agreement  with  the  Secretary. 

Effective  date. — ^^Yith  respect  to  services  performed  after  December 
1972. 

Increase  of  Amounts  in  Trust  Funds  Available  To  Pay  Costs  of 
Rehabilitation  Services 

(Sec.  131  of  the  bill) 

The  committee  bill  includes  a  provision  which  is  intended  to  in- 
crease the  number  of  social  security  disability  beneficiaries  who  are 
rehabilitated  and  enabled  to  return  to  gainful  employment.  Under 
present  law,  the  total  amount  of  trust  fund  money  that  may  be  used 
in  any  year  for  reimbursing  State  agencies  for  the  costs  of  rehabilita- 
tion services  provided  disability  beneficiaries  may  not  exceed  1  percent 
of  the  social  security  disability  benefits  paid  in  the  previous  year.  The 
committee  bill  would  increase  the  authorization  for  use  of  trust  fund 
money  for  rehabilitation  in  two  steps — to  1.25  percent  for  fiscal  year 
1973,  and  to  1.5  percent  for  fiscal  year  1974  and  subsequent  years. 
The  Department  of  Health,  Education,  and  Welfare  has  informed 
the  committee  that  the  savings  to  the  trust  funds  resulting  from  the 
increased  number  of  disability  benefi.ciaries  who  would  be  rehabilitated 
and  returned  to  employment  would  substantially  exceed  the  additional 
costs  of  the  rehabilitation  services. 

About  $29  million  in  additional  funds  would  be  available  in  1974. 

Acceptance  of  Money  Gifts  Made  Unconditionally  to  Social 

Security 

(Sec.  132  of  the  bill) 

There  is  no  authorization  in  the  law  for  the  ^lanaging  Trustee  of 
the  social  security  trust  funds  (by  law,  the  Secretary  of  the  Treasury) 
to  accept  gifts  and  bequests  made  to  the  social  security  program. 
While  unrestricted  bequests  can  be  deposited  in  the  general  funds  of 
the  Federal  Government,  bequests  restricted  to  the  social  security 
program  cannot  be  accepted  without  enactment  of  special  legislation. 

There  is  precedent  in  the  law  for  the  Government  to  accept  gifts 
for  special  purposes.  The  Secretary  of  Health,  Education,  and  Welfare 
can  accept  gifts  for  certain  divisions  of  the  Public  Health  Service  (such 
as  the  National  Library  of  Medicine,  the  National  Cancer  Institute, 
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the  National  Heart  Institute,  and  St.  Elizabeths  Hospital),  and  the 
Cuban  refugee  program. 

There  have  been  some  cases  where  money  has  been  bequeathed  to 
the  social  security  trust  funds.  Because  such  a  bequest  cannot  be 
accepted,  confusion  and  delay  in  settling  the  estate  may  have  resulted. 
The  Department  of  Health,  Education,  and  Welfare  points  out  that 
while  the  amount  of  money  lost  to  the  trust  funds  is  insignificant,  it 
seems  unjustifiable  that  an  act  presumably  motivated  by  apprecia- 
tion for,  and  confidence  in,  a  Government  program  should  cause  com- 
plicated legal  problems  for  the  survivors. 

The  committee  bill,  therefore,  includes  a  provision  which  would 
authorize  the  Managing  Trustee  of  the  social  security  trust  funds  to 
accept  money  gifts  or  bequests  made  unconditionally  to  the  trust  funds 
or  to  the  Department  of  Health,  Education,  and  Welfare,  or  any  part 
or  officer  thereof,  for  the  benefit  of  any  of  the  social  security  trust 
funds  or  any  activity  financed  through  such  funds,  and  to  deposit 
such  gifts  or  bequests  in  the  social  security  trust  funds. 

Under  this  amendment,  gifts  would  be  credited  to  the  particular 
trust  fund  designated  by  the  donor  (the  old-age  and  survivors  insur- 
ance trust  fund,  the  disability  insurance  trust  fund,  the  hospital  insur- 
ance trust  fund,  or  the  supplementary  medical  insurance  trust  fund). 
If  no  fund  is  designated,  the  gift  would  be  credited  to  the  old-age  and 
survivors  insurance  trust  fund. 

Payment  in  Certain  Cases  of  Disability  Insurance  Benefits  With 
Respect  to  Certain  Periods  of  Disability 

(Sec.  133  of  the  bill) 

Under  a  1967  amendment  certain  disabled  people  were  allowed  to 
establish  a  period  of  disability — the  so-called  disability  freeze — even 
though  the  period  provided  in  the  law  for  filing  effective  applications 
had  terminated.  This  1967  provision  was  designed  to  protect  a  limited 
number  of  people  who,  when  the  disability  program  was  new,  had 
been  so  severely  disabled  that  they  did  not  have  the  opportunity  or 
ability  to  file  an  application. 

The  committee  has  been  informed  that  these  people  also  lost  benefits 
which  would  otherwise  have  been  paid.  Therefore,  the  committee  bill 
would  provide  for  the  payment  of  cash  disability  benefits  for  periods 
of  disability  that  began  after  1959  and  ended  prior  to  1964  that  have 
been  established  by  those  persons  under  the  1967  amendments. 

Recomputation  of  Benefits  on  Combined  Railroad  and  Social 
Security  Earnings 

(Sec.  134  of  the  bill) 

A  social  security  beneficiary  may  receive  benefits  in  a  given  year 
based  only  on  earnings  in  prior  years;  but  his  primary  insurance 
amount  is  automatically  recomputed  from  year  to  year  if  he  has 
current  earnings.  Recomputation  is  provided  for  "if  an  individual 
has  wages  or  self-employment  income  for  a  year  after  1965."  This 
wording  has  inadvertently  created  a  problem  when  people  are  entitled 
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to  benefits  under  both  the  social  security  and  railroad  retirement 
systems. 

A  living  individual  with  entitlement  to  both  social  security  and 
railroad  retirement  benefits  may  receive  benefits  separately  under 
both  systems.  If  he  dies,  however,  his  survivors  may  receive  benefits 
from  only  one  system,  based  on  his  combined  earnings  under  both 
systems.  Thus,  upon  his  death,  a  recomputation  is  necessary.  The 
language  of  the  law  has  been  interpreted  as  preventing  the  Social 
Security  Administration  from  automatically  recomputing  survivor 
benefits  based  on  combined  social  security  and  railroad  retirement 
earnings  where  the  deceased  person  retired  before  1966  and  had  iio 
earnings  after  1965.  A  specific  provision  in  the  law  is  needed  to  make 
it  clear  that  survivor's  benefits  will  continue  to  be  based  on  the  worker's 
combined  social  security  and  railroad  earnings. 

Effective  date. — Upon  enactment. 


2.  PROVISIONS  OF  THE  HOUSE  BILL  THAT  WERE  MODIFIED  BY  THE 

COMMITTEE 

Special  Minimum  Primary  Insurance  Amount 

(Sec.  101  of  the  bill) 

Under  present  law,  in  order  to  be  eligible  to  receive  any  social 
security  retirement  benefit,  an  individual  must  have  worked  at  least 
a  specified  amount  of  time  in  employment  covered  under  the  social 
security  program.  Eventually,  everyone  will  need  10  years  of  employ- 
ment covered  under  social  security  in  order  to  be  eligible  for  retire- 
ment benefits ;  however,  a  man  reaching  age  65  in  1960  required  only 
2^4  years  of  covered  employment  to  be  eligible  for  retirement  benefits ; 
one  attaining  age  65  in  1965  required  only  31/2  years  of  covered  em- 
ployment; and  a  man  reaching  age  65  in  1971  required  only  5  years 
of  covered  employment. 

Once  an  individual  has  sufficient  years  of  covered  employment  to  be 
eligible  for  social  security  benefits,  the  amount  of  the  benefit  for  which 
he  is  eligible  is  calculated  on  the  basis  of  his  average  earnings  in  cov- 
ered employment,  including  years  with  no  earnings  if  his  employment 
under  the  social  security  program  is  slight.  For  example,  the  benefits 
for  men  retiring  at  age  65  in  1972  generally  are  based  on  their  16  years 
of  highest  earnings  after  1950  under  the  social  security  system ;  a  man 
with  16  years  of  earnings  of  $250  monthly  will  have  the  same  average 
monthly  earnings  as  one  with  8  years  of  earnings  of  $500  monthly 
combined  with  8  years  of  no  earnings  under  social  security.  Thus,  the 
committee  feels  that  it  would  be  appropriate  in  increasing  benefits  to 
distinguish  between  individuals  whose  low  average  earnings  result 
from  only  slight  connection  with  covered  employment  and  those  indi- 
viduals who  worked  for  years  at  low  wages. 

Beginning  September  1972,  an  individual  whose  average  monthly 
earnings  are  less  than  $76  is  eligible  for  a  monthly  social  security 
benefit  of  $84.50.  Typically,  an  individual  has  average  wages  of  less 
than  $76  monthly  because  for  a  number  of  years  he  was  not  Avorking  in 
covered  employment  at  all,  and  these  years  of  no  earnings,  when  aver- 
aged in  with  the  years  of  covered  employment,  brought  his  average 
wages  to  a  low  level.  This  would  occur  if  an  individual  spent  most  of 
his  working  career  in  employment  not  covered  under  social  security 
but  instead  covered  by  another  public  pension  system  (such  as  employ- 
ment in  the  Federal  civil  service,  under  a  State  retirement  system  not 
linked  to  social  security,  or  as  a  policeman  or  fireman).  A  woman  who 
spent  most  of  her  adult  life  not  working  but  who  had  some  earnings 
under  social  security  would  ordinarily  receive  wife's  or  widow's  bene- 
fits based  on  her  husband's  earnings  under  social  security ;  however,  if 
he  receives  another  public  pension  because  he  never  worked  under  so- 
cial security,  she  will  probably  be  receiving  the  minimum  benefit  even 
though  his  pension  benefit  may  be  substantial. 
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Thus,  it  appears  that  many,  if  not  most,  people  receiving  the  mini- 
mum benefit  under  social  security  are  doing  so  because  they  have  had 
little  connection  with  employment  covered  under  social  security. 

On  the  other  hand,  many  people  receive  relatively  low  social  secu- 
rity benefits  because  they  have  worked  for  yep.rs  at  low  wages  under  the 
social  security  system.  For  example,  an  individual  with  average  wages 
of  $200  monthly  (whether  he  worked  for  30  years  under  social  security 
or  only  for  10  years)  receives  monthly  social  security  benefits  of 
$154.40,  and  a  person  with  average  earnings  of  $250  monthly  (regard- 
less of  the  number  of  years  worked  under  social  security)  is  eligible  for 
monthly  benefits  of  $174.80.  These  amounts  represent  the  benefits  to  a 
single  person  retiring  at  age  65;  a  married  couple  would  receive  an 
additional  50  percent. 

The  House  bill  would  provide  a  new  special  minimum  benefit  of  $5 
times  the  number  of  years  of  coverage  a  person  has  under  social  secu- 
rity. The  benefit  would  be  $85  for  a  person  who  had  17  years  of  cover- 
age, $100  for  a  person  with  20  years  of  coverage,  $125  for  a  person  with 
25  years  of  coverage,  with  a  maximum  of  $150  for  a  person  with  30 
or  more  years  of  coverage. 

The  committee  is  recommending  a  special  minimum  benefit  under 
the  program  which  would  provide  a  payment  of  $200  per  month  ($300 
for  a  couple)  for  persons  who  have  been  employed  in  covered  em- 
ployment for  at  least  30  years.  This  benefit  would  be  paid  as  an 
alternative  to  the  regular  benefit  in  cases  where  a  higher  benefit  would 
result. 

Specifically,  the  amendment  would  provide  a  special  minimum  of 
$10  per  year  for  each  year  of  coverage  in  excess  of  10  years  (there 
would  be  no  credit  for  the  first  10  years  of  coverage).  Under  this 
provision,  the  new  higher  minimum  benefit  would  become  payable  to 
people  with  19  or  more  years  of  coverage;  at  that  point,  the  special 
minimum  benefit  would  be  more  than  the  regular  minimum — $90  as 
compared  to  the  regular  minimum  benefit  of  $84.50.  A  worker  with 
20  years  of  coverage  under  social  security  would  receive  a  mini- 
mum benefit  of  $100 ;  one  with  25  years  would  receive  a  minimum  of 
$150,  while  one  with  30  years  would  receive  $200  a  month.  Minimum 
payments  to  a  couple  would  be  one  and  one-half  times  these  amounts. 

The  minimum  benefits  under  the  amendment  for  persons  with  vari- 
ous years  of  covered  employment  are  shown  in  the  following  table : 

Years  of  covered  employment:  Special  minimum  benefit 

19    -    $90 

20     100 

21     110 

22     120 

23     130 

24  -     140 

25     -  -   150 

26   -  -    -— -  160 

27       170 

28     -     180 

29       190 

30  or  more     200 
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These  special  minimum  benefits  would  not  be  raised  under  the  auto- 
matic benefit  increase  provisions  of  the  law. 

Under  the  bill,  for  purposes  of  determining  the  amount  of  an  in- 
dividual's special  minimum  benefit,  the  number  of  years  of  coverage 
for  the  period  1987-1950  would  be  determined  on  a  presumptive  basis 
by  dividing  the  total  wages  credited  to  an  individual  for  years  pfter 
1936  and  prior  to  1951  by  $900,  disregarding  any  fraction  and  limit- 
ing the  total  to  14.  (This  method  is  a  practical  way  to  deter- 
mine years  of  coverage  for  the  period  1937-1950  because  the  records 
of  the  Social  Security  Administration  available  for  machine  use  indi- 
cate total  earnings  for  the  entire  14-year  period  but  not  earnings  for 
individual  years.)  The  number  of  years  of  coverage  after  1950  would 
be  determined  on  an  individual-year  basis;  each  year  for  which  the 
individual  is  credited  with  wages  and  self -employment  income  of  at 
least  25  percent  of  the  contribution  and  benefit  base  for  that  year  would 
be  a  year  of  coverage.  The  amount  used  for  determining  years  of  cover- 
age before  1951  has  been  set  at  $900,  rather  than  25  percent  of  the 
$3,000  base  ($750)  in  effect  before  1951  as  an  offset  to  the  generous 
treatment  resulting  from  the  use  of  the  presumptive  basis. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 700,000  people 
would  become  eligible  for  additional  benefits  on  the  effective  date  and 
$152  million  in  additional  benefits  would  be  paid  in  1974. 

Delayed  Retirement  Credit 

(Sec.  103  of  the  bill) 

Under  present  law,  a  person  who  continues  working  and  delays 
retirement  beyond  age  65  pays  contributions  on  his  earnings,  foregoes 
benefits,  and  may  get  no  more  in  monthly  benefits  when  he  finally 
retires  than  he  would  have  been  paid  had  he  retired  at  age  65.  In  some 
cases,  however  (where  average  monthly  earnings  increase  due  to  work 
after  age  65)  monthly  benefits  can  be  greater  than  the  benefits  that 
would  have  been  paid  at  65,  because  earnings  in  years  after  65  can  be 
substituted  for  lower  earnings  in  prior  years  in  figuring  the  average 
earnings  on  which  benefits  are  based. 

The  committee  bill  would  provide  increased  benefits  for  people 
who  do  not  get  benefits  because  they  are  working  between  ages  65 
and  72. 

Beginning  Avith  the  month  of  attainment  of  age  65  and  ending  with 
the  month  before  the  month  in  w^hich  a  worker  reaches  age  72,  his 
benefit  would  be  increased  by  one-twelfth  of  1  percent  for  each  month 
for  which  his  benefit  was  not  payable. 

As  under  present  law,  benefits  vrould  be  recomputed  for  any  year 
after  age  65  in  which  a  person  has  earnings.  Benefits  reflecting  the 
increase  (after  taking  into  account  the  months  in  which  a  worker  was 
insured  but  for  which  he  got  no  benefits)  would  be  payable  beginning 
the  following  January. 

For  example,  a  man  who  retires  at  age  65  in  January  1973  with 
earnings  of  $4,000  in  each  year  of  his  computation  period  could  get  a 
monthly  benefit  of  $205.80'for  each  month  of  1973.  If  he  worked  for 
12  months  in  1973,  earning  $6,000,  his  average  monthly  earnings  would 
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be  increased  from  $333  to  $343,  and  his  benefit  before  application  of 
the  delayed-retirement  credit  provision  would  be  increased  to  $211.20. 
This  amount  would  then  be  increased  by  1  percent  to  $213.40. 

The  delayed-retirement  increment — unlike  the  increase  resulting 
from  the  increase  in  average  monthly  earnings — Avould  apply  to  the 
old-age  insurance  benefit  only,  and  Avould  not  affect  benefits  of  de- 
pendents or  survivors. 

The  provisions  of  the  committee  bill  would  require  the  recomputa- 
tion  of  the  benefits  payable  to  all  retired  workers  now  on  the  benefit 
rolls  to  take  account  of  months  (beginning  with  January  1940)  for 
which  benefits  were  not  paid  between  ages  65  and  72  because  of  earn- 
ings from  work.  In  this  respect  it  differs  from  the  House-passed  pro- 
vision which  would  only  take  account  of  months  after  1970  for  which 
benefits  were  not  paid  between  ages  65  and  72  because  of  earnings. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 5  million  people 
would  get  increased  benefits  on  the  effective  date  and  $198  million  in 
additional  benefits  would  be  paid  in  1974. 

Liberalization  and  Automatic  Adjustment  of  Earnings  Limitation 

(Sec.  105  and  Sec.  106  of  the  bill) 

Under  present  law,  if  a  beneficiary  under  age  72  earns  more  than 
$1,680  in  a  year,  his  benefits  are  reduced  by  $1  for  each  $2  of  earnings 
between  $1,680  and  $2,880  and  by  $1  for  each  $1  of  earnings  above  $2,- 
880.  However,  full  benefits  are  paid,  regardless  of  the  amount  of  annual 
earnings,  for  any  month  in  which  the  beneficiary  neither  works  for 
wages  of  more  than  $140  nor  renders  substantial  services  in  self- 
employment.  Under  the  committee  bill,  beginning  in  1973,  a  beneficiary 
Avould  receive  the  full  amount  of  his  benefits  each  month  if  his  an- 
nual earnings  did  not  exceed  $2,400  (compared  w^ith  $2,000  in  the 
House  bill)  ;  the  bill  would  also  increase  from  $140  to  $200  the 
amount  of  wages  a  beneficiary  may  earn  in  a  given  month  and  still 
get  full  benefits  for  that  month.  In  addition,  the  committee  bill  would 
provide  that  only  $1  in  benefits  would  be  Avithheld  for  each  $2  of 
earnings  above  $2,400,  regardless  of  how  high  the  earnings  might  be. 

The  committee  bill,  like  the  House  bill,  w^ould  also  change  the  retire- 
ment test  as  it  applies  in  the  year  in  which  a  worker  reaches  age  72. 
Under  present  law,  benefits  are  not  withheld  after  age  72.  However, 
in  the  year  in  which  a  beneficiary  reaches  age  72,  earnings  in  and  after 
the  month  in  which  he  reaches  age  72  are  counted  in  determining  his 
annual  earnings  and  thus  have  an  effect  on  whether  benefits  are  reduced 
or  w^ithheld  for  the  months  before  he  reached  age  72. 

Many  beneficiaries  believe  that  earnings  after  they  reach  age  72  do 
not  affect  benefits  for  the  year  in  which  they  are  72.  However,  the  law 
requires  that  they  be  included  in  the  individual's  earnings  for  that 
year,  and  as  a  result  some  people  receive — and  have  to  repay — excess 
benefits  because  of  this  misunderstanding. 

To  eliminate  this  confusion,  the  committee  bill  would  pro- 
vide that  only  amounts  earned  before  the  month  in  which  the 
beneficiary  became  72  would  be  used  in  determining  his  earnings  for 
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the  year.  (A  self-employed  person  would  have  his  self -employment 
earnings  for  the  year  prorated  to  each  month  in  his  taxable  year.) 

The  provisions  in  the  House  bill  providing  for  automatic  increases 
in  social  security  benefits  and  in  the  contribution  and  benefit  bases 
were  enacted  into  law  on  July  1,  1972,  as  part  of  H.R.  15390  (Public 
Law  92-336). 

Under  the  provisions  of  the  bill  reported  by  the  committee,  as  under 
the  House  bill,  the  retirement  test  exempt  amount — the  amount  a  bene- 
ficiary under  age  72  can  earn  in  a  year  and  still  receive  all  his  bene- 
fits— would  be  automatically  increased  in  proportion  to  the  increase  in 
the  level  of  average  covered  wages  in  the  first  quarter  of  the  year  in 
which  the  computation  is  made  over  the  level  of  average  covered 
wages  in  the  first  calendar  quarter  of  the  later  of:  the  most  recent 
year  in  which  an  increase  in  the  retirement  test  exempt  amount  was 
enacted,  or  the  most  recent  year  in  which  a  determination  was  made 
to  automatically  adjust  the  exempt  amount.  The  exempt  amount  would 
be  automatically  increased  in  the  same  manner  as  the  contribution  and 
benefit  base  is  increased  under  present  laAv.  Like  the  base  increases,  the 
automatic  retirement  test  increases  would  occur  only  when  there  is  an 
automatic  increase  in  benefits.  This  provision  w^ould  provide  retire- 
ment test  changes  current  with  increases  in  earnings  and  would  avoid 
extended  lags  between  such  increases  and  changes  in  the  test. 

Effective  date. — The  earnings  limitation  would  be  increased  to 
$2,400  beginning  January  1973 ;  the  first  automatic  increase  could  be 
effective  for  January  1975. 

Number  of  people  affected  and  dollar  payments. — 1.2  million  bene- 
ficiaries would  become  entitled  to  higher  benefit  payments  when  the 
earnings  limitation  is  raised  to  $2,400,  and  additional  people  would 
become  entitled  to  benefits.  About  $1.1  billion  in  additional  benefits 
would  be  paid  in  1974. 

Benefits  for  Child  Based  on  Earnings  of  Grandparent 

(Sec.  113  of  the  bill) 

The  House-passed  bill  would  add  a  new  provision  to  the  law  so  that 
the  grandchild  of  a  retired,  disabled  or  deceased  worker  (or  of  his 
spouse)  can,  under  certain  circumstances,  qualify  for  child's  insurance 
benefits  where  both  of  the  child's  parents  are  dead.  There  is  no  provi- 
sion now  in  the  law  that  provides  benefits  for  a  child  based  on  the 
earnings  of  a  person  other  than  his  parent  or  stepparent. 

The  committee  agrees  with  the  TTouse  that  for  some  children,  the 
present  provisions  do  not  provide  sufficient  protection.  HoAvever  the 
House-passed  bill  does  not  make  provision  for  children  whose  parents 
are  severely  disabled  and  who  are  cared  for  and  supported  by  a  grand- 
parent. The  committee  bill  would  modify  the  House  bill  to  provide 
benefit  payments  to  these  cnildren  as  well  as  to  those  whose  parents 
have  died. 

The  committee  bill  like  the  House  bill  also  modifies  the  benefit  eligi- 
bility requirements,  as  they  would  apply  to  grandchildren,  for  a  child 
who  is  adopted  after  a  worker's  death  by  his  surviving  spouse.  In  order 
to  qualify  for  benefits  under  present  law,  the  child  must  be  adopted 
within  2  years  of  the  worker's  death  if  the  worker  had  not  instituted 
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adoption  proceedings  before  his  death,  and  the  child  must  not  have 
been  receiving  reguiar  contributions  toAvard  his  support  from  any  per- 
son other  tnan  tne  Avorker  or  iiis  spouse  or  from  a  public  or  private 
A\elfare  organization  which  furnishes  services  or  assistance  for 
children. 

The  committee  believes  that  while  these  requirements  are  appro- 
priate and  desirable  in  most  cases,  tliey  are  too  restrictive  for  grand- 
children. The  committee  bill  would  modify  these  requirements  as  they 
would  apply  to  grandchildren. 

Under  the  committee  bill,  a  grandchild  of  a  worker,  or  of  his 
spouse,  could  qualify  for  child  s  insurance  benehts  if :  (1)  the  child  was 
living  with,  and  receiving  at  least  one-half  of  his  support  from  the 
worker  for  the  year  immediately  before  the  worker  became  disabled, 
or  became  entitled  to  old-age  or  disability  insurance  benefits,  or  died ; 
(2)  the  child  began  living  with  the  worker  before  he  attained  age  18; 
and  (3)  at  the  time  the  worker  became  disabled  or  became  entitled  to 
old-age  or  disability  benefits  or  died  the  child's  natural  or  adopting 
parents  or  stepparents  were  not  alive  or  were  disabled  (as  defined  for 
purposes  of  social  security  disability  benefits) ,  or  the  child  was  adopted 
by  the  worker's  surviving  spouse  after  the  worker's  death  and  the 
child's  natural  or  adopting  parent  or  stepparent  Avas  not  living  in  the 
worker's  household  and  making  regular  contributions  toward  the 
child's  support  at  the  time  the  worker  died. 

A  child  who  was  born  in  the  1-year  period  during  which  he  would 
otherAvise  be  required  to  have  been  living  with  and  receiving  at  least 
one-half  of  his  support  from  the  grandparent  would  be  deemed  to  meet 
the  requirement  if  he  was  living  with  the  grandparent  in  the  United 
States  and  receiving  at  least  one-half  of  his  support  from  the  grand- 
parent for  substantially  all  of  the  period  occurring  after  the  child  was 
born. 

Effective  date. — January  1973. 

Reduction  From  6  to  4  Months  of  Waiting  Period  for  Disability 

Benefits 

(Sec.  116  of  the  bill) 

The  committee  bill,  like  the  Senate-passed  bill  in  the  91st  Con- 
gress, would  modify  the  House-passed  bill  by  reducing  the  waiting 
period  for  disability  insurance  benefits  by  tAvo  months,  rather  than 
by  one  month.  Under  present  laAv,  entitlement  to  disability  benefits 
cannot  begin  until  after  a  Avorker  has  been  disabled  throughout  a  Avait- 
ing  period  of  6  consecutive  full  months.  For  example,  if  a  Avorker  be- 
comes disabled  on  January  10,  the  waiting  period  is  the  6  full  months 
February  through  July;  his  first  month  of  entitlement  to  benefits  is 
August,  and  the  first  benefit  check  is  payable  early  in  September.  No 
benefit  is  payable,  hoAvever,  unless  the  disability  is  expected  to  last 
(or  has  lasted)  at  least  12  consecutive  months,  or  to  result  in  death; 
this  latter  provision  Avould  not  be  changed  by  the  committee  bill. 

While  many  Avorkers  haA^e  some  protection  against  loss  of  income 
due  to  sickness  or  disability  under  A^arious  public  or  priA^ate  plans 
(such  as  group  policies,  sick-leave  plans,  etc.),  such  protection  usually 
expires  before  the  end  of  the  present  disability  waiting  period.  Reduc- 
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ing  the  waiting  period  from  6  months  to  4  months  would  diminish 
the  financial  hardships  faced  by  those  workers  who  have  little  or  no 
savings  or  other  resources  to  fall  back  on  during  the  early  months  of 
long-term  total  disability. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 950,000  benefici- 
aries would  become  entitled  to  higher  benefit  payments  and  8,000  addi- 
tional people  would  become  entitled  to  benefits  during  1974.  About 
$274  million  in  additional  benefits  would  be  paid  in  1974. 

Disability  Benefits  for  Individuals  Who  Are  Blind 

(Sec.  117  of  the  bill) 

To  be  insured  for  disability  protection  under  present  law,  a  worker 
must  be  fully  insured  and  meet  a  requirement  of  substantial  recent 
covered  work.  Generally,  to  meet  the  latter  requirement,  a  disabled 
worker  needs  at  least  20  quarters  of  social  security  coverage  during 
the  period  of  40  calendar  quarters  ending  with  the  quarter  in  which 
he  became  disabled ;  a  special  provision  takes  into  account  the  fact  that 
workers  who  are  disabled  while  young  may  have  been  in  the  work  force 
for  a  relatively  short  time. 

The  committee  recommends — as  it  did  in  the  91st  Congress — an 
extension  of  social  security  disability  protection  to  additional  blind 
persons  by  providing  that  a  blind  person  would  be  insured  for  disa- 
bility benefits  with  six  quarters  of  coverage  earned  at  any  time. 

In  addition  to  changing  the  insured-status  requirements,  the  com- 
mittee bill  would  change  the  definition  of  disability  for  the  blind  to 
permit  them  to  meet  the  definition  regardless  of  their  capacity  to 
work,  and  to  receive  disability  benefits  regardless  of  whether  they 
work.  Under  present  law,  a  blind  person  must  be  unable  to  engage  in 
any  substantial  gainful  activity,  or  if  age  55  or  over,  unable  to  engage 
in  substantial  gainful  activity  requiring  skills  or  abilities  comparable 
to  those  used  in  any  previous  work,  in  order  to  be  considered  disabled 
for  benefit  purposes. 

Under  present  law,  disability  benefits  are  not  payable  after  attain- 
ment of  age  65,  but  the  beneficiary  automatically  becomes  entitled  to 
old-age  benefits.  The  bill  would  permit  blind  persons  who  have  six 
quarters  of  coverage  to  continue  to  receive  disability  benefits,  rather 
than  retirement  benefits,  beyond  a2:e  65,  and  because  they  would  be 
receiving  disability  benefits  rather  than  retirement  benefits,  they  would 
not  be  subject  to  reduced  benefit  payments  under  the  retirement  test. 

The  bill  would  also  exclude  blind  persons  from  the  requirement  of 
present  law  that  disability  benefits  be  suspended  for  any  months  dur- 
ing which  a  beneficiary  refuses  without  good  cause  to  accept  voca- 
tional rehabilitation  services. 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 250,000  additional 
people  would  become  eligible  for  benefits  on  the  effective  date  and  $246 
million  in  additional  beAefits  would  be  paid  in  1974- 
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Payments  to  Disabled  Former  Employee  or  to  Survivor  or  Estate 
of  Former  Employee 

(Sec.  122  and  Sec.  140  of  the  bill) 

Under  present  law,  social  security  taxes  must  be  paid  on  wages  paid 
to  an  employee  after  he  becomes  totally  disabled  or  to  an  employee's 
estate  or  survivor  after  the  year  the  employee  dies  even  though  the 
wages  cannot  be  used  to  determine  eligibility  for  or  the  amount  of  so- 
cial security  benefits.  These  provisions  have  worked  a  hardship,  par- 
ticularly in  the  case  of  life  insurance  salesmen  whose  renewal  commis- 
sions have  been  taxed  for  many  years  after  their  death  without  increas- 
ing the  social  security  benefits.  Accordingly,  the  House-passed  bill 
would  exclude  from  the  definition  of  wages  amounts  earned  by  a 
worker  in  covered  employment  which  are  paid  after  the  year  in  which 
he  died.  The  committee  believes,  however,  that  similar  provision  should 
apply  to  disability  insurance  beneficiaries  and  hns  modified  the  House 
bill  accordingly  by  adding  such  a  provision  to  the  bill. 

The  provision  would  be  effective  with  regard  to  any  payment  made 
after  December  1972. 

Issuance  of  Social  Security  Numbers  and  Penalty  for  Furnishing 
False  Information  To  Obtain  a  Number 

( Sec.  130  and  Sec.  137  of  the  bill) 

Under  present  law,  social  security  account  numbers  are  issupd  upon 
application,  often  by  mail,  upon  the  individual's  motion.  Criminal 
penalties  are  provided  for  any  person  who  makes  a  false  representation 
to  obtain  payment  of  social  security  benefits  which  are  not  due  him. 
These  penalties  may  be  applied,  for  example,  if  a  person  attempts  to 
get  benefits  based  on  his  own  earnings  under  more  than  one  social  se- 
curity number,  or  to  avoid  having  his  benefits  withheld  under  the  re- 
tirement test  by  drawing  benefits  under  one  number  while  continuing 
to  work  for  high  earnings  under  a  false  name  and  another  number, 
or  to  continue  to  draw  disability  benefits  while  engaged  in  substantial 
gainful  employment  under  another  name  and  number.  Penalties  are 
not  provided  in  the  social  security  law  for  those  individuals  who  give 
false  information  in  order  to  secure  multiple  social  security  numbers 
with  an  intent  to  conceal  their  true  identities. 

Two  types  of  situations  have  recentl}^  been  brought  to  the  com- 
mittee's attention  which  demonstrate  the  ease  with  which  additional 
social  security  numbers  can  be  obtained  and  subsequently  used  for 
fraudulent  purposes.  The  first  situation  involved  the  use  of  several 
social  security  numbers  in  applying  for  welfare  payments  under  dif- 
ferent names ;  the  second  situation  concerned  the  use  of  social  security 
numbers  by  aliens  entering  the  United  States  illegally. 

The  committee  does  not  believe  that  Congress  should  permit  the  lax 
system  of  issuing  social  security  numbers  to  facilitate  evasion  of  other 
Federal  laws  or  fraud  against  federally  financed  programs.  Accord- 
ingly, there  is  a  need  to  take  steps  to  eliminate  the  issuance  of  more 
than  one  social  security  number  in  the  future  and  to  provide  penalties 
for  the  fraudulent  obtaining  or  use  of  a  social  security  number.  It  is 
the  committee's  belief  that  more  orderly  rules  for  the  issuance  of  num- 
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bers  Avould  make  it  difficult  for  an  individual  to  obtain  a  number,  or 
an  additional  number,  in  order  to  hide  his  true  identity  and  thus  obtain 
benefits  to  which  he  is  not  entitled  or  to  obtain  a  job  for  which  he  is 
not  elififible. 

To  deal  with  this  situation,  the  committee  proposes  that  today's 
system  of  issuing  social  security  numbers  on  a  case-by-case  basis  be 
replaced  bv  more  orderly  and  systematic  rules  under  which  most  num- 
bers would  be  issued  through  economical  group  registrations.  Specifi- 
cally, under  the  committee  bill,  numbers  in  the  future  generally  would 
be  issued  at  the  time  an  individual  enters  the  school  system ;  for  most 
persons,  this  would  be  the  first  grade.  In  the  case  of  non-citizens  enter- 
ing the  country  under  conditions  which  would  permit  them  to  work, 
numbers  would  be  issued  at  the  time  they  enter  the  country  or  in  the 
case  of  a  person  who  may  not  legally  work  at  the  time  he  is  admitted 
to  the  United  States,  at  the  time  his  status  changes.  In  addition  to 
these  general  rules,  numbers  would  be  issued  to  persons  who  do  not 
have  them  at  the  time  they  apply  for  benefits  under  any  federally 
financed  program. 

After  the  procedures  for  issuing  social  security  numbers  to  school 
children,  aliens,  and  welfare  applicants  have  been  in  effect  long  enough 
to  support  the  presumption  that  all  persons  above  school  entrance  age 
have  been  enumerated,  the  burden  of  proof  would  rest  on  every  appli- 
cant for  a  social  security  number  above  school  entrance  age  to  provide 
convincing  reasons  establishing  that  he  had  not  previously  been  as- 
signed a  social  security  number.  When  such  individuals  established 
to  the  satisfaction  of  the  Social  Security  Administration  that  they  had 
been  assigned  no  number  previously,  they  would  be  assigned  numbers 
using  the  personal  data  provided  by  birth  certificates  or  other  con- 
vincing documents. 

Social  security  numbers  are  currently  used  for  many  purposes  be- 
yond the  social  security  system.  For  example,  they  must  be  used  by 
taxpayers  in  filing  their  income  tax  returns  and  in  opening  bank  ac- 
counts or  purchasing  securities.  Similarly,  they  are  used  in  applying 
for  jobs,  credit  cards  and  drivers'  licenses.  For  this  reason,  the  commit- 
tee's amendment  largely  relates  to  the  point  in  time  at  Vv  hich  a  number 
is  issued,  and  not  to  whether  it  is  issued  to  someone  who  will  never  need 
it  for  social  security  purposes.  Moreover,  the  committee  has  been  in- 
formed that  the  cost  of  a  group  issuance  as  contemplated  by  the  com- 
mittee amendment  will  be  substantially  less  in  the  long  run  than  issuing 
numbers  on  an  ad  hoc  individual  basis  as  is  noAv  being  done. 

As  a  corollary  to  this  more  orderly  system  of  issuing  social  security 
account  numbers,  the  committee  amendment  would  provide  criminal 
penalties  for  an  individual  who  (1)  knowingly  and  willfully  uses 
a  social  security  number  that  was  obtained  with  false  information  to 
obtain  benefits  under  a  program  financed  in  whole  or  in  part  from  Fed- 
eral funds,  or  (2)  uses  someone  else's  social  security  number  or  a  num- 
ber purporting  to  be  a  social  security  number,  to  conceal  his  true 
identity.  Under  the  amendment,  the  penalty  would  involve  a  fine  of 
up  to  $1,000  or  imprisonment  for  up  to  one  year  or  both.  The  commit- 
tee changes  are  designed  to  perfect  and  improve  upon  features  of  the 
House  bill  relating  to  false  information  with  respect  to  social  security 
numbers. 

Effective  date. — On  enactment. 
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3.  PROVISIONS  ADDED  BY  THE  COMMITTEE 

Sister's  and  Brother's  Benefits 

(Sec.  138  of  the  bill) 

Under  the  present  law,  social  security  protection  is  provided  for 
a  worker's  wife,  widow  and  children  and  when  actual  dependency  is 
established,  for  the  worker's  aged  husband,  widower  and  surviving 
parent.  While  these  provisions  take  care  of  most  of  the  situations  in 
which  a  person  could  lose  a  source  of  support  when  a  worker  retires, 
becomes  disabled  or  dies,  there  are  some  situations  in  which  a  sister 
or  brother  may  be  dependent  on  the  worker  but  can  not  qualify  for 
social  security  benefits.  These  situations  are  few  in  number  and  come 
about,  for  example,  when  a  sister  remains  at  home  to  be  a  housekeeper 
for  a  bachelor  or  widowed  brother  or  when  a  severely  disabled  man 
or  woman  is  supported  by  a  brother  or  sister. 

The  committee  believes  that  in  these  situations  benefits  might  be 
appropriately  paid  to  a  brother  or  sister.  Thus,  the  committee  bill  pro- 
vides for  the  payment  of  monthly  benefits  to  a  dependent  sister  who : 

(a)  has  attained  age  62 J 

(b)  was  receiving  at  least  one-half  of  her  support  from  her 
brother  at  the  time  he  became  entitled  to  benefits,  was  disabled 
or  died,  and 

(c)  who  files  proof  of  dependency  within  two  years  after  the 
time  of  her  brother's  retirement,  disability,  or  death. 

Payments  would  also  be  made  to  the  disabled  brother  or  sister,  re- 
gardless of  age  whose  disability  began  before  age  22  and  who : 

(a)  was  receiving  at  least  one-half  of  his,  or  her,  support  from 
a  brother  or  sister  at  the  time  he  became  entitled  to  benefits,  was 
disabled  or  died,  and 

(b)  who  files  proof  of  dependency  within  two  years  after  the 
time  of  his  brother's  retirement,  disability,  or  death. 

In  the  case  of  a  living  worker,  the  benefit  payable  would  be  one-half 
of  the  worker's  disability  or  retirement  benefit.  If  the  worker  has  died, 
the  benefit  to  the  surviving  dependent  brother  or  sister  would  be  821/^ 
percent  of  the  worker's  retirement  benefit  when  only  one  such  person 
qualifies  for  a  benefit  and  75  percent  of  the  retirement  benefit  when 
more  than  one  such  benefit  is  payable.  (In  the  case  of  a  deceased 
worker,  the  benefit  amounts  would  be  determined  in  the  same  way 
that  benefits  for  dependent  parents  are  determined  under  present 
law.) 

Effective  date. — January  1973. 

Number  of  people  affected  and  dollar  payments. — 50,000  additional 
people  would  becom.e  eligible  for  benefits  on  the  effective  date  and  $79 
million  in  additional  benefits  would  be  paid  in  1974. 

Refund  of  Social  Security  Tax  to  Members  of  Certain  Religious 
Faiths  Opposed  to  Insurance 

(Sec.  139  of  the  bill) 

Since  the  enactment  of  the  Social  Security  Amendments  of  1965, 
members  of  certain  religious  sects,  who  have  conscientious  objections 


163 


to  social  security  by  reason  of  their  adherence  to  the  established 

tenets  or  teachings  of  the  sect,  may  be  exempt  from  the  self- 
employment  tax  provided  they  also  waive  their  eligibility  for  social 
security  benefits.  This  exemption  is  not  available,  however,  for  "em- 
ployees" covered  by  the  social  security  tax.  The  exemption  was 
written  largely  to  relieve  the  Old  Order  Amish  from  having  to  pay 
the  social  security  tax  when,  because  of  their  religious  beliefs,  they 
would  never  draw  social  security  benefits. 

As  indicated  above,  the  1965  amendment  applies  only  to  members 
of  a  religious  sect  who  are  self-employed ;  it  does  not  apply  to  mem- 
bers of  the  same  sect  who  work  as  employees.  The  report  of  the 
Finance  Committee  in  1965  makes  clear  that  this  distinction  was 
intended.  It  reads  in  part : 

"The  proposed  exemption  would  be  limited  to  the  self-employment 
tax  under  social  security  since  those  persons  for  whom  the  payment 
of  social  security  taxes  appears  to  be  irreconcilable  Avith  their  religious 
convictions  also,  by  reason  of  their  religious  beliefs,  limit  their  work 
almost  entirely  to  farming  and  to  certain  other  self-employment." 

In  the  interval  since  the  1965  amendment  was  enacted,  an  increasing 
number  of  members  of  the  Amish  sect  have  become  employees.  To 
some  extent  this  is  a  result  of  the  unavailability  of  farm  land  in  areas 
where  they  reside.  In  large  measure,  in  the  past,  the  Amish  have 
confined  their  labors  to  agricultural  pursuits. 

In  recognition  of  the  changing  pattern  of  employment,  the  com- 
mittee concluded  that  it  was  appropriate  to  extend  employees  the  ex- 
emptions that  are  now  available  only  to  the  self-employed. 

Under  this  provision,  an  employee  who  receives  wages  where  the 
social  security  tax  is  deducted  may,  if  the  "authorization"  under  this 
provision  applies,  obtain  a  credit  or  refund  of  this  tax. 

To  obtain  this  treatment,  the  individual  must  file  an  application 
for  the  authorization  for  credit  or  refund  of  the  social  security  tax. 
To  qualify  for  this  authorization: 

(1)  the  individual  must  belong  to  a  religious  sect,  which  con- 
scientiously objects  to  the  acceptance  of  benefits  under  private  or 
public  insurance  plans ; 

(2)  it  must  be  the  practice  of  the  sect  to  make  provision  for 
dependent  families  which  is  reasonable  in  view  of  their  general 
standard  of  living ;  and 

(3)  the  sect  must  have  been  in  existence  at  all  times  since 
December  81, 1950. 

Additionally,  for  the  refund  or  credit  to  be  available  the  individual 
involved  must  be  a  member  of  a  sect  (or  a  division  thereof)  referred 
to  above  and  an  adherent  of  the  established  tenets  or  teachings  of 
the  sect  (or  division),  and  the  Secretary  of  the  Treasury  may  require 
such  evidence  of  this  as  he  deems  necessary. 

It  should  be  clear  that  the  allowance  of  a  credit  or  refund  for  the 
employee's  portion  of  the  social  security  tax  does  not  involve  any 
forgiveness  of  the  employer  portion  of  the  social  security  tax. 

In  order  to  give  effect  to  this  waiver,  a  provision  is  added  to  the  Social 
Security  Act  (section  202 (v))  making  it  clear  that  where  such  a 
waiver  has  been  filed,  no  benefit  payments  are  to  be  made  with  respect 
to  the  wages  or  self -employment  income  of  such  individual  and  no  pay- 
ments are  to  be  made  to  him  on  the  basis  of  the  wages  or  self-employ- 
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ment  income  of  anj  other  person  so  long  as  tlie  individual's  authoriza- 
tion remains  effective. 

Finally,  the  individual  must  waive  his  eligibility  for  social  security 
and  medicare  benefits  (under  titles  II  and  XVIII  of  the  Social 
Security  Act)  on  the  basis  of  his  wages  and  self -employ ment  income 
or  on  the  basis  of  the  Avages  and  self-employment  income  of  any  other 
person. 

The  credit  or  refund  is  applicable  to  w^ages  paid  for  the  first  calendar 
year  after  1972  throughout  which  the  individual  meets  the  require- 
ments specified  above,  and  in  which  an  application  for  authorization 
is  filed  (except  that  if  an  application  is  filed  on  or  before  the  date 
prescribed  by  law  for  filing  an  income  tax  return  for  a  year  the  appli- 
cation may  be  treated  as  having  been  filed  in  the  calendar  year  in  which 
the  taxable  year  begins).  The  refund  or  credit  ceases  to  be  available 
in  the  first  calendar  year  in  which  the  individual  ceases  to  meet  the 
requirements  specified  above,  or  the  sect  (or  division  thereof)  of  which 
the  individual  is  a  member,  is  found  by  the  Secretary  of  Health, 
Education,  and  Welfare  to  no  longer  meet  the  requirements  applicable 
to  it. 

Effective  date, — January  1973. 

Lump  Sum  Death  Payment  When  Body  Is  Not  Available  for 

Burial 

(Sec.  141  of  the  bill) 

In  a  bill  enacted  last  year  (P.L.  92-223)  the  Congress  provided,  for 
deaths  occurring  after  1970,  that  the  costs  of  memorial  and  other  ex- 
penses connected  with  the  death  of  an  insured  individual  can  be  con- 
sidered as  funeral  expenses  even  though  the  body  of  the  deceased 
individual  (for  example  a  member  of  the  Armed  Forces  who  died  in 
Southeast  Asia)  is  not  available  for  burial  or  cremation. 

Under  the  provisions  of  the  bill  reported  by  the  committee,  this 
provision  would  be  made  retroactive  to  cover  deaths  occurring  after 
1960  and  would  therefore  cover  the  entire  period  of  U.S.  involvement 
in  the  Southeast  Asian  conflict. 

Effective  date. — Upon  enactment. 

Disposition  of  Underpayments 

(Sec.  142  of  the  bill) 

Under  present  law,  when  a  beneficiary  dies  before  receiving  social  se- 
curity cash  benefits  due  him  payment  may  be  made  only  to  a  surviving 
spouse,  child,  parent,  or  legal  representative  of  the  deceased  benefici- 
ary's estate,  in  that  order  of  priority. 

Where  there  is  no  surviving-  spouse,  child,  or  parent  and  the  de- 
ceased beneficiary's  estate  consists  of  little  more  than  social  security 
benefits  due,  payment  may  not  be  made  because  some  survivors  find  it 
too  costly  to  take  action  necessary  to  become  the  legal  representative  of 
the  estate.  When  the  present  order  of  priority  was  under  consideration 
in  1967,  the  committee  added  a  further  category  under  which  under- 
payments could  be  paid  to  persons  related  to  the  deceased  individual 
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by  blood,  marriage,  or  adoption.  The  Senate  change  was  dropped  from 
the  bill  by  the  conference  committee.  Since  then,  experience  has  shown 
that  disposition  of  underpayments  can  be  made  in  only  about  60  per- 
cent of  the  cases  without  formal  probate  proceedings.  Where  formal 
probate  procedures  are  necessary,  the  minimum  cost  is  about  $200, 
while  90  percent  of  underpayments  amount  to  less  than  $150. 

The  committee  amendment  provides  that  if  there  is  no  survivor 
in  the  categories  listed  in  present  law,  any  other  relative  (by  blood, 
marriage,  or  adoption)  of  the  deceased  social  security  beneficiary  may 
be  determined  by  the  Secretary,  under  regulations,  to  be  the  appropri- 
ate person  to  receive,  on  behalf  of  the  estate,  any  social  security  pay- 
ments due  the  deceased  under  title  II  of  the  Social  Security  Act.  This 
provision  was  contained  in  the  bill  reported  by  the  committee  in  1970. 

Effective  date. — On  enactment. 

Treatment  of  Income  From  Sale  of  Certain  Literary  or  Artistic 

Items 

(Sec.  143  of  the  bill) 

The  purpose  of  the  social  security  earnings  test  is  to  provide  a 
practical  way  of  determining  whether  a  person  has  retired  and  thus 
suffered  a  reduction  in  income  from  current  work.  Accordingly,  the 
law  exempts  from  the  test  what  may  be  broadly  classified  as  nonwork 
income  such  as  income  from  rents,  dividends,  interest,  and  pensions. 
The  committee  has  been  informed  that  an  additional  class  of  unearned 
income — income  from  the  sale  of  literary  and  artistic  properties 
created  before  age  65  but  sold  after  age  65 — is  currently  considered 
to  be  earned  income.  These  properties  however,  are  similar  to  savings 
or  investments  in  that  the  income  they  generate  does  not  result  from 
current  Avork  effort.  The  committee  believes  that  income  from  their 
sale  should  not  be  counted  in  determining  an  individual's  income  under 
the  earnings  test. 

The  committee  therefore  added  a  provision  to  exclude  income  from 
sale  of  certain  literary  or  artistic  items  created  before  age  65  from 
income  for  purposes  of  determining  the  amount  of  benefits  to  be  with- 
held under  the  social  security  earnings  test.  Under  existing  law,  such 
income  is  not  counted  if  it  is  derived  from  a  literary  work  which  was 
copyrighted  before  age  65.  Under  the  amendment,  the  income  is  not 
counted  for  earnings  test  purposes,  regardless  of  whether  or  not  the 
work  is  copyrighted,  so  long  as  the  work  which  produced  the  literary 
or  artistic  item  was  performed  before  age  65. 

Effective  date. — January  1973. 

Louisiana  Registrars 

(Sec.  144  of  the  bill) 

The  committee  has  added  a  provision  to  the  House  bill,  applicable 
only  to  registrars  of  voters  and  employees  of  the  registrars,  in  the 
State  of  Louisiana,  which  would  permit  the  removal  of  services  per- 
formed by  these  workers  from  social  security  coverage.  About  150 
workers  are  involved. 
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Under  the  provision,  the  registrars  and  their  employees  would  be 
given  one  year  in  which  to  decide  if  they  wished  to  continue  their 
social  security  coverage  and  if  by  December  31,  1973,  they  decide  that 
they  do  not  wish  to  do  so,  and  the  State  notifies  the  Secretary  of 
Health,  Education,  and  Welfare  of  its  intent  to  terminate  coverage, 
this  coverage  would  be  terminated  effective  January  1976.  Thus,  the 
termination  of  coverage  would  not  be  effective  for  2  years  in  accord 
with  the  provision  of  present  law  that  a  State  cannot  terminate  cov- 
erage of  a  group  of  employees  until  2  years  after  it  has  advised  the 
Secretary  of  Health,  Education,  and  Welfare  of  its  intent. 

This  same  provision  was  contained  in  the  committee  bill  in  1970. 

Social  Security  Coverage  for  Foreign  Missionaries 

(Sec.  145  of  the  bill) 

Under  present  laAv,  ministers  working  abroad  who  have  not  elected  to 
be  exempt  from  coverage  and  who  are  employees  of  an  American 
employer  or  serve  a  predominantly  American  congregation  compute 
their  earnings  for  social  security  purposes  without  regard  to  the  exclu- 
sion for  social  security  and  income  tax  purposes  of  up  to  $20,000  of 
earned  income  of  Americans  working  abroad.  They  are  therefore  cov- 
ered by  social  security.  Section  130  of  H.R.  1  includes  amendments 
which  eliminate  the  $20,000  exclusion  of  income  earned  abroad,  for 
purposes  of  determining  social  security  coverage,  for  any  U.S.  citizen 
provided  he  is  a  resident  of  the  United  States  during  the  taxable 
year. 

In  order  to  remove  any  question  as  to  the  social  security  coverage 
of  U.S.  citizens  who  are  priests  serving  foreign  congregations  out- 
side the  United  States  and  who  do  not  maintain  a  residence  in  the 
United  States,  the  committee  added  a  provision  to  the  House-passed  bill 
removing  the  requirement  that  a  minister  or  member  of  a  religious 
order  with  earned  income  abroad  must  have  been  either  an  employee  of 
an  American  employer  or  serve  a  congregation  which  is  composed  pre- 
dominantly of  U.S.  citizens  in  order  to  compute  income  for  social 
security  purposes  without  regard  to  the  $20,000  exclusion. 

Effective  date. — Taxable  years  beginning  after  1972. 

Exclusion  From  State  and  Local  Coverage  of  Certain  Students 
and  Certain  Part-Time  Employees 

(Sec.  146  of  the  bill) 

The  committee  added  a  provision  to  the  House  bill  which  would  per- 
mit a  Stat«  to  modify  its  social  security  coverage  agreement  with  the 
Secretary  of  Health,  Education,  and  Welfare  so  as  to  remove  from 
coverage  two  types  of  services — services  of  students  employed  by  the 
public  school,  college,  or  university  which  they  are  attending,  and  the 
services  of  employees  of  the  State  or  a  political  subdivision  in  part- 
time  positions.  Under  present  law,  both  types  of  services  can  be  ex- 
cluded at  the  time  social  security  coverage  is  provided  for  employees 
of  State  or  local  governments,  but  some  States  did  not  elect  to  exclude 
the  services.  There  are  valid  reasons  for  excluding  from  coverage  em- 
ployees in  these  two  categories,  and  some  States  now  wish  to  exercise 


167 


the  option  they  could  have  made  at  the  time  social  security  coverage 
was  provided  for  State  and  local  government  employees.  However, 
under  present  law  they  cannot  do  so  without  terminating  the  coverage 
of  all  employees  in  the  affected  group.  Under  the  bill,  a  State  could 
exclude  these  two  types  of  employment  by  modifying  its  coverage 
agreement  with  the  Secretary  of  Health,  Education,  and  Welfare 
before  January  1, 1974. 

Wage  Credits  for  World  War  II  Internees 

(Sec.  147  of  the  bill) 

The  committee  added  to  the  House-passed  bill  a  new  provision 
designed  to  protect  the  rights  to  social  security  benefits  of  certain 
U.S.  citizens  of  Japanese  ancestry  who  were  interned  by  the  U.S.  Gov- 
ernment during  World  War  II.  The  credits  are  intended  as  a  replace- 
ment of  the  wage  credit  that  these  internees  would  have  obtained  had 
they  not  been  prevented  from  working  by  their  internment.  Thus,  the 
committee  bill  would  provide  noncontributory  wage  credits  for  in- 
ternees who  were  age  18  and  older.  The  credits  will  he  determined  on 
the  basis  of  the  then  prevailing  minimum  wage  or  the  individual's 
prior  earnings,  whichever  is  the  larger. 

Effective  date. — January  1973. 

West  Virginia  Policemen  and  Firemen 

(Sec.  148  of  the  bill) 

The  committee  has  been  informed  that  certain  policemen  and  fire- 
men in  West  Virginia  have  been  paying  social  security  contributions 
but  that  the  Social  Security  Administration  ruled  (and  the  courts 
have  agreed)  that  the  law  does  not  provide  for  this  coverage.  Under 
the  law,  policemen  in  West  Virginia  are  not  allowed  coverage  if  they 
are  also  covered  under  a  State  or  local  retirement  program  and  fire- 
men under  a  State  or  local  retirement  program  are  not  allowed  cov- 
erage unless  certain  specified  conditions  are  met.  The  laws  of  West 
Virginia  require  certain  local  governments  to  provide  a  retirement 
program  for  their  employees,  including  policemen  and  firemen,  but 
some  of  the  local  governments  have  not  provided  the  programs  and 
instead  have  relied  on  social  security  coverage  to  provide  retirement, 
disability,  and  survivor  insurance  for  their  employees.  Because  this 
coverage  for  policemen  and  firemen,  but  not  for  other  employees  has 
been  determined  to  be  in  conflict  with  the  present  law,  the  committee 
bill  includes  a  provision  which  will  permit  the  State  of  West  Virginia 
to  modify  its  social  security  coverage  agreements  to  provide  retro- 
active coverage  for  the  policemen  and  firemen  who  have  paid  social 
security  contributions  in  the  past  and  to  continue  this  coverage  in  the 
future  for  those  police  and  fire  departments  affected. 

Termination  of  Coverage  for  Policemen  and  Firemen 

(Sec.  149  of  the  bill) 

In  a  number  of  instances,  policemen  and  firemen  who  are  covered 
under  social  security  have  subsequently  been  covered  additionally 
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by  a  pension  plan  specifically  designed  to  meet  the  needs  of  policemen 
and  firemen.  In  other  instances,  where  policemen  and  firemen  were 
covered  under  both  social  security  and  a  pension  plan,  the  pension 
plan  has  subsequently  been  greatly  liberalized  and  made  more  expen- 
sive. As  a  result,  some  policemen  and  firemen  face  a  financial  burden 
in  attempting  to  pay  both  social  security  contributions  and  substantial 
contributions  required  by  their  pension  plan.  It  a  State  terminates 
social  security  coverage  for  such  policemen  and  firemen,  the  termina- 
tion must  apply  to  all  other  employees  in  the  coverage  group,  ordi- 
narily all  the  employees  of  a  State  or  political  subdivision,  except 
those  engaged  in  a  proprietary  function  of  the  State  or  subdivision. 
This,  of  course,  often  means  that  other  employees  who  need  and  want 
coverage  under  social  security  lose  protection  under  the  program.  In 
other  cases,  the  termination  desired  by  policemen  and  firemen  is 
blocked  by  the  opposition  to  the  termination  by  other  employees  in  the 
same  coverage  group. 

In  view  of  this,  the  committee  bill  adds  a  new  provision  which  would 
allow  States  to  terminate  coverage  for  policemen  and  firemen  who  are 
under  a  retirement  system  without  affecting  the  coverage  of  other 
employees  in  the  same  coverage  group.  Terminations  would  be  subject 
to  the  requirements  of  present  law  under  which  States  wishing  to 
terminate  coverage  must  give  the  Secretary  of  Health,  Education, 
and  Welfare  2  years'  advance  notice ;  the  notice  can  be  given  only  after 
coverage  of  the  group  involved  has  been  in  effect  for  at  least  5  years. 
The  provision  would  also  permit  the  reinstatement  of  social  security 
coverage  (with  no  break  in  continuity)  of  employees  other  than  police- 
men and  firemen  whose  coverage  had  been  terminated  by  prior  actions 
taken  to  terminate  coverage  of  policemen  and  firemen,  if  a  majority 
of  the  other  employees  vote  to  again  be  covered  under  social  security. 
The  committee  believes  that  providing  this  special  termination  provi- 
sion for  policemen  and  firemen  does  not  provide  a  precedent  for  do- 
ing the  same  for  other  occupational  groups,  since  present  law  has  long 
included  special  restrictions  designed  to  prevent  policemen  and  fire- 
men from  being  brought  under  social  security  against  their  desire,  and 
these  provisions  have  not  been  extended  to  other  occupational  groups. 

Compensation  of  Commissioner  of  Social  Security 

(Sec.  520  of  the  bill) 

At  the  present  time  the  Commissioner  of  Social  Security  is  at  level  V 
of  the  Executive  Schedule  (at  a  salary  of  $36,000  per  year),  as  is  his 
deputy.  In  contrast,  other  similar  positions  in  the  I)epartment  of 
Health,  Education,  and  Welfare  are  at  level  TV  of  the  Executive 
Schedule  (at  a  salary  of  $88,000  per  year)  while  their  deputies  are  at 
level  V,  one  grade  lower.  The  duties  of  the  Commissioner  of  Social 
Security — both  in  terms  of  the  number  of  employees  and  responsibili- 
ties for  supervising  expenditures  of  public  funds — are  much  greater 
than  those  of  any  comparable  position  in  the  Department  of  Health, 
Education,  and  Welfare. 

In  recognition  of  the  high-level  responsibilities  of  the  Commissioner 
of  Social  Security  and  to  preserve  a  grade-level  separation  between 
him  and  his  deputy,  the  committee  bill  in  1970  contained  a  provision 
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which  was  adopted  by  the  Senate  that  would  have  placed  the  position 
of  Commissioner  of  Social  Security  at  level  IV  of  the  Executive  Sched- 
ule, one  grade  higher  than  the  grade  level  of  his  deputy. 

The  committee  amendment  to  the  House-passed  bill  again  would 
place  the  position  of  Commissioner  of  Social  Security  at  level  IV  of  the 
Executive  Schedule. 

4.  PROVISIONS  OF  THE  HOUSE  BILL  WHICH  WERE  DELETED  BY 

THE  COMMITTEE 

During  the  course  of  the  committee's  consideration  of  the  House- 
passed  bill,  social  security  amendments  were  enacted  as  part  of  Public 
Law  92-336  providing  for  a  20  percent  across-the-board  benefit  in- 
crease effective  with  respect  to  checks  received  by  beneficiaries  in  early 
October  1972 ;  automatic  increases  in  benefits  as  the  cost  of  living  in- 
creases; and  a  guarantee  that  no  family  would  have  its  benefits  re- 
duced as  a  result  of  any  increase  in  a  worker's  benefit.  In  view  of  this 
action,  the  committee  has  deleted  the  5  percent  across-the-board  benefit 
increase  in  the  House  bill  as  well  as  the  automatic  cost-of-living  in- 
crease provision  and  the  family  guarantee  provision. 

The  committee  also  deleted  three  provisions  of  the  House-passed  bill 
which  would  have  little  cost  impact  in  the  near  future,  but  which  over 
the  long  run  would  add  significantly  to  the  cost  of  the  social  security 
program;  the  long-range  cost  of  these  three  provisions  is  approxi- 
mately equal  to  the  long-range  cost  of  a  5  percent  across-the-board 
benefit  increase.  The  committee  bill  would  delete  these  three  provi- 
sions outlined  below,  and  instead  use  the  funding  to  pay  for  several  of 
the  new  features  in  the  committee  bill  already  described. 

Additional  dropout  years. — Allows  a  beneficiary  to  disregard  1 
additional  year  of  low  earnings  (for  purposes  of  computing  average 
monthly  wages  on  which  benefits  are  based)  for  each  15  years  of 
coverage. 

Actuarially  reduced  henefits. — Eliminates  the  provision  in  present 
law  under  which  the  actuarial  reduction  made  in  one  benefit  (for  ex- 
ample, a  widow's  benefit)  lowers  the  amount  of  another  type  of  bene- 
fit taken  later  based  on  another  earnings  record  (for  example,  a  re- 
tirement benefit  based  on  one's  own  earnings) . 

Combined  earnings  for  couples.— KWoy^s  couples  married  at  least 
20  years  to  combine  wage  credits  (up  to  maximum  taxable  wages  for 
any  one  year)  for  benefit  computation  purposes. 

The  first  two  of  these  provisions  were  included  in  the  House- 
passed  bill  that  was  considered  by  the  Senate  in  1970  but  were  not 
included  in  the  1970  bill  passed  by  the  Senate.  The  third  provision,  on 
the  other  hand,  has  not  been  considered  previously  by  the  Senate. 
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1.  PROVISIONS  OF  THE  HOUSE  BILL  NOT  SUBSTANTIALLY  MODIFIED 

BY  THE  COMMITTEE 

Coverage  for  Disability  Beneficiaries  Under  Medicare 

(Sec.  201  of  the  bill) 

The  committee  has  given  extensive  consideration  to  proposals  to 
provide  health  insurance  protection  under  title  XVIII  for  persons 
entitled  as  a  result  of  disability  to  monthly  cash  benefits  under  the 
social  security  and  railroad  retirement  programs.  It  has  in  past  years 
regretfully  concluded  that  considerations  of  cost  precluded  recom- 
mending such  an  extension  of  coverage.  It  is  now  clear  that  a  major 
unmet  need  for  health  insurance  protection  exists  among  the  disabled. 
To  determine  the  dimensions  of  the  health  insurance  problem  con- 
fronting the  disabled  and  to  evaluate  all  the  possible  approaches  to 
providing  or  assuring  adequate  health  insurance  for  such  people,  the 
committee  has  in  recent  years  directed  a  number  of  advisory  coun- 
cils to  study  this  question  and  to  report  their  findings  and  recom- 
mendations to  the  Congress.  In  each  case,  the  council  charged  with 
responsibility  for  examining  the  issue  has  recommended  the  extension 
of  medicare  coverage  to  the  disabled.  Use  of  health  services  by  people 
who  are  severely  disabled  is  substantially  higher  than  that  by  the  non- 
disabled.  Disabled  workers  receiving  cash  benefits  under  the  social 
security  program  use  about  seven'  times  as  much  hospital  care,  and 
about  three  times  as  much  physicans'  services  as  does  the  non-disabled 
population.  These  facts  account  both  for  the  great  need  for  and  the 
substantial  costs  of  covering  the  disabled  under  medicare.  Yet  the 
disabled  have  limited  incomes  in  comparison  to  those  who  are  not 
disabled,  and  most  disabled  persons  are  unable  financially  to  purchase 
adequate  private  health  insurance  protection,  or  to  obtain  such  insur- 
ance at  all. 

Accordingly,  the  committee  bill,  as  is  provided  for  in  the  House 
bill,  would  extend  medicare  protection  to  social  security  disability  bene- 
ficiaries. Those  covered  would  include  disabled  workers,  disabled 
widows  and  disabled  dependent  widowers  between  the  ages  of  50  and 
65,  people  aged  18  and  over  who  receive  social  security  benefits  because 
they  became  disabled  before  reaching  age  22,  disabled  dependent 
sisters  and  brothers,  and  disabled  qualified  railroad  retirement 
annuitants. 
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The  committee  would  also  extend  medicare  protection  to  women, 
age  50  or  older,  entitled  to  mother's  benefits  who,  for  24  months  prior 
to  the  first  month  they  would  be  entitled  to  medicare  protection,  met 
all  the  requirements  for  disability  benefits  except  for  actual  filing  of 
a  disability  claim.  Under  the  House  bill  such  a  woman  would  have 
to  wait  12  additional  months  after  filing  and  becoming  entitled  to 
disabled  widow's  benefits  before  becoming  eligible  for  medicare,  be- 
cause her  application  would  have  only  12  months  retroactivity.  The 
committee  believes  that  special  consideration  should  be  given  to  these 
persons  who  did  not  file  a  disability  claim  earlier  because  disability 
determinations  are  too  expensive  to  be  made  where  no  monetary  bene- 
fit could,  under  present  law,  accrue  to  them.  This  special  considera- 
tion would  apply  for  a  period  of  12  months  after  the  effective  date 
of  this  provision  (until  July  1, 19T4)  in  order  that  all  persons  who,  on 
the  effective  date,  would  have  been  entitled  to  disability  benefits  for  12 
to  24  or  more  months,  could  avail  themselves  of  medicare  protection  at 
the  earliest  possible  time.  Those  persons  who  would  have  been  dis- 
abled for  12  months  or  less  would,  of  course,  be  able  to  establish  their 
entitlement  to  disability  benefits  at  a  point  which  would  assure  them 
medicare  protection  as  early  as  possible. 

The  committee  believes,  given  the  cost  and  financing  considerations 
involved  in  extending  medicare  coverage  to  the  disabled,  that  it  is 
imperative  to  proceed  on  a  conservative  basis.  Consequently,  the  com- 
mittee bill  would  provide  health  insurance  protection  only  after  the 
disabled  beneficiary  has  been  entitled  to  social  security  disability  bene- 
fits in  one  or  more  of  the  disability  benefit  categories  mentioned  above 
for  not  less  than  24  consecutive  months.  Such  an  approach  would  help 
to  keep  program  costs  within  reasonable  bounds,  avoid  overlapping 
private  health  insurance  protection,  particularly  in  those  cases  where 
a  disabled  worker  may  continue  his  membership  in  a  group  insurance 
plan  for  a  period  of  time  following  the  onset  of  his  disability,  and 
minimize  certain  administrative  problems  that  might  otherwise  arise 
in  cases  in  which  entitlement  to  disability  benefits  is  not  determined 
until  some  time  after  application  is  made  because  of  delays  due  to  the 
appellate  process.  Moreover,  this  approach  would  provide  assurance 
that  the  protection  will  be  available  to  those  whose  disabilities  have 
proven  to  be  severe  and  long  lasting. 

Under  this  provision  of  the  committee  bill,  medicare  protection 
would  begin  with  the  later  of  (a)  July  1973,  or  (b)  the  25th  consecu- 
tive month  of  the  individual's  entitlement  to  social  security  disability 
benefits.  The  House  bill  provides  that  medicare  entitlement  ceases  at 
the  same  time  that  eligibility  for  disability  benefits  terminates.  In  a 
substantial  percentage  of  these  cases,  disability  termination  is  retro- 
active; thus,  medicare  coverage  would  also  terminate  retroactively. 
This  would  result  in  expensive  administrative  adjustments  of  indi- 
vidual records  and  would  create  overpayments  for  which  in  most  cases, 
after  costly  development,  the  Social  Security  Administration  would 
have  to  waive  recovery.  The  committee  bill  would  remedy  this  situa- 
tion to  the  extent  of  extending  medicare  protection  through  the  month 
following  the  month  notice  of  termination  of  disability  benefits  is 
mailed. 
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Hospital  Insurance  Benefits  for  Uninsured  Individuals 

(Sec.  202  of  the  bill) 

Present  law  provides  hospital  insurance  protection  under  the  "spe- 
cial transitional  provision"  for  people  who  are  not  qualified  for  cash 
benefits  under  the  social  security  or  railroad  retirement  program.  (The 
provision  excludes  an  active  or  retired  Federal  employee,  or  the  spouse 
of  such  an  employee,  who  is  covered  or  could  have  been  covered  under 
the  provisions  of  the  Federal  Employees  Health  Benefits  Act  of  1959 ; 
aliens  residing  in  the  United  States  for  less  than  5  years ;  and  people 
who  have  been  convicted  of  a  crime  against  the  security  of  the  United 
States,  including  sabotage,  espionage,  treason,  etc.)  The  "special  tran- 
sitional provision"  covers  people  who  are  not  qualified  for  cash  benefits 
under  the  social  security  or  railroad  retirement  program  and  who 
reached  aged  65  before  1968  even  though  they  had  no  work  under  social 
security  (or  in  the  railroad  industry).  Those  who  attained  or  will 
attain  age  65  after  1967  must  have  had  specified  amounts  of  work 
under  these  programs  in  order  to  be  eligible  for  hospital  insurance 
protection.  The  transitional  provision  will  phase  out  as  of  1974  as 
persons  attaining  age  65  in  those  years  must  be  insured  for  cash  bene- 
fits under  one  of  the  tw^o  programs  in  order  to  be  eligible  for  hospital 
insurance  protection. 

Further,  it  has  become  very  difficult  for  many  uninsured  older  peo- 
ple to  obtain  private  hospital  insurance  comparable  to  coverage  under 
medicare.  Since  the  passage  of  the  medicare  law,  private  insurance 
companies  have  generally  changed  their  hospital  insurance  plans  avail- 
able to  people  age  65  and  over  to  make  their  coverage  complementary 
to  medicare.  While  there  is  generally  some  type  of  hospital  insurance 
available  to  persons  age  65  and  over,  most  of  that  which  is  offered  is  in 
the  form  of  specified  cash  payment  insurance,  paying  from  $25  to  $200 
per  week  for  limited  periods  of  hospitalization.  Few  private  health 
insurance  companies  offer  their  regular  hospital  expense  plans  to  the 
aged. 

The  committee  agrees  with  but  has  made  some  minor  changes  in 
the  provision  in  the  House  bill  which  would  make  available  hospital 
msurance  coverage  on  a  voluntary  basis  to  persons  age  65  and  over, 
who  are  not  entitled  to  such  coverage  under  existing  law.  A  State  or 
any  other  public  or  private  organization  would  be  permitted  to  pur- 
chase such  protection  on  a  group  basis  for  its  retired  or  active  employ- 
ees age  65  and  over.  The  intent  is  that  the  cost  of  such  coverage  would 
be  fully  financed  through  payment  of  a  monthly  premium  by  those 
who  elect  to  enroll  for  this  protection.  During*  the  first  year,  such 
premmm  would  be  $33  a  month  beginning  July  1973  and  would  be 
recomputed  each  year  and  increased  in  the  same  proportion  as  the 
mpatient  hospital  deductible.  The  same  restrictions  on  enrollment  and 
reenrollment  (including  a  10-percent-per-year  charge  for  late  enroll- 
ment) would  apply  as  now  apply  to  enrollment  for  supplementary 
medical  insurance  (including  the  changes  in  such  enrollment  provi- 
sions made  by  other  provisions  in  the  bill) .  Aliens  who  have  been  in  the 
United  states  less  than  five  years  and  persons  who  have  been  convicted 
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of  subversive  crimes  would  be  excluded  from  participation  under  this 
provision,  just  as  they  are  excluded  from  enrolling  for  supple- 
mentary medical  insurance. 

The  committee  bill  also  would  require  that  in  order  for  persons  to 
be  eligible  to  enroll  for  hospital  insurance  they  must  also  enroll  for 
supplementary  medical  insurance.  Those  persons  who  have  failed  to 
enroll  for  supplementary  medical  insurance  within  the  3-year  enroll- 
ment limit  as  prescribed  by  present  law  would  be  able,  under  another 
provision  in  the  committee's  bill  to  meet  this  requirement  since  they 
would  no  longer  be  excluded  from  enrolling  for  supplementary  medi- 
cal insurance.  If  a  person  terminates  his  supplementary  medical  in- 
surance, his  hospital  insurance  coverage  under  this  provision  would  be 
automatically  terminated  effective  the  same  date.  The  committee  be- 
lieves that  such  a  restriction  is  necessary  to  reduce  the  possibility  of 
excessive  utilization  of  the  more  expensive  hospital  insurance  coverage 
as  might  occur  if  an  individual  were  enrolled  for  hospital  insurance 
(covering  primarily  institutional  care)  but  not  for  supplementary 
medical  insurance  (covering  primarily  outpatient  care) . 

Amount  of  Supplementary  Medical  Insurance  Premium 

(Sec.  203  of  the  bill) 

Under  present  law,  the  Secretary  of  Health,  Education,  and  Welfare 
is  directed  to  determine  and  promulgate  a  premium  in  December  of 
each  year  for  individuals  enrolled  in  the  supplementary  medical  insur- 
ance program.  The  dollar  amount  of  the  premium  is  the  amount  the 
Secretary  estimates  to  be  necessary  so  that  the  aggregate  premiums 
for  the  12-month  period  commencing  July  1  in  the  succeeding  year 
will  equal  one-half  of  the  total  supplementary  medical  insurance  pro- 
gram costs  that  will  be  payable  during  that  fiscal  year.  (The  Federal 
Government  pays  the  other  half  of  the  costs  by  matching  the  premium 
amount  paid  by  each  enrollee.)  During  the  first  five  years  of  the  pro- 
gram it  has  been  necessary  to  increase  the  premium  93  percent — from 
$3  in  July  1966  to  $5.80  as  of  July  1972. 

The  committee  is  concerned  about  the  increasingly  severe  financial 
burden  that  the  premium  amount,  established  under  this  method,  will 
come  to  represent  in  future  years.  The  premium  is  not  only  likely  to 
continue  to  rise  significantly  but  will  do  so  without  regard  to  the 
ability  of  beneficiaries  living  on  reduced  retirement  incomes  to  bear 
the  increased  financial  burden. 

Accordingly,  the  committee  approves  the  provision  in  the  House 
bill  which  would  increase  the  supplementary  medical  insurance  pre- 
mium in  any  given  year  only  if  monthly  cash  social  security  benefits 
had  been  increased  in  the  interval  since  the  premium  was  last  increased. 
Moreover,  the  premium  would  rise  by  no  more  than  the  percentage  by 
which  cash  benefits  had  been  increased  across  the  board  (whether  by 
act  of  Congress  or  automatically  under  the  provision  in  the  Social 
Security  Act  which  provides  automatic  increases  in  cash  benefits  under 
certain  circumstances).  Enrollment  in  the  supplementary  medical  in- 
surance program  would  remain  vohmtary  and  premium  payments  by 
enrollees  would  still  be  required,  but  premiums  would  be  increased 
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only  at  times  and  by  amounts  that  would  be  related  to  the  beneficiary's 
ability  to  meet  the  cost. 

The  revised  procedure  for  establishing  the  medical  insurance 
premium  would  operate  as  follows.  The  medical  insurance  premium 
would  continue  at  $5.80  per  month  during  fiscal  1973.  Beginning  in 
December  of  1972,  and  each  year  thereafter,  the  Secretary  would  be 
required,  as  he  is  under  present  law,  to  determine  and  promulgate 
the  monthly  premium  amount  for  the  12-month  period  beginning 
the  following  July.  As  one  step  in  determining  the  premium  amount, 
however,  he  would  determine  a  monthly  actuarial  rate  for  aged 
enrollees  representing  the  dollar  amount  he  estimates  will  equal, 
in  the  aggregate  over  the  12-month  period,  one-half  of  the  total 
benefit  and  administrative  costs  (plus  a  small  contingency  reserve) 
that  the  program  will  incur  with  respect  to  enrollees  age  65  and  over. 
The  premium  for  all  enrollees  (including  disability  beneficiaries) 
would  then  be  set  to  equal  the  lesser  of  (a)  the  actuarial  rate  described 
above  or  (b)  the  most  recently  promulgated  premium  rate,  increased 
by  the  total  percentage  by  which  monthly  cash  benefits  have  increased 
or  are  scheduled  to  increase  during  the  fiscal  year  to  which  such  re- 
cently promulgated  rate  applies.  When  he  promulgates  the  premium 
the  Secretary  Avould  be  required  to  issue  a  public  statement  setting 
forth  the  actuarial  assumptions  and  bases  used  in  arriving  at  the  actu- 
arial rate,  and  the  derivation  of  the  premium  amount. 

The  provision  approved  by  the  committee  would  also  authorize 
the  appropriation  from  general  revenues  of  sufficient  funds  to  meet 
all  supplementary  medical  insurance  program  costs  above  those  met 
by  the  aggregate  premium  amounts  paid  by  aged  and  disabled 
enrollees. 

Automatic  Enrollment  for  Supplementary  Medical  Insurance 

(Sec.  206  of  the  bill) 

Under  present  law  an  individual  eligible  for  supplementary  medical 
insurance  must  take  the  positive  action  of  enrolling  to  obtain  cover- 
age for  such  insurance.  If  he  does  not  act  within  the  time  imposed  by 
the  law,  he  stands  to  lose  several  months  of  medical  insurance  cover- 
age. In  recognition  of  the  importance  of  timely  enrollment,  a  concerted 
effort  is  made  to  notify  people  of  their  opportunity  to  enroll  in  medical 
insurance  as  they  become  eligible  and,  in  fact,  nearly  96  percent  of 
eligible  individuals  are  enrolled.  Some  few,  hoAvever,  fail  to  enroll 
at  their  first  opportunity  due,  for  example,  to  inattention,  or  because 
they  are  incapable  of  managing  their  own  affairs. 

Therefore,  the  committee  believes,  as  does  the  House,  that  it  would 
be  good  public  policy  to  assure  that  individuals  are  enrolled  for  supple- 
mentary medical  insurance  when  they  are  first  eligible,  unless  they 
elect  not  to  have  the  coverage.  Under  the  bill,  the  aged  and  the  dis- 
abled would  be  automatically  enrolled  for  supplementary  medical 
insurance  as  they  become  entitled  to  hospital  insurance.  Persons 
already  receiving  monthly  social  security  or  railroad  retirement  bene- 
fits would  be  deemed  to  have  enrolled  iii  the  month  before  the  month 
for  which  they  became  entitled  to  hospital  insurance,  so  that  their 
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medical  and  hospital  insurance  coverage  will  start  at  the  same  time. 
Others,  not  already  on  the  cash  benefit  rolls,  would  be  deemed  to  have 
enrolled  for  supplementary  medical  insurance  in  the  month  in  which 
they  file  an  application  establishing  their  entitlement  to  hospital 
insurance,  and  their  coverage  under  medical  insurance  would  begin 
at  the  time  specified  by  existing  law  for  people  enrolling  in  that  month. 

The  committee  has  modified  the  House  provision  to  exclude  resi- 
dents of  Puerto  Rico  and  foreign  countries  from  the  automatic  enroll- 
ment provisions  since  it  would  usually  be  to  their  disadvantage  to 
enroll.  Many  residents  of  Puerto  Rico  are  eligible  for  comprehensive 
care  under  its  medicaid  program,  which  generally  eliminates  the  need 
for  supplementary  medical  insurance.  Since  supplementary  medical 
insurance  does  not  cover  services  or  items  furnished  outside  the  United 
States,  beneficiaries  living  in  a  foreign  country  would  be  protected 
only  to  the  extent  they  travel  to  the  United  States  for  treatment. 

The  committee  expects  that  persons  eligible  for  automatic  enrollment 
will,  to  the  extent  possible,  be  fully  informed  and  given  an  opportunity 
to  decline  the  coverage.  They  would  be  deemed  to  have  enrolled  if  they 
do  not  decline  coverage  before  it  is  scheduled  to  begin.  Once  their 
coverage  has  begun  they  would  of  course  be  free  to  disenroU  if  they 
wish  in  accordance  with  existing  law. 

The  automatic  enrollment  provisions  would  be  applicable  only  to 
persons  who  become  entitled  to  hospital  insurance  after  June  1973, 
because  of  the  practical  difficulties  that  would  be  involved  in  locating 
nonenrollees  whose  eligibility  for  medical  insurance  was  established 
prior  to  July  1973,  and  giving  them  an  opportunity  to  decline  the 
coverage. 

Payment  Under  Medicare  to  Individuals  Covered  by  Federal 
Employees  Health  Benefits  Program 

(Sec.  210  of  the  bill) 

Under  present  law.  Federal  employees  and  annuitants  who  are 
enrolled  for  Federal  employees  health  benefits  (FEHB)  are  also 
covered  under  the  medicare  hospital  insurance  plan  (part  A)  if  they 
have  worked  in  employment  covered  by  social  security  or  railroad 
retirement  and  are  eligible  for  monthly  cash  benefits  under  these  pro- 
grams. In  addition.  Federal  employees,  whether  or  not  eligible  for 
part  A  benefits,  may  enroll  in  the  medicare  voluntary  supplementary 
medical  insurance  plan  (part  B)  which  is  available  to  essentially 
all  persons  age  65  and  over. 

Part  A  hospital  insurance  protection  under  medicare  is  earned  dur- 
ing a  person's  working  years  through  a  separate  tax  on  his  earnings 
and  no  j)ayments  are  made  by  those  entitled  to  benefits  after  they 
have  stopped  working.  In  contrast,  persons  who  are  eligible  for  health 
insurance  protection  under  a  FEHB  plan  continue  to  pay  the  same 
premium  rates  for  their  coverage  after  retirement  (on  the  basis  of 
age  or  disability)  as  they  did  Avhen  they  were  active  employees 
(although  the  coverage  may  be  more  valuable  since  older  and  disabled 
people  use  more  medical  services).  The  Federal  Government  currently 
pays  about  40  percent  of  the  overall  cost  of  FEHB  protection. 
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When  the  medicare  program  was  enacted  in  1965,  it  was  intended 
that  it  would  provide  basic  health  insurance  protection  for  people  age 
65  and  over  and  that  it  would  pay  its  benefits  in  full  without  regard  to 
any  other  benefits  that  might  be  payable  under  an  employee  health 
benefits  plan.  At  the  same  time,  it  was  expected  that  such  plans  would 
adjust  their  benefit  policies  to  complement  the  protection  provided 
under  medicare  rather  than  to  duplicate  the  benefits.  Under  the  com- 
mittee bill  the  medicare  program  would  be  extended  to  (1)  persons 
entitled  to  monthly  cash  benefits  under  the  social  security  and  railroad 
retirement  programs  after  they  had  been  entitled  to  disability  bene- 
fits for  at  least  2  years  and,  (2)  certain  individuals  age  60  to  64.  It 
is  the  committee's  intention  that,  under  medicare,  the  disabled  and 
others  under  age  65  will  be  afforded  the  same  basic  health  care  pro- 
tection as  those  age  65  and  over  and  that  employee  health  plan  policies 
will  be  adjusted  to  complement  the  protection  provided  under  medi- 
care rather  than  duplicate  the  benefits. 

Unlike  most  employers,  the  Federal  Government  has  not  arranged 
the  health  insurance  protection  it  makes  available  to  its  employees 
age  65  and  over  or  to  its  annuitants  so  that  such  protection  would  be 
supplementary  to  medicare  benefits.  It  is  true,  however,  that  some 
individual  plans  have  afforded  more  protection  to  those  enrollees  with 
medicare  coverage  than  those  without  such  coverage. 

Although  most  Federal  employment  covered  by  a  Federal  staff 
retirement  system  is  excluded  from  social  security  coverage,  many 
Federal  employees  become  insured  under  social  security  on  the  basis 
of  other  employment.  About  50  percent  of  retired  and  active  Federal 
employees  age  65  and  over  are  entitled  to  hospital  insurance  benefits 
under  medicare. 

Several  problems  arise  under  the  present  situation.  The  FEHB  plans 
cover  many  of  the  same  health  care  expenses  that  are  covered  under 
medicare.  In  cases  where  health  care  expenses  are  covered  under  both 
medicare  and  a  Federal  employee  plan,  the  medicare  benefits  are  paid 
first,  and  the  Federal  employee  plan  then  pays  its  benefits  in  an  amount 
which,  when  added  to  the  benefits  payable  under  medicare,  may  not 
exceed  100  percent  of  the  expenses  allowable  under  the  FEHB  plan. 

A  Federal  employee  who  is  covered  under  a  high-option  FEHB  plan 
as  well  as  the  medicare  plans  has  somewhat  better  protection  than  is 
afforded  under  the  FEHB  plan  alone.  But,  because  of  the  nonduplica- 
tion  clauses  in  the  FEHB  contracts,  he  does  not  derive  the  full  value  of 
the  protection  of  the  FEHB  contracts.  If  a  Federal  annuitant  entitled 
under  medicare  cancels  his  enrollment  under  a  FEHB  plan  because  of 
the  high  total  cost  of  his  health  care  protection  he  will  lose  the  high 
level  of  protection  he  previously  enjoyed  under  the  FEHB  program 
at  an  age  where  his  health  care  costs  can  be  expected  to  increase 
substantially. 

Federal  annuitants  and  employees  who  are  covered  under  a  FEHB 
plan  generally  do  not  find  it  advantageous  to  enroll  in  the  medicare 
voluntary  supplementary  medical  insurance  plan,  because  of  the  over- 
lappinof  of  FEHB  benefits  and  benefits  under  the  supplementary  plan. 
Thus,  Federal  annuitants  and  employees  do  not  receive  the  advantage 
available  to  virtually  all  other  persons  eligible  to  enroll  in  the  supple- 
mentary medical  insurance  program,  of  the  50-percent  Government 
contribution  toward  the  cost  of  the  protection. 
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In  order  to  assure  a  better  coordinated  relationship  between  the 
FEHB  program  and  medicare  and  to  assure  that  Federal  employees 
and  annuitants  will  eventually  have  the  full  value  of  the  protection 
offered  under  medicare  and  FEHB,  the  committee  has  approved  a 
provision  in  the  House  bill  which  would  provide  that  effective  Janu- 
ary 1,  1975,  the  medicare  program  (both  parts  A  and  B)  would  not 
pay  for  any  otherwise  covered  service  if  such  service  is  covered  under 
the  FEHB  plan  in  which  the  beneficiary  to  whom  the  service  was  pro- 
vided is  enrolled.  This  provision  would  not  go  into  efl'ect  (or  would  be 
suspended,  if  already  in  effect)  if  the  Secretary  of  Health,  Education, 
and  Welfare  certifies  that  the  FEHB  program  has  been  so  modified 
as  to  assure  (1)  that  there  is  available  to  Federal  employees  or  an- 
nuitants one  or  more  Federal  health  benefit  plans  which  offer  protec- 
tion supplementing  the  combined  protection  of  parts  A  and  B  of  medi- 
care, the  protection  of  Part  A  alone,  and  the  protection  of  part  B 
alone,  and  (2)  that  the  Government  is  making  a  contribution  toward 
the  health  insurance  of  all  Federal  employees  or  annuitants  which  is 
at  least  equal  to  the  contribution  it  makes  for  high  option  coverage 
under  Governmentwide  FEHB  plans.  Nor  would  this  provision  ap- 
ply with  respect  to  an  individual  plan  if  the  Secretary  of  Health, 
Education,  and  Welfare  certifies  that  such  plan  ( 1 )  has  made  available 
to  its  enrollees  entitled  to  medicare  protection  supplementing  the  com- 
bined protection  of  parts  A  and  B  of  medicare,  the  protection  of  part 
A  alone,  and  the  protection  of  part  B  alone,  and  (2)  is  making  a  con- 
tribution toward  the  health  insurance  of  its  enrollees  entitled  to  medi- 
care which  is  at  least  equal  to  the  contribution  made  by  the  Federal 
Government  for  high  option  coverage  under  Governmentwide  FEHB 
plans.  The  contribution,  whether  by  the  Federal  Government  or  by  the 
individual  plan,  could  be  in  the  form  of  a  contribution  toward  the  sup- 
plementary FEHB  protection  or  a  payment  to  or  on  behalf  of  the 
individual  employee  or  annuitant  to  offset  the  cost  of  his  purchase  of 
medicare  protection,  or  a  combination  of  the  two.  The  Secretary 
would,  of  course,  prepare  his  certification  on  the  basis  of  information 
he  obtains  from  the  Civil  Service  Commission  about  the  characteristics 
and  operations  of  each  of  the  various  plans  as  well  as  the  Federal  pro- 
gram as  a  whole.  It  is  the  hope  and  the  intent  of  the  committee  and 
the  Committee  on  Ways  and  Means  that  the  Secretary  will  be  able  to 
make  this  certification  for  each  of  the  plans  under  the  FEHB  pro- 
gram before  January  1975.  A  similar  provision  was  approved  by  the 
committee  in  1970  and  included  in  H.E.  17550  as  passed  by  the  Senate. 

Limitation  on  Federal  Participation  for  Capital  Expenditures 

(Sec.  221  of  the  bill) 

Under  title  XVIII  depreciation  on  buildings  and  equipment,  and 
interest  on  loans  used  to  acquire  them,  are  reimbursable  as  part  of  the 
cost  of  providing  services  to  medicare  beneficiaries.  Such  reimburse- 
ment is  paid  without  regard  to  whether  the  items  were  constructed  or 
purchased  in  conformity  with  any  type  of  health  facility  planning  re- 
quirement. Similarly,  reimbursement  on  a  cost  basis  for  inpatient 
hospital  services  provided  under  titles  V  (maternal  and  child  health) 
and  XIX  (medicaid)  of  the  Social  Security  Act  includes  a  recognition 
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of  certain  capital  costs  without  regard  to  conformance  to  planning 
reauirements. 

There  are  few  aspects  of  the  health  care  system  in  the  United  States 
which  have  been  so  thoroughly  explored  as  the  need  for  comprehensive 
areawide  planning  for  the  development  and  utilization  of  all  types  of 
health  care  facilities.  But  the  acceptance  of  the  purposes  of  State  and 
areawide  health  facility  planning  has  not  always  been  matched  by  pur- 
poseful application  of  the  incentives  required  to  achieve  the  end  result 
of  such  planning.  Thus,  while  a  significant  amount  of  Federal  money 
is  currently  being  expended  under  the  comprehensive  health  planning 
provisions  of  the  Public  Health  Service  Act  in  the  interest  of  further- 
ing health  facility  planning  at  the  State  and  local  levels,  Federal  funds 
are  being  expended  for  health  services  provided  under  medicare,  medic- 
aid, and  the  maternal  and  child  health  programs  without  regard  to 
whether  the  facilities  providing  the  services  are  cooperating  in  such 
health  facility  planning.  The  committee  and  the  Committee  on  Ways 
and  Means  believe  that  the  connection  between  sound  health  facility 
planning  and  the  prudent  use  of  capital  funds  must  be  recognized 
if  any  significant  gains  in  controlling  health  costs  are  to  be  made. 
Thus,  the  committee  believes  it  is  necessary  to  assure  that  medicare, 
medicaid,  and  the  maternal  and  child  health  programs  are  consistent 
with  State  and  local  health  facility  planning  efforts,  in  order  to  avoid 
paying  higher  costs  unnecessarily  in  the  future  where  these  costs 
result  from  duplication  or  irrational  growth  of  health  care  facilities. 

At  present,  efforts  are  being  made  on  the  Federal,  State,  and  local 
levels  to  assure  that  the  need  for  the  expansion  and  modernization  of 
health  facilities  is  evaluated,  coordinated,  and  planned  on  a  rational 
and  controlled  basis.  At  the  Federal  level,  comprehensive  health  plan- 
ning legislation  provides  for  Federal  grants  for  the  establishment  and 
funding  of  areawide  and  comprehensive  State  health  care  planning 
agencies.  Currently,  all  50  States,  the  District  of  Columbia,  and  five 
territories  have  State  comprehensive  health  planning  agencies.  It  is 
estimated  that  200  areawide  planning  agencies  are  receiving  grants 
and  that  about  125  of  such  agencies  are  operational. 

To  avoid  the  use  of  Federal  funds  to  support  unwarranted  capital 
expenditures  and  to  support  health  facility  and  health  services  plan- 
ning activities  in  the  various  States,  the  committee  has  approved,  with 
a  minor  change  concerning  health  care  facility  construction  which  was 
already  in  progress,  the  House  provision  which  would  authorize  the 
Secretary  of  Health,  Education,  and  Welfare  to  withhold  or  reduce  re- 
imbursement amounts  to  providers  of  services  and  health  maintenance 
organizations  under  title  XVIII  for  depreciation,  interest,  and,  in  the 
case  of  proprietary  providers,  a  return  on  equity  capital,  related  to  cer- 
tain capital  expenditures  that  are  determined  to  be  inconsistent  with 
State  or  local  health  facility  plans.  (Similar  authority  would  be  pro- 
vided with  respect  to  the  Federal  share  of  payment  for  inpatient  hos- 
pital care  under  titles  V  and  XIX.)  Capital  expenditures  for  the  pur- 
poses of  this  provision  include  expenditures  (1)  for  plant  and  equip- 
ment in  excess  of  $100,000;  (2)  which  change  the  bed  capacity  of  the 
institution;  or  (3)  which  substantially  change  the  services  provided 
by  the  institution.  Where  the  expenditures  are  in  the  form  of  rental  ex- 
penses for  facilities  or  equipment  Avhich  would  have  been  excluded 
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from  reimbursement  if  tliey  had  been  acquired  hy  purcbase,  tbe  Secre- 
tary would  disallow  the  "higher"  of  the  actual  rental  expenses  or  an 
amount  which  he  finds  to  be  the  reasonable  equivalent  of  the  amount 
which  would  have  been  excluded  from  reimbursement  if  the  facilities 
or  equipment  had  been  purchased.  The  Secretary  would  take  such 
action  on  the  basis  of  findings  and  recommendations  submitted  to  him 
by  various  qualified  planning  agencies.  If  he  determines,  however, 
after  consultation  with  an  appropriate  national  advisory  council,  that 
a  disallowance  of  capital  expenses  would  be  inconsistent  with  effective 
organization  and  delivery  of  health  services  or  effective  administration 
of  titles  V,  XVIII,  or  XIX,  he  would  be  authorized  to  allow  such 
expenses. 

The  Secretary  would  be  authorized  to  enter  into  agreements  with 
the  States  under  which  designated  planning  agencies  would  submit 
their  findings  and  recommendations  (along  with  those  of  other  quali- 
fied planning  agencies)  with  respect  to  proposed  capital  expeditures 
that  are  inconsistent  with  the  plans  developed  by  such  agencies.  It  is 
generally  expected  that  the  agency  will  be  the  agency  established 
under  section  314(a)  of  the  Public  Health  Service  Act.  (All  such 
health  facility  and  health  services  planning  agencies  must  have  gov- 
erning bodies  or  advisory  bodies  at  least  half  of  whose  members 
represent  consumer  interests.)  An  adverse  decision  by  a  State  planning 
agency  may  be  appealed  to  an  appropriate  agency  or  individual  at 
the  State  level.  The  Secretary  would  be  authorized  to  pay  from  the 
Federal  Hospital  Insurance  Trust  Fund  the  reasonable  costs  incurred 
(on  an  estimated  or  proportionate  basis  without  necessarily  specific 
and  highly  detailed  cost-finding  of  costs  with  respect  to  each  facility 
decision  undertaken)  by  the  planning  agencies  in  preparing  and  for- 
warding findings  and  recommendations.  The  bill  would  in  no  way 
change  the  autonomy  or  authority  of  existing  State  or  local  planning 
agencies,  or  the  relationships  between  such  agencies,  either  within 
States  or  across  State  lines. 

It  is  not  intended  that  any  new  planning  agencies  be  established 
where  existing  State  and  local  agencies  are  available  and  capable  of 
assuming  necessary  responsibility.  The  statewide  agency  may  make 
use  of  local  agencies  to  assist  it.  Existing  local  planning  agencies 
should  be  utilized,  however,  only  to  the  extent  that  they  are  broadly 
representative  of  health  care  interests  in  the  community.  The  Secre- 
tary should  assure  himself  that  a  local  planning  agency  selected  to 
make  such  recommendations  to  the  statewide  agency  is  broadly  rep- 
resentative of  the  interests  of  various  types  of  health  care  and  services 
and  that  no  single  type  of  facility  or  service  would  control  the  plan- 
ning and  approval  mechanism.  Additionally,  such  local  agencies  should 
employ  or  regularly  utilize  the  services  of  personnel  knowledgeable  in 
health  care  planning.  It  is  expected  that  decisions  to  approve  capital 
expenditures  would  be  made  only  after  thorough  consideration  has 
been  given  to  alternative  health  care  resources  already  available  in  the 
area  or  approved  in  a  given  community  or  medical  service  area,  in- 
cluding outpatient  and  other  alternative  sources  of  care  which  may 
lead  to  reduced  needs  for  inpatient  beds.  The  statewide  agency  with 
overall  responsibility  should,  wherever  possible,  be  the  Comprehensive 
Health  Planning  Agency. 
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These  limitations  generally  would  be  effective  with  respect  to  obli- 
gations for  capital  expenditures  incurred  after  December  31,  1972  or 
earlier,  if  requested  by  the  State.  However,  the  committee  modified  the 
House  bill  to,  as  indicated  above,  make  the  provision  inapplicable  to 
construction  toward  which  preliminary  expenditures  of  $100,000  or 
more  had  been  made  in  the  3-year  period  ending  December  17,  1970, 
the  date  on  which  the  amendment  providing  a  similar  exception  was 
offered  to  H.E.  17550. 

Limitations  on  Coverage  of  Costs  Under  Medicare 

(Sec.  223  of  the  bill) 

The  committee  is  mindful  of  the  fact  that  costs  can  and  do  vary 
from  one  institution  to  another  as  a  result  of  differences  in  size,  in 
the  nature  and  scope  of  services  provided,  the  type  of  patient  treated, 
the  location  of  the  institution  and  various  other  factors  affecting  the 
efficient  delivery  of  needed  health  services.  The  committee  is  also 
aware,  however,  that  costs  can  vary  from  one  institution  to  another 
as  a  result  of  variations  in  efficiency  of  operation,  or  the  provision  of 
amenities  in  plush  surroundings.  The  committee  believes  that  it  is 
undesirable  from  the  standpoint  of  those  who  support  Government 
mechanisms  for  financing  health  care  to  reimburse  health  care  insti- 
tutions for  costs  that  flow  from  marked  inefficiency  in  operation  or 
conditions  of  excessive  service. 

To  the  extent  that  differences  in  provider  costs  can  be  expected  to 
result  from  such  factors  as  the  size  of  the  institution,  patient  mix, 
scope  of  services  offered  or  other  economic  factors,  wide,  but  not  un- 
limited recognition  should  be  given  to  the  variations  in  costs  accepted 
as  reasonable.  However,  data  frequently  reveals  wide  variations  in 
costs  among  institutions  that  can  only  be  attributable  to  those  ele- 
ments of  cost  that  would  ordinarily  not  be  expected  to  vary  substan- 
tially from  one  institution  to  another. 

Where  the  high  costs  do  in  fact  flow  from  the  provision  of  services 
substantially  in  excess  of  or  more  expensive  than  generally  considered 
necessary  to  the  efficient  provision  of  appropriate  patient  care,  pa- 
tients may  nevertheless  desire  such  services.  It  is  not  intended  that 
patients  who  desire  unusually  expensive  service  should  be  denied  the 
service.  However,  it  is  unreasonable  for  medicare  or  medicaid  (which 
are  financed  by  almost  all  people  in  the  country  rather  than  the  pa- 
tient or  community  that  wants  the  expensive  services)  to  pay  for  it. 

Similarly  when  the  high  costs  flow  from  inefficiency  in  the  delivery 
of  needed  health  care  services  the  institution  should  not  be  shielded 
from  the  economic  consequences  of  its  inefficiency.  Health  care  institu- 
tions, like  other  entities  in  our  economy  should  be  encouraged  to  per- 
form efficiently  and  when  they  fail  to  do  so  should  expect  to  suffer 
the  financial  consequences.  Unfortunately  a  reimbursement  mecha- 
nism that  responds  to  Avhatever  costs  a  particular  institution  incurs 
presents  obstacles  to  the  achievement  of  these  objectives.  The  com- 
mittee believes  that  the  objectives  can  only  be  accomplished  by  reim- 
bursement mechanisms  that  limit  reimbursement  to  the  costs  that 
would  be  incurred  by  a  reasonably  prudent  and  cost-conscious 
management. 
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Present  law  provides  authority  to  disallow  incurred  costs  that  are 
not  reasonable.  However,  there  are  a  number  of  j)roblems  that  inhibit 
effective  exercise  .of  this  authority.  The  disallowance  of  costs  that  are 
substantially  out  of  line  with  those  of  comparable  i^roviders  after  such 
costs  have  been  incurred  creates  financial  uncertainty  for  the  provider, 
since,  as  the  system  now  ojjerates.  the  provider  has  no  way  of  knowing 
until  sometime  after  it  incurs  expenses  whether  or  not  they  will  be  ia 
line  with  expenses  incurred  by  comparable  providers  in  the  same  pe- 
riod. Furthermore,  present  law  generally  limits  exercise  of  the  author- 
ity to  disallow  costs  to  instances  that  can  be  sj^ecifically  proved  on  a 
case-by-case  basis.  Clear  demonstration  of  the  specific  reason  that  a 
cost  is  liisrh  is  ^renerally  very  difficult.  And.  since  a  provider  cannot 
charge  a  beneficiary  more  than  the  proofram's  deductible  and  coinsur- 
ance amounts  for  covered  ser'^dces.  exercise  of  either  type  of  authority 
can  leave  the  provider  without  reimbursement  for  some  costs  of  items 
or  services  it  has  already  incurred  for  patients  treated  some  time  ago. 
Under  these  circumstances  the  provider  would  have  to  obtain  funds 
from  some  other  source  to  make  up  for  its  deficit. 

Accordingly,  the  committee  has  approved  a  provision  m  the  House 
bill  which  wotild  authorize  the  Secretary  of  Plealth,  Education,  and 
Welfare  to  set  limits  on  cosf?  reco.<Tnized  as  rpn^onn.ble  for  certain 
classes  of  providers  in  va: '  ^-rvice  areas.  Tliis  authority  differs 
from  existing  atithority  in  se^reral  ways  and  meets  these  problems. 
First,  it  would  be  exercised  on  a  prospective,  rather  than  retrospective, 
basis  so  that  the  provider  wotild  know  in  advance  the  limits  to  Govern- 
ment recognition  of  incurred  costs  and  have  the  ox^portunity  to  act  to 
avoid  having  costs  that  are  not  reimbursable.  Second,  the  evaluation  of 
the  costs  necessary  in  delivering  covered  services  to  beneficiaries  would 
be  exercised  on  a  class  and  a  presumj)tive  basis — relatively  high  costs 
that  camiot  be  justified  by  the  provider  as  reasonable  for  the  result 
obtained  would  not  be  reimbursable — ^so  that  unplementation  of 
the  j)roposed  authority  atouM  aj)i3ear  more  feasible  than  present 
authority.  Tliird,  since  the  limits  would  be  defined  in  advance  except 
with  respect  to  emergency  pro^T.sion  would  be  made  for  a  pro- 

vider to  charge  the  bener.  :  zot  the  costs  of  items  or  services  sub- 
stantially in  excess  of  or  more  expensive  than  those  that  are  deter- 
mhied  to  be  necessary  m  the  efficient  delivery  of  needed  health  serv- 
ices. Public  notice  would  be  provided  where  such  charges  are  imposed 
by  the  institution  and  the  beneficiary  would  be  specifically  advised  of 
the  nature  and  amount  of  cuch  charges  prior  to  admission  so  that  there 
is  opportmiity  for  the  i^ublic.  doctors,  and  their  medicare  patients  to 
know  what  additional  paAmient  would  have  to  be  made.  The  commit- 
tee expects  that  the  provision  will  not  be  api:>licable  where  there  is 
only  one  hospital  in  a  community — ^that  is,  where,  if  the  provision 
were  applied,  additional  charges  could  be  imposed  on  beneficiaries  who 
have  no  real  opportimity  to  use  a  less  expensive,  non-luxury  institu- 
tion, and  where  the  provision  would  be  difficult  to  apply  because  com- 
ppr^.tive  cost  data  for  the  area  are  lackhisf. 

The  committee,  along  with  the  Committee  on  Ways  and  Means, 
recognizes  that  the  initial  ceilings  im])osed  will  of  necessity  be  im- 
precise in  defining  the  actual  cost  of  efficiently  delivering  needed 
health  care.  And  the  connnittee  recognizes  that  these  provisions 
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will  apply  to  a  relatively  quite  small  number  of  institutions.  The 
data  that'are  available  for  this  purpose  will  often  be  less  than  per- 
fectly reliable — for  example,  it  may  be  necessary  to  use  unaudited  cost 
reports  or  survey  or  sampling  techniques  in  estimating  the  costs  neces- 
sary to  the  efficient  delivery  of  care.  Under  medicare's  administrative 
system,  however,  cost  reports  prepared  by  the  providers  are  now  being 
submitted  more  promptly  after  the  close  of  the  accounting  period  and 
should  be  available  for  analysis  in  the  next  year  and  for  the  estab- 
lishment of  limits  in  the  second  following  year.  Also,  the  precision  of 
the  limits  determined  from  these  data  will  vary  with  the  degree  to 
which  excessive  costs  can  be  distinguished  from  the  provision  of  higher 
quality  or  intensity  of  care. 

For  costs  that  would  not  generally  be  expected  to  vary  with  essen- 
tial quality  ingredients  and  intensity  of  medical  care — for  example, 
the  costs  of  the  "hotel"  services  (food  and  room  costs)  provided  by 
hospitals — the  Secretary  might  set  limits  sufficiently  above  the  average 
costs  per  patient  day  previously  experienced  by  a  class  of  hospitals 
to  make  allowance  for  differing  circumstances  and  short-term  eco- 
nomic fluctuations.  Hotel  services  may  be  easiest  to  establish  limits  for 
and  be  among  the  first  for  which  work  can  be  completed.  Attention 
might  be  given  as  well  to  laundry  costs,  medical  record  costs,  and  ad- 
ministration costs  within  the  reasonably  near  future. 

Setting  limits  on  overall  costs  per  patient  day  and  specific  costs  that 
vary  with  the  quality  and  intensity  of  care  would  be  more  difficult, 
but  the  Secretary  might  be  able  to  set  reasonable  limits  sufficiently 
above  average  costs  per  patient  day  previously  experienced  by  a  class 
of  institutions  so  that  only  cases  with  extraordinary  expenses  would 
be  subject  to  any  limits.  In  addition,  special  limits  could  be  estab- 
lished on  cost  elements  found  subject  to  abuse.  For  example,  the 
Secretary  might  establish  limits  on  the  level  of  standby  costs  that 
would  be  recognized  as  reasonable  under  the  program  to  prevent  Gov- 
ernment programs  from  picking  up  the  cost  of  excessive  amounts  of 
idle  capacity — particularly  relatively  high  personnel  costs  in  relation 
to  patient  loads  Avhere  occupancy  rates  are  low — in  reimbursing  for 
services  to  covered  patients. 

Providers  would,  of  course,  have  the  right  to  obtain  reconsideration 
of  their  classification  for  purposes  of  cost  limits  applied  to  them  and  to 
obtain  relief  from  the  effect  of  the  cost  limits  on  the  basis  of  evidence 
of  the  need  for  such  an  exception. 

For  other  than  emergency  care,  providers  will  be  permitted  to  collect 
costs  in  excess  of  the  medicare  ceilings  from  the  beneficiary  (except  in 
the  case  of  admission  by  a  physician  who  has  a  direct  or  indirect 
financial  interest  in  a  facility)  where  these  costs  flow  from  items  or 
services  substantially  in  excess  of  or  more  expensive  than  those  neces- 
sary for  the  effective  delivery  of  needed  services,  provided  all  patients 
are  so  charged  and  the  beneficiary  is  informed  of  his  liability  in  ad- 
vance. Information  on  additional  charges  assessed  would  also  be  made 
available  generally  in  the  community.  The  committee  is  also  request- 
ing that  the  Secretary  submit  annually  to  it  a  report  identifying  the 
providers  that  make  such  additional  charges  to  beneficiaries^  and 
furnishing  information  on  the  amounts  beini?  charged  bv  such 
providers.  »         b  j 


190 


The  determination  of  the  cost  of  the  excess  items  or  services  for 
which  the  beneficiar}^  may  be  charged  will  be  made  on  the  basis  of 
costs  previously  experienced  by  the  provider.  For  example,  if  costs  for 
food  serA'ices  experienced  in  1969  among  a  group  of  hospitals  in  an 
area  ranged  from  $4  to  $9  a  day  with  a  median  cost  of  $5  a  day  and 
the  limit  for  food  services  set  by  the  Secretary  for  1971  was  $7.20  a 
day,  the  hospital  previously  experiencing  costs  of  $9  a  day  could 
charge  patients  $1.80  a  day  for  food  services.  However,  should  total 
reimbursement  for  covered  services  from  the  program  plus  charges 
billed  for  such  services  exceed  actual  costs  in  any  year,  the  excess 
will  be  deducted  from  payments  to  the  provider.  Thus,  the  provider 
would  not  profit  from  charges  to  beneficiaries  based  on  excess  costs 
in  the  prior  year. 

In  addition  it  should  be  noted  that  the  fact  that  a  provider's  costs 
are  below  the  ceilings  established  under  this  provision  will  not  exempt 
it  from  application  of  the  ceiling  of  customary  charges  where  such 
charges  are  less  than  cost  under  another  provision  in  the  committee 
bill. 

The  provision  would  be  effective  Avith  respect  to  accounting  periods 
beginning  after  December  31, 1972. 

Limits  on  Prevailing  Charge  Levels 

(Sec.  224  of  the  bill) 

Under  present  administrative  policies  under  medicare,  the  prevail- 
ing limit  on  the  reasonable  charge  for  a  service  is  intended,  over  the 
long  run,  to  be  set  at  a  level  no  higher  than  is  necessary  to  embrace 
the  75th  percentile  of  customary  charges  for  that  service  in  the  phy.5i- 
cians'  locality.  To  illustrate,  if  customary  charges  for  an  appendectomy 
in  a  locality  were  at  five  levels,  with  10  percent  of  the  services  rendered 
by  physicians  whose  customary  charge  was  $150,  40  percent  rendered 
by  physicians  who  charge  $200,  40  percent  rendered  by  physicians  who 
charge  $250  and  5  percent  rendered  by  physicans  who  charge  $300 
and  with  the  remaining  5  percent  rendered  by  physicians  charging 
in  excess  of  $300,  the  prevailing  limit  would  be  $250,  since  this  is  the 
level  that,  under  medicare  regulations  would  cover  at  least  75  percent 
of  the  cases. 

Customary  charges  for  services  that  are  within  the  prevailing  fee 
limit  are  generally  recognized  in  full.  Normally,  only  a  relatively  small 
number  of  situations  are  affected  by  additional  rules  used  to  judge  the 
reasonableness  of  charges.  In  fiscal  1973,  however,  the  increase  in 
allowed  charges  is  to  fall  under  the  limitations  established  by  price 
stabilization  policies. 

The  committee,  as  well  as  the  Committee  on  Ways  and  Means,  be- 
lives  that  it  is  necessary  to  move  in  the  direction  of  an  approach  to 
reasonable  charge  reimbursement  that  ties  recognition  of  fee  increases 
to  appropriate  economic  indexes  so  that  the  program  will  not  merely 
recognize  whatever  increases  in  charges  are  established  in  a  locality  but 
would  limit  recognition  of  charge  increases  to  rates  that  economic  data 
indicate  would  be  fair  to  all  concerned  and  follow  rather  than  lead  any 
inflationary  trends. 

Under  the  provision  approved  by  the  committee,  the  prevailing 
charges  recognized  for  a  locality  could  be  increased  in  fiscal  year  1974 
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and  in  later  years  only  to  the  extent  justified  by  indexes  reflecting 
changes  in  the  operating  expenses  of  physicians  and  in  earnings 
levels.  What  the  bill  provides  is  a  limit  on  the  increases  that  would 
be  recognized  on  the  basis  of  the  other  reasonable  charge  criteria. 
Increases  in  the  customary  charges  of  individual  physicians  and  in 
the  charges  prevailing  among  physicians  in  a  locality  would  continue 
to  be  recognized  only  on  the  basis  of  adequate  evidence  that  such 
increases  had  been  in  effect  for  a  period  of  time.  The  new  ceiling  on 
recognition  of  increases  in  prevailiug -charge  limits  that  is  provided 
would  come  into  play  only  when  the  adjustments  necessary  to  meet 
increases  in  the  actual  charges  prevailing  in  a  locality  exceeded,  in 
the  aggregate,  the  level  of  increase  justified  by  other  changes  in  the 
economy. 

For  purposes  of  this  amendment  a  "locality"  would  be  defined  as  an 
area  of  a  size  and  nature  permitting  proper  calculation  and  determina- 
tion of  the  types  required  to  adjust  prevailing  charge  levels. 

The  Secretary  would  establish  the  statistical  methods  that  would 
be  used  to  make  the  calculations  to  establish  the  limit  on  the  increases 
allowed  by  this  provision. 

The  base  for  the  proposed  economic  indexes  would  be  calendar  year 
1971.  The  increase  in  the  indexes  that  occurs  in  a  succeeding  calendar 
year  would  constitute  the  maximum  allowable  aggregate  increase  in 
prevailing  charges  that  would  be  recognized  in  the  fiscal  year  beginning 
after  the  end  of  that  calendar  year. 

Initially,  the  Secretary  would  be  expected  to  base  the  proposed 
economic  indexes  on  presently  available  information  on  changes  in 
expenses  of  practice  and  general  earnings  levels  combined  in  a  man- 
ner consistent  with  available  data  on  the  ratio  of  the  expenses  of  prac- 
tice to  income  from  practice  occurring  among  self-employed  physicians 
as  a  group.  If,  for  example,  available  data  indicated  that  for  self- 
employed  physicians  as  a  group,  expenses  of  practice  absorbed  approxi- 
mately 40  percent  of  gross  receipts  of  practice  (the  proportion  indi- 
cated by  data  compiled  by  IRS  from  tax  returns),  the  Secretary  could 
determine  that  the  maximum  aggregate  increase  in  prevailing  charge 
levels  tliat  could  be  recognized  would  be  40  percent  of  the  increase 
in  expenses  of  practice  indicated  by  IRS  data  plus  60  percent  of  the 
increase  in  earnings  levels  indicated  by  social  security  data.  Thus,  if 
during  calendar  year  1972  the  area  increase  in  expenses  of  practice 
was  3  percent  and  the  area  increase  in  earnings  was  5  percent,  the. 
allowable  aggregate  increase  in  prevailing  charges  recognized  by  the 
carrier  in  each  locality  during  fiscal  year  1974  would  be  4.2  percent : 

( .40  X  .03 )  +  ( .60  X  .05 )  =  .042 

The  carrier  would  apply  the  prevailin<r  charge  criteria  now  in  the 
law  to  data  on  charsfes  in  calendar  year  1972  to  determine  the  increases 
in  pre  vail  in  Of  ch  arches  that  it  would  be  appropriate  to  recognize  during 
fiscal  year  1974.  If  the  aggregate  increase  in  prevailing  charges  so 
determined  was  less  than  4.2  percent,  the  adjustments  would  be  per- 
mitted and  the  portion  of  the  allowable  aggregate  increase  not  used 
in  that  fiscal  year  could  be  carried  forward  and  used  in  future  fiscal 
years.  However,  if  the  aggrejrate  increase  in  prevailing  charges  found 
otherwise  appropriate  exceeded  4.2  percent,  such  increases  would  be 
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reduced  to  the  extent  necessary  to  bring  the  aggregate  of  all  increases 
within  the  4.2  ceiling. 

It  is,  of  course,  contemplated  nnder  the  bill  that  the  Secretary  would 
use,  both  initially  and  over  the  long  run,  the  most  refined  indexes  that 
can  be  developed.  However,  the  committee  believes  that  the  viability 
of  the  proposal  does  not  depend  on  a  great  deal  of  further  refinement. 
The  obiectives  of  the  proposal  could  be  attained  with  equity  through 
the  use  of  an  approach  such  as  that  described  above.  This  is  so  because 
the  indexes  are  not  to  be  applied  on  a  procedure-by-procedure  basis 
that  would  raise  serious  questions  of  equity  in  absence  of  refinements  to 
take  account  of  variations  in  the  mix  of  factors  of  production  among 
various  types  of  medical  services  and  to  take  account  of  changes  in 
productivity  with  respect  to  various  services.  Rather,  the  indexes  will 
operate  as  overall  ceilings  on  prevailing  fee  level  increases  recognized 
in  a  carrier  area  under  which  adjustments  permitted  by  the  present 
customary  and  prevailing  charge  criteria  could  be  made  to  take  account 
of  the  shifting  patterns  and  levels  and  actual  charges  in  each  locality. 
Thus,  whether  the  new  limit  on  prevailing  charges  will  actually  affect 
the  determination  of  reasonable  charges  depends  on  the  degree  to 
which  physicians'  fees  rise  in  the  future.  If  the  rise  in  fees  in  the  ag- 
gregate was  no  more  than  the  rise  in  operating  expenses  of  physicians 
and  in  earnings,  the  rise  in  fees  would  be  allowed  in  full. 

The  committee,  along  with  the  Committee  on  Ways  and  Means,  be- 
lieves it  desirable  to  embody  in  the  statute  the  limitations  on  medical 
charges  recognized  as  prevailing  now  set  forth  in  medicare  regulations 
under  which  no  charge  may  be  determined  to  be  reasonable  if  it  ex- 
ceeds the  greater  of  the  prevailing  charge  recognized  by  the 
carrier  and  found  acceptable  to  the  Secretary  for  similar  services  in  the 
same  locality  on  December  31,  1970,  or  the  prevailing  charge  level 
that,  on  the  basis  of  statistical  data  and  methodology  acceptable  to  the 
Secretary,  would  cover  75  percent  of  the  customary  charges  made  for 
similar  services  in  the  same  locality  during  the  last  preceding  calendar 
year  elapsing  prior  to  the  start  of  the  fi.scal  year. 

The  committee  believes  that  it  is  essential  to  implementation  of  the 
original  congressional  intent  that  the  Department  of  Health,  Educa- 
tion, and  Welfare  require  that  in  an  area  where  a  significant  number  of 
payments  are  made  under  Blue  Shield  and  other  service  benefit  and 
insurance  contracts  and  to  the  extent  such  payments  are  generally 
accepted  by  physicians  as  payment  in  full,  they  should  be  properly 
reflected  in  the  charge  data  used  in  the  determination  of  reasonable 
charges.  Under  service  benefit  i^lans,  for  example,  the  participating 
physician  agrees  to  accept  the  Blue  Shield  allowance  as  payment  in  full 
for  services  to  patients  with  incomes  below  specified  limits.  Where  the 
actual  number  of  cases  in  which  the  Blue  Shield  payment  represents 
payment  in  full  is  unknown  and  valid  estimates  cannot  be  obtained, 
reasonable  presumption  should  be  drawn  from  the  number  and  prob- 
able income  levels  of  those  covered  by  service  benefit  contracts  and 
whether  such  income  levels  would  generally  encompass  most  bene- 
ficiaries and  as  to  the  number  of  instances  in  which  the  Blue  Shield 
payment  would  usually  represent  the  physician's  full  payment. 

While  relating  the  allowability  of  future  increases  in  prevailing 
charges  to  general  economic  indicators  is  an  appropriate  method  for 
reasonable  charge  determinations  with  respect  to  the  services  of  physi- 
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cians,  the  committee  believes  it  would  be  inappropriate  for  reasonable 
charge  determinations  with  respect  to  medical  supplies,  equipment, 
and  services  that  do  not  generally  vary  in  quality  from  one  supplier  to 
another.  This  is  so  because  no  program  purpose  would  be  served  by 
allowing  charges  in  excess  of  the  lower  levels  (the  comparable  House 
provision  referred  to  "lowest  levels")  at  which  supplies,  equipment,  or 
services  can  be  readily  obtained  in  a  locality.  For  this  reason,  the  com- 
mittee bill  permits  deviation  from  generally  applicable  reasonable 
charge  criteria  where  it  is  determined  that  medical  supplies,  equip- 
ment, and  services  do  not  generally  vary  in  quality  from  one  supplier 
to  another. 

The  committee  recognizes  that  it  will  not  be  possible  for  the  Secre- 
tary to  immediately  establish  special  charge  or  cost  limits  for  every 
item  or  service  not  materially  affected  in  quality  by  the  supplier  who 
actually  furnishes  it  to  the  patient.  However,  the  committee  believes 
that  it  is  important  to  make  explicit  the  Secretary's  authority  and  it 
is  expected  that  he  will  assert  such  authority  to  impose  rules  for  deter- 
mining reasonable  charges  when,  after  due  consideration,  he  deter- 
mines that  a  particular  item  or  service  does  not  vary  in  quality  from 
one  supplier  to  another  and  devises  special  rules  for  reasonable  charge 
determinations  that  he  considers  equitable  and  administratively  feasi- 
ble. Until  the  Secretary  designates  an  item  or  service  as  falling  within 
the  scope  of  this  provision  and  establishes  rules  for  determining  rea- 
sonable charges  for  that  item,  the  presently  applicable  rules,  including 
any  special  rules  imposed  by  the  carrier,  would  generally  remain  in 
effect. 

The  committee  believes  that  it  would  be  advisable  for  the  Secretary 
to  give  priority  attention  to  items  of  service  or  equipment  most  fre- 
quently paid  for  under  the  program.  The  committee  also  believes  that 
there  are  certain  items  of  service  for  which  special  reasonable  charge 
rules  can  be  readily  established.  Where  a  separate  charge  is  made  by  a 
physician  for  an  injection,  for  example,  the  maximum  allowance 
should  be  a  scheduled  amount  based  upon  the  approximate  ingredient 
and  supply  cost  plus  a  modest  specified  amount  (such  as  $1  or  $2)  to 
cover  the  injection  service.  This  seems  reasonable  since  an  injection 
generally  is  not  a  service  requiring  a  high  level  of  training  and  experi- 
ence; paramedical  personnel  are  normally  capable  of  providing  and 
often  provide  the  service.  Similarly,  schedules  of  allowances  should  be 
established  by  geographic  or  medical  service  area,  where  appropriate, 
for  routine  laboratory  work — including  interpretation  of  results — for 
tests  not  ordinarily  included  in  the  charge  for  a  physician's  visit.  The 
scheduled  allowance  should  be  based  on  the  costs  of  tests  (including 
common  groupings  of  tests)  when  undertaken  by  qualified,  efficient  and 
economical  sources — such  as  independent  automated  laboratories — to 
which  physicians  in  an  area  have  reasonable  access. 

While  the  provision  discussed  above,  which  would  be  applicable 
beginning  January  1,  1973,  is  directed  to  items  and  services  that  do 
not  generally  vary  in  quality  from  one  supplier  to  another,  the  com- 
mittee notes  that  present  laAv  provides  authority  for  special  reasonable 
charge  rules  and  limits  with  respect  to  any  item  or  service  for  which 
such  special  rules  are  found  to  be  necessary  and  appropriate.  The 
committee  believes  that  it  is  reasonable  and  desirable  to  limit  charges 
recognized  for  routine  follow-up  visits  to  institutionalized  patients 
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to  a  reasonable  proportion  of  charges  for  the  initial  visit  and  to  limit 
charges  recognized  for  visits  on  the  same  day  to  a  number  of  patients 
in  the  same  institution  to  amounts  that  are  reasonable  in  relation  to 
the  time  usually  spent  and  services  provided  under  such  circumstances. 
Of  course,  such  limitations  would  not  preclude  individual  consider- 
ation of  requests  for  higher  allowances  where  such  followup  visits  or 
multiple  visits  are  justifiable  as  being  nonroutine. 

The  effect  of  the  new  limits  established  under  this  provision  would 
be  extended  to  the  medicaid  and  child  health  programs  by  providing 
that  payments  under  these  programs  after  enactment  of  the  bill  may 
not  be  made  with  respect  to  any  amount  paid  for  items  and  services 
which  exceeds  these  new  limits.  This  would  be  consistent  with  policy 
in  the  present  medicaid  program. 

The  medicaid  provisions  of  the  Social  Security  Amendments  of  1965 
contained  nothing  which  attempted  to  limit  the  charges  by  physicians 
that  States  could  pay  under  their  medicaid  programs.  States  could 
and  usually  have  set  some  type  of  limits  of  their  own,  typically  less 
than  usual  or  customary  charges.  The  Social  Security  Amendments  of 
1967  added  a  new  medicaid  provision  which  required  that  a  State  plan 
must  provide  assurances  that  "payments  (including  payment  for  any 
drugs  under  the  plan)  are  not  in  excess  of  reasonable  charges  consistent 
with  efficiency,  economy,  and  quality  of  care." 

On  November  11,  1971,  HEW  issued  regulations  which  limited 
fees  paid  to  physicians,  dentists,  and  other  individual  providers  of 
medical  services  under  medicaid.  The  regulation  stipulated  that  in 
no  case  could  payment  exceed  the  highest  of : 

( 1 )  Beginning  July  1, 1971,  the  75th  percentile  of  customary  charges 
in  the  same  localities  established  under  title  XVIII  during  the  calen- 
dar year  preceding  the  fiscal  year  in  which  the  determination  is  made. 

(2)  Prevailing  charge  recognized  imder  part  B,  title  XVIII  for 
similar  services  in  the  same  locality  on  December  31,  1970. 

(3)  Prevailing  reasonable  charge  recognized  under  part  B,  title 
XVIII. 

Under  the  House  bill,  the  Health  Insurance  Benefits  Advisory  Coun- 
cil is  directed  to  study  the  methods  of  reimbursement  for  physicians' 
services  under  medicare  and  to  report  to  the  Congress  by  July  1, 1972, 
on  how  these  methods  affect  physicians'  fees,  the  extent  to  which  they 
increase  or  decrease  the  number  of  cases  for  which  physicians  accept 
assignments,  and  the  share  of  total  physician  charges  which  bene- 
ficiaries must  pay.  It  is  clear,  however,  that  the  group  will  be  unable 
to  complete  the  study  requested  by  the  House  by  July  1,  1972.  The 
committee  has  therefore  extended  the  deadline  to  January  1,  1973 
so  that  HIB  AC  may  comply  with  the  House  request. 

The  proposed  amendment  is  substantially  along  the  lines  of  the 
present  regulation,  and  would  be  effective  upon  enactment. 

Payment  for  Supervisory  Physicians  in  Teaching  Hospitals 

(Sec.  227  of  the  bill) 

^Tien  medicare  was  enacted,  the  general  expectation  was  that  physi- 
cians' services  to  patients  (but  not  intern  or  resident  services)  would 
generally  be  paid  for  on  a  fee-for-service  basis.  However,  the  issue  of 
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how  medicare  should  reimburse  for  the  services  of  a  physician  when 
he  supervised  interns  and  residents  in  the  care  of  patients  was  not 
specifically  detailed.  Nevertheless,  it  was  clear  that  charges  paid  for  a 
physician's  services  under  medicare  should  be  reasonable  in  terms  of 
both  the  patient  care  services  that  a  particular  physician  provided  as 
well  as  the  charges  made  for  similar  services  to  other  patients — that 
is,  if  a  physician  merely  took  legal  responsibility  for  care,  no  fee  for 
service  was  intended  to  be  paid.  Or,  if  the  physician  performed  the 
services  differently  than  is  usually  done  when  a  patient  engages  his 
own  private  physician,  the  differences  were  to  be  reflected  in  the  charge 
paid  by  medicare. 

Under  present  law,  hospitals  are  reimbursed  under  the  hospital 
insurance  part  (part  A)  of  the  medicare  program  for  the  costs  they 
incur  in  compensating  physicians  for  teaching  and  supervisory  activi- 
ties and  in  paying  the  salaries  of  residents  and  interns  under  approved 
teaching  programs.  In  addition,  reasonable  charges  are  paid  under  the 
medical  insurance  program  (part  B)  for  teaching  physicians'  services 
to  patients. 

There  is  a  wide  variety  of  teaching  arrangements.  At  one  extreme 
there  is  the  large  teaching  hospital  with  an  almost  exclusively  charity 
clientele  in  which  the  treatment  of  medicare  beneficiaries  may,  in  fact, 
though  not  in  law,  be  turned  over  to  the  house  staff ;  in  such  hospitals 
many  teaching  physicians  have  had  the  roles  exclusively  of  teachers 
and  supervisors  and  have  not  acted  as  any  one  patient's  physician. 
Since  in  these  cases  the  services  of  the  teaching  physicians  are  pri- 
marily for  the  benefit  of  the  hospital  teaching  program  and  hospital 
administration  rather  than  being  focused  on  the  relationship  between 
doctor  and  patient,  the  services  of  these  physicians  should  be  reim- 
bursed as  a  hospital  cost  rather  than  on  a  fee-for-service  basis  under 
the  supplementary  medical  insurance  program. 

At  the  other  extreme,  there  is  the  community  hospital  with  a  resi- 
dency program  which  relies  in  large  part  for  teaching  purposes  on 
the  private  patients  of  teaching  physicians  whose  primary  activities 
are  in  private  practice.  The  private  patients  contract  for  the  services 
of  the  physician  whom  they  expect  to  pay  and  on  whom  they  rely  to 
provide  all  needed  services.  The  resident  or  intern  normally  acts  as 
a  subordinate  to  the  attending  physician,  and  the  attending  physician 
personally  renders  the  major  identifiable  portion  of  the  care  and  di- 
rects in  detail  the  totality  of  the  care.  Moreover,  there  are  teaching 
hospitals  in  wliich  a  teaching  physician  may  be  responsible  both  for 
private  patients  whom  he  has  admitted  and  for  patients  who  have 
presented  themselves  to  the  hospital  for  treatment  at  no  cost  and  who 
have  been  assigned  by  the  hospital  to  his  care. 

It  has  proved  to  be  difficult  to  achieve  effective  and  uniform  applica- 
tion of  present  policies  to  the  larj^e  number  of  widely  varying  teaching 
settings.  In  some  cases,  charges  have  been  billed  and  paid  for  services 
rendered  in  teaching  liospitals  which  clearly  did  not  involve  any  degree 
of  teaching  physician  participation.  In  some  cases  charges  were  billed 
for  the  services  that  residents  and  interns  rendered  in  every  case  where 
a  supervisino;  physician  had  overall  responsibility  for  their  actions, 
even  thoufifh  he  may  not  actually  have  become  involved  in  the  patient's 
care.  In  other  cases,  charges  for  covered  services  were  billed  in  amounts 
that  were  out  of  all  proportion  to  the  covered  service  or  the  charges 
billed  to  other  patients. 
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In  the  typical  community  hospital  and  other  teaching  settings  where 
patients  are  expected  to  pay  fees  for  these  services,  fee-for-service 
payment  for  ^physicians'  services  would  continue  to  be  made  by  the 
medicare  program.  For  example,  payment  for  the  services  a  com- 
munity physician  provides  to  his  private  patient  is  clearly  in  accord 
with  the  usual  practices  of  other  health  insurance  programs  and  pa- 
tients who  pay  their  bills  out  of  pocket. 

On  the  other  hand,  in  the  case  of  all  the  ward  or  other  accommoda- 
tions in  many  large  hospitals  and  the  service  wards  of  other  teaching 
institutions  where  patients  are  not  expected  to  pay  any  fees  for  physi- 
cians' services  or  only  reduced  fees  are  normally  paid,  the  payment  of 
full  charges  represents  an  expense  to  the  program  that  is  not  necessary 
to  give  medicare  patients  access  to  the  care  they  receive.  Also,  the 
payments  tend  to  support  the  maintenance  of  two  classes  of  patients 
in  some  cases. 

To  deal  with  these  problems,  H.R.  1  as  passed  by  the  House  and  ap- 
proved by  the  committee,  contains  a  provision,  originally  developed 
by  this  committee  in  1970,  which  would  provide  that  reimburse- 
ment for  services  of  teaching  physicians  to  a  nonprivate  medicare 
patient  should  be  included  under  part  A,  on  an  actual  cost 
or  "equivalent  cost"  basis.  A  mechanism  for  computing  pay- 
ment for  services  of  supervisory  physicians  on  the  unpaid  vol- 
untary medical  staff  of  a  hospital  would  be  developed  on  a  reason- 
able "salary  equivalency"'  basis  of  the  average  salary  (exclusive  of 
fringe  benefits)  for  all  full-time  physicians  (other  than  house  staff)  at 
the  hospital  or,  where  the  number  of  full-time  salaried  physicians  is 
minimal,  at  like  institutions  in  the  area.  The  committee  expects  that 
any  determination  with  respect  to  whether  the  size  of  a  particular  hos- 
pital's salaried  staff  is  sufficient  to  provide  the  proper  basis  for  reim- 
bursement of  donated  services  would  take  into  account  the  ratio  of 
salaried  to  voluntary  nonpaid  staff  members  as  well  as  the  absolute 
number  of  salaried  staff.  The  average  salary  equivalent,  which  would 
be  distilled  into  a  single  hourly  rate  covering  all  physicians  regardless 
of  specialty,  would  be  applied  to  the  actual  time  contributed  by  the 
teaching  physician  in  direct  patient  care  or  supervision  on  a  regularly 
scheduled  basis  to  nonprivate  patients.  Such  services  would  be  reim- 
bursed to  a  fund  designated  by  the  organized  medical  staff. 

Medicare  would  pick  up  its  proportionate  share  of  such  costs  on  a 
basis  comparable  to  the  method  by  which  reimbursement  is  presently 
made  for  the  services  of  interns  and  residents.  The  salary-equivalent 
allowance  would  provide  reasonable  and  not  excessive  payments  for 
such  services.  The  payment  represents  compensation  for  contributed 
medical  staff  time  which,  if  not  contributed,  would  have  to  be  obtained 
through  employed  staff  on  a  reimbursable  basis.  Medicare  payments  for 
such  services  would  be  made  available  on  an  appropriate  legal  basis  by 
the  fund  to  the  organized  medical  staff  for  their  disposition  for  pur- 
poses such  as  payment  of  stipends  enhancing  the  liospitaFs  capacity  to 
attract  house  staff  or  to  upo^rade  or  to  add  necessary  facilities  or  serv- 
ices, the  support  of  continuing;  education  programs  in  the  hospital,  and 
similar  charitable  or  educational  purposes.  Contributions  to  the  hos- 
pital made  by  the  staff  from  such  funds  would  not  be  recognized  as 
a  reimbursable  cost  when  expended  by  the  hospital  nor  would  deprecia- 
tion expense  be  allowed  with  respect  to  equipment  or  facilities  donated 
to  the  hospital  by  the  staff. 
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Fee-for-service  would  continue  to  be  payable  for  medicare  bene- 
ficiaries who  are  bona  fide  "private  patients."  This  would  ordinarily 
be  a  patient  who  was  seen  by  the  physician  in  his  office  prior  to 
hospital  admission ;  for  whom  he  arranged  admission  to  the  hospital, 
whose  principal  physicians'  services  were  provided  by  him,  who  was 
visited  and  treated  by  him  during  his  hospital  stay;  who  would 
ordinarily  turn  to  him  for  followup  care  after  discharge  from  the 
hospital;  and  who  is  legally  obligated  to  pay  the  charges  billed,  in- 
cluding deductibles  and  coinsurance,  and  from  whom  collection  of 
such  charges  is  routinely  and  regularly  sought  by  the  physicians.  To 
facilitate  efficient  administration,  a  presumption  may  be  made  that  all 
of  the  patients  in  an  institution,  or  portion  of  an  institution,  are  private 
patients  but  only  where  the  institution  offers  satisfactory  evidence  that 
all  patients  are  treated  the  same  with  respect  to  arrangements  for  care 
and  accommodations,  that  all  patients  receive  their  principal  physician 
services  from  an  attending  physician,  and  that  all  of  the  patients  are 
billed  for  professional  services  and  the  great  majority  pay.  Of 
course,  appropriate  safeguards  should  be  established  to  preclude  fee- 
for-service  payment  on  the  basis  of  pro  forma  or  token  compliance 
with  these  private  patient  criteria. 

It  is  recognized,  however,  that  this  concept  of  a  private  patient 
is  not  a  complete  definition  primarily  because  it  does  not  take  account 
of  the  customary  arrangements  for  reimbursing  consultants  and  spe- 
cialists who  are  not  serving  as  the  patient's  attending  physician,  but 
who  may  provide  a  service  to  the  patient  for  which  a  fee-for-service 
payment  is  appropriate  and  for  which  services  the  patient  is  legally 
obligated  and  which  he  expects  to  pay.  For  example,  where  a  general 
practitioner  refers  his  patient  to  a  surgeon  for  necessary  operative 
work  and  where  the  surgeon  ordinarily  charges  and  collects  from  all 
referred  patients  for  his  services. 

In  some  cases  hospitals  that  normally  do  not  bill  for  physician  serv- 
ices have  special  centers,  such  as  a  center  for  severely  burned  people, 
where  patients  able  to  pay  are  regularly  admitted  and  pay  charges.  It 
would  be  intended  that  medicare  follow  the  pattern  of  the  private  pa- 
tient in  such  centers.  Also,  the  outpatient  department  of  a  hospital  may 
organize  the  provision  of  and  billing  for  physicians'  services  in  that 
department  differently  from  the  inpatient  setting.  In  such  cases,  the 
decision  regarding  whether  cost  or  charge  reimbursement  is  appro- 
priate should  be  made  separately  for  inpatients  and  outpatients.  How- 
ever, if  the  services  are  contracted  for  on  a  group  basis,  and  medicare 
and  medicaid  directly  or  indirectly  pay  for  such  services,  the  normal 
basis  of  reimbursement  by  the  two  programs  would  be  one  of  cost  if  the 
services  are  provided  by  a  directly  or  indirectly  related  organization. 

The  second  exception  to  the  cost-reimbursement  coverage  of  teach- 
ing physician  services  is  intended  to  permit  the  continuation  of  fee- 
for-service  reimbursement  for  professional  services  provided  to  medi- 
care patients  in  institutions  which  traditionally  billed  all  patients  (and 
the  majority  of  whom  paid)  on  a  fee  or  package  charge  basis  for  pro- 
fessional services.  This  exception  would  apply  if,  for  the  years  1966, 
1967,  and  each  year  thereafter  for  which  part  B  charges  are  being 
claimed :  all  of  the  institution's  patients  were  regularly  billed  for  pro- 
fessional services ;  reasonable  efforts  were  made  to  collect  these  billed 
charges  and  a  majority  of  all  patients  actually  paid  the  charges  in 
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whole  or  in  substantial  part.  The  hospital  would  have  to  provide 
evidence  that  it  meets  these  tests  for  fee-for-service  reimbursement 
before  the  payments  could  be  made. 

A  hospital  eligible  for  fee-for-service  reimbursement  on  the  basis  of 
the  requirement  described  in  the  above  exception  could,  if  it  chose, 
elect  to  be  reimbursed  on  the  cost  basis  provided  for  by  the  bill  if 
the  election  would  be  advantageous  to  the  program  in  that  it  might 
reduce  billing  difficulties  and  costs.  Similarly,  where  it  would  be 
advantageous  to  the  program  and  would  not  be  expected  to  increase 
the  program's  liability,  the  cost  reimbursement  provisions  of  the  bill 
could  serve  as  the  basis  for  payment  for  teaching  physicians'  services 
furnished  in  the  past  where  procedural  difficulties  have  prevented  a 
determination  of  the  amount  of  fee-for-service  that  is  appropriate. 

The  committee  expects  that  in  any  borderline  or  questionable  areas 
concerning  whether  reimbursement  for  the  services  of  teaching  physi- 
cians in  a  given  institution  or  setting  should  be  on  a  costs  or  charges 
basis,  reimbursement  would  be  on  the  basis  of  costs. 

^Miere  States  elect  to  compensate  for  services  of  teaching  or  super- 
visory physicians  under  medicaid.  Federal  matching  should  be  limited 
to  reimbursement  not  in  excess  of  that  allowable  under  medicare. 

An  important  effect  of  these  various  coverage  and  co-pay  provisions 
would  be  that,  where  the  cost-reimbursement  approach  is  applicable, 
reimbursement  for  the  physician's  teaching  activities  and  his  related 
patient  care  activities  would  always  be  provided  under  the  same  pro- 
visions of  the  law.  This  would  greatly  simplify  the  administration  of 
the  program  by  making  it  unnecessary  to  distinguish,  as  required  by 
present  law.  between  a  physician's  teaching  activities  and  patient  care 
activities  in  submitting  and  paying  bills. 

Another  provision  in  this  section  would  permit  a  hospital  to  include 
among  its  reimbursable  costs  the  reasonable  cost  to  a  medical  school 
of  pro^^ding  services  to  the  hospital  which,  if  provided  by  the  hospi- 
tal, would  have  been  covered  as  inpatient  hospital  services  or  out- 
patient hospital  services.  In  order  to  receive  reimbursement  the  hos- 
pital would  be  required  to  pay  the  reasonable  cost  of  such  services 
to  medicare  patients  to  the  institution  that  bore  the  cost.  The  com- 
mittee expects  that  such  costs  will  be  reimbursable  only  where  there 
is  a  written  agreement  between  the  hospital  and  medical  school  speci- 
f^'inof  the  types  and  extent  of  services  to  be  furnished  by  the  school  and 
disposition  of  any  reimbursement  received  by  the  hospital  for  those 
services. 

This  amendment  would  be  effective  with  respect  to  accounting 
periods  begimiing  after  December  31, 1972. 

Advance  Approval  of  Extended  Care  and  Home  Health  Coverage 

Under  Medicare 

(Sec.  228  of  the  bill) 

FnHer  prp'^put  law,  extended  care  benefits  are  payable  only  on 
behalf  of  patients  who.  following  a  hospital  stay  of  at  least  3  consec- 
utive davs,  require  skilled  nursing  care  on  a  continuing  basis  for  fur- 
ther treatment  of  the  condition  which  required  hospitalization.  The 
posthospital  home  health  benefit  is  payable  on  behalf  of  patients 
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who,  following  hospitalization  or  an  extended  care  facility  stay,  con- 
tinue to  require  essentially  the  same  type  of  nursing  care  on  an  inter- 
mittent basis,  or  physical  or  speech  therapy.  However,  extended  care 
facilities  and  home  health  agencies  often  care  for  patients  who  need 
less  skilled  and  less  medically  oriented  services  in  addition  to  patients 
requiring  the  level  of  care  which  is  covered  by  the  program. 

Under  current  law,  a  determination  of  whether  a  patient  requires  the 
level  of  care  that  is  necessary  to  qualify  for  posthospital  extended  care 
or  home  health  benefits  cannot  generally  be  made  until  some  time  after 
the  services  have  been  furnished.  The  committee  is  aware  that  in  many 
cases  such  benefits  are  being  denied  retroactively  and  that  another  pro- 
vision in  the  committee  bill,  wliich  would  revise  the  definition  of  ex- 
tended care  to  permit  coverage  of  additional  types  of  skilled  care, 
would  not  eliminate  the  probability  that  such  retroactive  denials  will 
continue.  Tlie  harsh  result  is  that  the  patient  is  faced  with  a  large  bill  he 
expected  would  be  paid  or  the  facility  or  agency  is  faced  with  a  patient 
who  may  not  be  able  to  pay  his  bill.' The  uncertainty  about  eligibility 
for  these  benefits  that  exists  until  after  the  care  has  been  given  tends  to 
encourage  physicians  to  either  delay  discharge  from  the  hospital, 
where  coverage  may  less  likely  be  questioned,  or  to  recommend  a  less 
desirable,  though  financially  predictable,  course  of  treatment.  The  ag- 
gregate effect  is  to  reduce  the  value  of  the  posthospital  extended  care 
and  home  health  benefits  as  a  continuation  of  hospital  care  in  a  less 
intensive — and  less  expensive — setting  as  soon  as  it  is  medically  feasi- 
ble for  the  patient  to  be  moved. 

The  committee  believes  that  to  the  extent  that  valid  criteria  can 
be  established  posthospital  extended  care  and  home  health  benefits 
should  be  more  positively  identified  by  type  of  medical  condition 
which  ordinarily  requires  such  care  and  that  minimum  coverage  pe- 
riods should  be  assured  for  such  conditions.  To  achieve  this  purpose 
the  committee  has  concurred  with  a  provision  in  the  House  bill  which 
would  authorize  the  Secretary  to  establish,  by  medical  conditions  and 
length  of  stay  or  number  of  visits,  periods  for  which  a  patient  would 
be  presumed  to  be  eligible  for  benefits.  The  Secretary  would  undertake 
such  activities  to  the  extent  that  a  Professional  Standards  Review  Or- 
ganization was  not  exercising  comparable  responsibility  in  an  area. 
These  periods  of  presumed  coverage  would  be  limited  to  those  condi- 
tions which  program  experience  indicates  are  most  appropriate  for 
the  extended  care  or  home  health  level  of  services  following  hospital- 
ization, taking  into  account  such  factors  as  length  of  hospital  stay, 
degree  of  incapacity,  medical  history  and  other  health  factors  affecting 
the  type  of  services  to  be  provided. 

The  committee  recognizes  that,  in  order  to  avoid  the  risk  of  presum- 
ing coverage  (by  general  medical  category)  in  substantial  numbers  of 
cases  where  extended  care  or  home  health  care  may  not  be  required, 
presumed  coverage  periods  must  necessarily  be  limited  in  duration 
and  will  not,  in  many  cases,  encompass  the  entire  period  for  which  the 
patient  will  require  covered  care.  Nevertheless,  these  minimum  pre- 
sumed periods  will  provide  a  dual  advantage  over  the  present  system  of 
coverage  determination  by  (1)  encouraging  prompt  transfer  through 
assurance  that  the  admission  or  start  of  care  will  be  reimbursed  and 
(2)  identifying  in  advance  the  point  at  which  further  assessment 
should  be  made,  on  an  individual  case  basis,  of  continuing  need  for 
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extended  or  home  health  care.  Where  request  for  coverage  beyond  the 
initial  presumed  period,  accompanied  by  appropriate  supporting 
evidence,  is  submitted  for  timely  advance  consideration,  it  is  expected 
that  a  decision  to  terminate  extended  care  or  home  health  coverage 
would  ordinarily  "be  effected  on  a  prospective  basis.  For  those  condi- 
tions for  which  specific  presumed  periods  cannot  be  established,  cur- 
rent procedures  for  determining  coverage  would  continue  to  apply. 
However,  the  Professional  Standards  Review  Organization,  which 
would  be  established  under  section  249F  of  the  committee's  bill  (or 
the  fiscal  intermediary  where  no  PSRO  is  performing  such  functions) 
should  be  able  to  make  appropriate  reviews  on  a  timely  basis  for  such 
admissions. 

To  prevent  abuse  of  the  advance  approval  procedure  the  PSRO 
or  intermediary  (in  the  absence  of  a  PSRO)  and  facilities  would  be 
expected  to  monitor,  through  periodic  review  of  a  sample  of  paid 
stays,  utilization  rcAnew  committee  studies,  and  similar  measures,  the 
reliability  of  individual  physicians  in  describing  the  patients'  condi- 
tions or  certifying  patients'  needs  for  posthospital  extended  care  and 
home  health  services.  The  Secretary  could  suspend  the  applicability 
of  the  advance  approval  procedure  for  patients  certified  by  physi- 
cians who  are  found  to  be  unreliable  in  this  respect. 

This  provision  would  be  effective  January  1,  1973. 

Authority  of  Secretary  To  Terminate  Payments  to  Suppliers  of 

Services 

(Sec.  229  of  the  bill) 

Present  law  does  not  authorize  the  Secretary  to  withhold  future 
payments  for  services  furnished  by  an  institutional  provider  of  serv- 
ices, a  physician,  or  any  other  supplier  who  either  abuses  the  program 
or  endangers  the  health  of  beneficiaries,  although  payment  for  past  or 
current  claims  may  be  withheld  on  an  individual  basis  where  the 
services  are  not  reasonable  or  necessary  for  treatment  of  illness  or 
injury  or  where  the  supplier  fails  to  provide  the  necessary  payment 
information. 

The  committee  believes  it  important  to  protect  the  medicare,  medic- 
aid, and  maternal  and  child  health  programs  and  their  beneficiaries 
from  those  suppliers  of  services  who  have  made  a  practice  of  furnish- 
ing inferior  or  harmful  supplies  or  services,  engaging  in  fraudulent 
activities,  or  consistently  overcharging  for  their  services.  Such  pro- 
tection is  not  now  provided  under  the  law.  For  example,  if  a  physician 
is  found  guilty  of  fraud  in  connection  with  the  furnishing  of  services 
to  a  medicare  beneficiary,  there  is  no  authority  under  present  law  to 
bar  payment  on  his  subsequent  claims  so  long  as  the  physician  remains 
legally  authorized  to  practice.  States  can,  and  some  do,  bar  from  med- 
icaid providers  who  abuse  the  program,  but  they  are  not  now  required 
to  do  so. 

The  committee  approves  the  House  provision,  previously  included 
in  H.R.  17550,  under  which  the  Secretary  would  be  given  authority  to 
terminate  or  suspend  payments  under  the  medicare  program  for  serv- 
ices rendered  by  any  supplier  of  health  and  medical  services  found  to 
be  guilty  of  program  abuses.  The  Secretary  would  make  the  names 
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of  such  persons  or  organizations  public  so  that  beneficiaries  would  be 
informed  about  which  suppliers  cannot  participate  in  the  program  and 
for  whose  services  payment  will  not  be  made.  The  situations  for  which 
termination  of  payment  could  be  made  include  overcharging,  furnish- 
ing excessive,  inferior,  or  harmful  services,  or  making  a  false  state- 
ment to  obtain  payment.  Also,  there  would  be  no  Federal  financial 
participation  in  any  expenditure  under  the  medicaid  and  maternal  and 
child  health  programs  by  the  State  with  respect  to  services  furnished 
by  a  supplier  to  whom  the  Secretary  would  not  make  medicare  pay- 
ments under  this  provision  of  the  bill. 

Program  review  teams  would  be  established  in  each  State  by  the  Sec- 
retary, following  consultation  with  groups  representing  consumers  of 
health  services,  State  and  local  professional  societies,  and  the  appro- 
priate intermediaries  and  carriers  utilized  in  the  administration  of 
title  XVIII  benefits.  Both  the  professional  and  the  nonprofessional 
members  of  the  program  review  teams  would  be  responsible  for  review- 
ing and  reporting  on  statistical  data  on  program  utilization  (which 
the  Secretary  would  periodically  provide).  Only  the  professional 
members  of  the  program  review  teams  would  review  cases  involving 
the  furnishing  of  excessive,  inferior,  or  harmful  services  in  order  to 
assure  that  only  professionals  will  review  other  professionals  under 
this  provision.  The  committee  notes  that  a  Professional  Standards 
Review  Organization  (PSRO) ,  to  be  established  under  another  provi- 
sion of  the  committee  bill,  would  generally  have  the  personnel  and 
expertise  to  perform  this  function  and,  therefore,  expects  the  Secre- 
tary to  utilize  the  services  of  a  PSRO  whenever  feasible  in  lieu  of  a 
separate  program  review  team,  as  PSRO's  become  operative. 

It  is  not  expected  that  any  large  number  of  suppliers  of  health  serv- 
ices will  be  suspended  because  of  abuse.  However,  the  existence  of  the 
authority  and  its  use  in  even  a  relatively  few  cases  is  expected  to  pro- 
vide a  substantial  deterrent. 

Any  person  or  organization  dissatisfied  with  the  Secretary's  deci- 
sion to  terminate  payments  would  be  entitled  to  a  hearing  by  the 
Secretary  and  to  judicial  review  of  the  Secretary's  final  decision. 

It  is  not  intended  that  this  provision  would  in  any  way  change  the 
Secretary's  present  right  to  withhold  payment  where  necessary  pay- 
ment information  is  not  provided.  Nor  would  the  supplier  of  services 
be  entitled  to  a  hearing  or  judicial  review  with  respect  to  payments 
withheld  under  such  existing  authority. 

The  provisions  relating  to  title  XVIII  would  be  effective  with  re- 
spect to  determinations  made  by  the  Secretary  after  enactment  of 
the  bill.  The  provisions  relating  to  titles  V  and  XIX  would  be  effective 
with  respect  to  items  or  services  furnished  on  or  after  December  31, 
1972. 

Elimination  of  Requirement  That  States  Move  Toward 
Comprehensive  Medicaid  Programs 

(Sec.  230  of  the  bill) 

Section  1903(e)  of  the  medicaid  statute  requires  that  each  State 
make  "a  satisfactory  showing  that  it  is  making  efforts  in  the  direction 
of  broadening  the  scope  of  the  care  and  services  made  available  under 
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the  plan  and  in  the  direction  of  liberalizing  the  eligibility  requirements 
for  medical  assistance."  Under  an  amendment  adopted  by  the  Con- 
gress in  1969  (Public  Law  91-36),  the  operation  of  this  provision  was 
suspended  for  two  years,  until  July  1,  1971,  and  the  date  by  which 
the  States  were  to  have  comprehensive  medicaid  programs  (applying 
to  everyone  who  meets  their  eligibility  standards  with  respect  to  in- 
come and  resources)  was  changed  from  1975  to  1977. 

The  committee  has  been  concerned  with  the  burden  of  the  medicaid 
program  on  State  finances.  The  expansion  of  the  medicaid  program 
and  liberalization  of  eligibility  requirements  for  medical  assistance 
which  is  required  by  section  1903(e)  could  increase  this  burden  and 
may  result  in  States  either  cutting  back  on  other  programs  or  their 
considering  dropping  medicaid. 

The  committee  agrees  with  the  action  of  the  House  repealing  sec- 
tion 1903(e).  When  the  operations  of  the  State  medicaid  programs 
have  been  substantially  improved  and  there  is  assurance  that  program 
extensions  will  not  mei'ely  result  in  other  medical  costs  inflation,  the 
question  of  expansion  of  the  program  can  then  be  reconsidered. 

Amount  of  Payments  Where  Customary  Charges  for  Services 
Furnished  Are  Less  Than  Reasonable  Cost 

(Sec.  233  of  the  bill) 

Under  present  law,  reimbursement  under  the  medicare  program  is 
based  on  the  reasonable  costs  incurred  by  providers  of  services  (but 
only  for  inpatient  hospital  services  under  medicaid  and  the  maternal 
and  child  health  programs)  in  providing  services  to  individuals  cov- 
ered by  these  programs.  This  results,  in  some  cases,  in  these  programs 
paying  higher  amounts  for  services  received  by  covered  individuals 
than  such  individuals  would  be  charged  if  they  were  not  covered  by 
these  programs,  because,  in  some  cases,  a  provider's  customary  charges 
to  the  general  public  are  set  at  a  level  which  does  not  reflect  the  pro- 
vider's full  costs. 

The  committee  believes  that  it  is  inequitable  for  the  medicare, 
medicaid,  and  the  child  health  programs  to  pay  more  for  services  than 
the  provider  charges  to  the  general  public.  To  the  extent  that  a  pro- 
vider's costs  are  not  reflected  in  charges  to  the  public  generally,  such 
costs  are  expected  to  be  met  from  income  other  than  revenues  from 
patient  care — for  example,  from  endowment  or  investment  income. 
The  bill  would  provide,  therefore,  that  reimbursement  for  services 
under  the  medicare,  medicaid,  and  maternal  and  child  health  pro- 
grams could  not  exceed  the  lesser  of  the  reasonable  cost  of  such  services 
as  determined  under  section  1861  (v)  of  the  Social  Security  Act,  or  the 
customary  charges  to  the  general  public  for  such  services. 

However,  the  committee  believes  that  it  would  be  undesirable  to 
apply  this  provision  in  the  case  of  services  furnished  by  public  pro- 
viders of  services  free  of  charge  or  at  a  nominal  fee.  The  bill  would 
provide,  therefore,  that  where  services  are  furnished  by  a  public  pro- 
vider of  services  free  of  charge  or  at  a  nominal  charge,  the  Secretary 
shall  specify  by  regulation  reimbursement  based  on  those  elements  of 
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costs  generally  allowed  in  the  determination  of  reasonable  cost  that  he 
finds  will  result  in  fair  reimbursement  for  such  services.  In  such  cases 
fair  reimbursement  for  a  service  could  not  exceed,  but  could  be  less  than 
the  amount  that  Avould  be  paid  under  present  law. 

The  committee  recognizes  that  a  provider's  charges  may  be  lower 
than  its  costs  in  a  given  period  as  a  result  of  miscalculation  or  special 
circumstances  of  limited  duration,  and  it  is  not  intended  that  pro- 
viders should  be  penalized  by  such  short-range  discrepancies  between 
costs  and  charges.  Nor  does  the  committee  want  to  introduce  any  incen- 
tive for  providers  to  set  charges  for  the  general  public  at  a  level  sub- 
stantially higher  than  estimated  costs  merely  to  avoid  being  penalized 
by  this  provision.  Thus,  the  committee  recognizes  the  desirability  of 
permitting  a  provider  that  was  reimbursed  under  the  medicare,  medic- 
aid and  child  health  programs  on  the  basis  of  charges  in  a  fiscal 
period  to  carry  unreimbursed  allowable  costs  for  that  period  forward 
for  perhaps  two  succeeding  fiscal  periods.  Should  charges  exceed  costs 
in  such  succeeding  fiscal  periods,  the  unreimbursed  allowable  costs 
carried  forward  could  be  reimbursed  to  the  provider  along  with  cur- 
rent allowable  costs  up  to  the  limit  of  current  charges. 

The  committee  intends  that  for  purposes  of  administering  this  pro- 
vision, "customary  charges"  shall  mean  (1)  the  charges  listed  in  an 
established  charge  schedule  (if  the  institution  has  only  a  single  set  of 
charges  applied  to  all  patients),  or  (2)  the  most  frequent  or  typical 
charges  imposed  (if  the  institution  uses  more  than  one  charge  for  a 
single  service) .  However,  in  order  to  be  considered  to  be  the  "customary 
charge,"  a  charge  would  have  to  be  one  that  was  actually  collected 
from  a  substantial  number  of  individuals.  A  charge  set  up  in  name 
only,  perhaps  primarily  to  avoid  the  effect  of  this  provision,  is  not  in- 
tended to  determine  medicare  reimbursement. 

The  provisions  relating  to  medicare  would  be  eft'ective  with  respect 
to  services  furnished  by  hospitals,  skilled  nursing  facilities  and  home 
health  agencies  in  accounting  periods  beginning  after  December  31, 
1972.  Provisions  relating  to  medicaid  and  maternal  and  child  health 
would  be  effective  for  accounting  periods  beginning  after  December  31, 
1972. 

Institutional  Planning  Under  Medicare 

(Sec.  234  of  the  bill) 

Under  present  medicare  law,  there  is  no  requirement  for  providers  of 
services  to  develop  fiscal  plans  such  as  operating  and  capital  budgets. 
However,  the  committee  is  aware  of  the  fact  that  health  care  facilities 
have  come  under  increasing  criticism  on  the  grounds  that  they  fail  to 
follow  sound  business  practices  in  their  operations.  The  Advisory  Com- 
mittee on  Hospital  Effectiveness,  established  by  the  Secretary  of 
HEW  in  its  report  stated,  "*  *  *  the  fact  must  be  faced  that  defi- 
ciencies in  hospital  management  owe  something,  at  least  to  inatten- 
tion, indifference,  or  lack  of  information  on  the  part  of  some  hospital 
boards,  and  some  trustees  with  the  best  intentions  and  energy  have 
not  been  adequately  informed  by  administrations  on  what  the  func- 
tions of  a  hospital  trustee,  or  a  hospital  should  be."  In  recommending 
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the  requirement  contained  in  the  bill,  the  Secretary's  committee 
stated,  "The  requirement  that  detailed  budgets  and  operating  plans 
bo  prepared  annually  as  a  condition  of  approval  for  participation  in 
Federal  programs  can  be  expected  to  disclose  management  inefficien- 
cies in  such  health  care  institutions  as  a  necessary  first  step  toward 
bringing  about  needed  improvements.  Especially,  the  committee  be- 
lieves this  requirement  will  compel  the  attention  of  many  hospital 
trustees  to  lapses  in  management  that  would  not  be  permitted  in  their 
own  businesses." 

The  Committee  on  Finance  agrees  with  the  provision  in  the  House 
bill  which  would  require  providers  of  services  (including  hospitals 
accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals), 
as  a  condition  of  participation  under  the  medicare  program,  to  have 
a  written  overall  plan  and  budget  reflecting  an  operating  budget  and 
a  capital  expenditures  plan.  The  overall  plan  would  be  expected  to 
contain  information  outlining  the  services  to  be  provided  in  the  future, 
the  estimated  costs  of  providing  such  services  (including  proposed 
capital  expenditures  in  excess  of  $100,000  for  acquisition  of  land,  build- 
ings, and  equipment  and  replacement,  modernization,  and  expansion 
of  the  buildings  and  equipment) ,  and  the  proposed  methods  of  financ- 
ing such  costs.  It  would  have  to  be  prepared  under  the  direction  of  the 
governing  body  of  the  institution,  by  a  committee  consisting  of  rep- 
resentatives of  that  body,  the  administrative  staff  and  the  medical 
staff.  The  plan  Avould  cover  the  immediately  following  year  and  the 
immediately  following  3-year  accounting  period  and  would  be  re- 
viewed and  updated  annually  to  assure  that  it  is  consistent  with  the 
budgetary  program  of  the  provider. 

The  plan  would  not  be  reviewed  for  substance  by  the  Government  or 
any  of  its  agents.  The  purpose  of  the  provision  is  to  assure  that  such 
institutions  carry  on  budgeting  and  planning  on  their  own.  It  is  not 
intended  that  the  Government  will  play  any  role  in  that  process. 

A  similar  provision  was  approved  by  the  committee  in  1970  and  in- 
cluded in  H.E.  17550  as  passed  by  the  Senate. 

The  new  condition  of  participation  would  have  to  be  met  with  re- 
spect to  any  provider  of  services  for  fiscal  years  of  the  provider 
beginning  after  the  fifth  month  after  the  month  of  enactment. 

Prohibition  Against  Reassignment  of  Claims  to  Benefits 

(Sec.  236  of  the  bill) 

Under  present  law,  payment  for  services  furnished  by  a  physician 
or  other  person  under  the  supplementary  medical  insurance  program  is 
made :  (1)  to  the  beneficiary  on  the  basis  of  an  itemized  bill,  or  (2)  to 
the  phvsician  or  other  person  who  provided  the  services  on  the  basis  of 
an  assignment  under  the  terms  of  which  the  reasonable  charge  is  the  full 
chartre  for  the  service.  Present  law  also  provides  that  payment  for  such 
services  under  the  medicaid  pro"-ram  is  made  to  the  physician  or  other 
person  providino;  the  services.  The  law  is  silent  with  respect  to  reas- 
signment by  physicians  or  others  who  provide  services  of  their  rio^ht 
to  receive  payment  under  these  programs.  The  Department  of  Health, 
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Education,  and  Welfare  makes  such  reassigned  payments  under  medi- 
care without  specific  legislative  authority. 

Experience  with  this  practice  under  these  programs  shows  that  some 
physicians  and  other  persons  providing  services  reassign  their  rights 
to  other  organizations  or  groups  under  conditions  whereby  the  organi- 
zation or  group  submits  claims  and  receives  payment  in  its  own  name. 
Such  reassignments  have  been  a  source  of  incorrect  and  inflated  claims 
for  services  and  have  created  administrative  problems  with  respect  to 
determinations  of  reasonable  charges  and  recovery  of  overpayments. 
Fraudulent  operations  of  collection  agencies  have  been  identified  in 
medicaid.  Substantial  overpayments  to  many  such  organizations  have 
been  identified  in  the  medicare  program,  one  involving  over  a  million 
dollars. 

The  committee  concurs  with  a  provision  in  the  House  bill  which 
seeks  to  overcome  these  difficulties  by  prohibiting  payment  under 
these  programs  to  anyone  other  than  the  patient,  his  physician,  or 
other  person  who  provided  the  service,  unless  the  physician  or  other 
person  is  required  as  a  condition  of  his  employment  to  turn  his  fees 
over  to  his  employer,  or  unless  the  physician  or  other  person  has  an 
arrangement  with  the  facility  in  which  the  services  were  provided 
under  which  the  facility  bills  for  the  services.  Also,  direct  payment 
could  be  allowed  to  a  foundation,  association,  plan,  or  contractor 
which  provides  and  administers  health  care  through  an  organized 
health  care  deliverv  system.  An  example  of  this  type  of  organization 
would  be  a  prepaid  group  practice  or  other  svstem  recosfnized  by  the 
State  title  XIX  agency.  It  is  not  the  intent  of  the  committee  that  this 
provision  apply  to  payments  to  providers  of  services  that  are  based  on 
the  reasonable  cost  of  the  services. 

This  provision  would  not  preclude  a  physician  or  other  person  who 
provided  the  services  and  accepted  an  assi.q:nment  from  having  the 
payment  mailed  to  anyone  or  any  organization  he  wishes,  but  the  pay- 
ment would  be  to  him  in  his  name. 

The  provision  would  in  no  way  interfere  with  the  fiscal  relationships 
between  physician  and  hospitals,  in  the  case  of  hospital-based  pathol- 
ogist's and  radiologists,  for  example. 

This  provision  as  it  applies  to  medica^-e  would  be  effectiA^e  with  re- 
spect to  bills  submitted  after  the  enactment  date.  For  medicaid  the 
provision  would  be  effective  January  1,  1973,  or  earlier  if  the  State 
plan  so  provides. 

Notification  of  Unnecessary  Admission  to  a  Hospital  or  Extended 
Care  Facility  Under  Medicare 

(Sec.  238  of  the  bill) 

Under  present  law,  the  utilization  review  committee  required  to 
function  in  each  hospital  and  extended  care  facility  must  review  all 
long-stay  cases  and  at  least  a  sample  of  admissions.  When  in  the  re- 
view of  a  long-stay  case  the  utilization  review  committee  determines 
that  further  stay  in  the  institution  is  not  medically  necessary,  the  com- 
mittee is  required  to  notify  promptly  the  physician,  the  patient,  and 
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the  institution  of  its  finding.  No  medicare  payment  is  made  for  any 
services  furnished  after  the  third  day  following  such  notification. 

The  committee  approves  the  provisions  in  the  House  bill  which 
would  require  a  similar  notification,  and  a  similar  payment  cut-off 
after  3  days,  to  be  made  where  the  utilization  review  committee  in 
its  sample  or  other  review  of  admissions  finds  a  case  where  hospi- 
talization or  extended  care  is  no  longer  necessary  (or  never  was 
necessary).  Thus,  the  committee's  bill  would  remove  the  anomaly  of 
continuing  payment  in  a  case  where  the  utilization  review  committee 
determined  in  the  course  of  sample  or  other  review  that  admission  to 
the  institution  or  further  stay  was  not  necessary  and  would  make 
parallel  the  treatment  accorded  long-stay  cases  and  cases  reviewed 
on  a  sample  basis. 

This  provision  would  be  effective  with  respect  to  services  furnished 
after  the  second  month  following  enactment  of  the  bill. 

Use  of  State  Health  or  Other  Appropriate  Medical  Agency  To 
Perform  Certain  Functions  Under  Medicaid  and  Maternal  and 
Child  Health  Prograims 

(Sec.  239  of  the  bill) 

Under  present  law,  one  State  agency  may  have  the  responsibility 
for  certifying  health  facilities  for  participation  in  the  medicare  pro- 
gram and  another  agency  for  certifying  health  facilities  for  partici- 
pation in  medicaid  and  maternal  and  child  health  programs.  The  com- 
mittee believes  that  this  duplication  of  effort  in  the  verification  of  and 
in  the  establishment  and  maintenance  of  health  standards  is  unneces- 
sary and  inefficient.  The  committee's  bill  would  require  the  State 
to  provide  that  the  State  health  agency  (or  the  State  medical  agency 
which  licenses  health  facilities)  shall  perform  these  functions  for  med- 
icare, medicaid,  and  the  maternal  and  child  health  programs. 

In  its  approval  of  a  similar  provision  in  H.E.  17550,  the  committee 
authorized  the  use  of  the  appropriate  State  agency  rather  than  limit- 
ing the  designation  to  "State  health  agency,"  since  in  some  States  an- 
other agency  performs  the  certification  function  for  medicare.  The 
House  has  incorporated  this  change  into  this  section  in  H.R.  1. 

The  committee  also  believes  that  the  effectiveness  and  economy 
of  the  medicaid  program  would  be  enhanced  through  development 
of  capability  in  each  State  to  perform  utilization  reviews,  to  estab- 
lish standards  relating  to  the  quality  of  health  care  furnished  to 
medicaid  recipients,  and  to  review  the  quality  of  the  services  pro- 
vided. Activities  such  as  these  would  provide  information  on  the 
under-  or  over-utilization  of  resources  and  the  quality  and  appropri- 
ateness of  care.  These  activities  would  be  undertaken  only  where  they 
are  not  duplicative  of  responsibilities  assumed  by  professional  stand- 
ards review  organizations. 

To  encourage  the  development  of  the  capabilities  upon  which  these 
improvements  would  be  based,  the  committee  bill  provides  for  the 
establishment  of  standards  relating  to  the  quality  of  care  furnished 
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to  medicaid  recipients,  and  review  by  appropriate  professional  health 
personnel  of  the  quality  and  appropriateness  of  services  provided. 
Federal  matching  at  the  75-percent  rate  is  now  available  for  the  costs 
of  the  health  professionals  and  their  supporting  staff  found  necessary 
in  carrying  out  such  functions. 

This  provision  would  be  effective  January  1,  1973. 

Relationship  Between  Medicaid  and  Comprehensive  Health  Care 

Programs 

(Sec.  240  of  the  bill) 

Present  law  provides  that  under  medicaid  all  eligible  recipients 
should  receive  the  same  scope  of  services ;  that  those  services  should  be 
available  throughout  the  State  and  that  recipients  should  have  free- 
dom of  choice  with  regard  to  where  they  receive  their  care. 

Section  1902(a)  (23)  also  provides  that  recipients  be  allowed  to  ob- 
tain medical  care  through  organizations  which  provide  such  services 
(or  arrange  for  their  availability)  on  a  prepayment  basis,  if  the  recipi- 
ent so  chooses. 

State  agencies  often  cannot  make  pre-payment  arrangements  with 
organizations  such  as  neighborhood  health  centers  or  prepaid  group 
practices  to  provide  services  to  medicaid  recipients  which  might  result 
in  more  efficient  and  economical  delivery  of  health  services,  because 
the  prospective  arrangements  might  violate  the  law  in  that  some 
recipients  might  receive  a  broader  scope  of  benefits  than  others.  This 
is  so  because  the  possibility  for  making  such  arrangements  may  only 
exist  in  certain  areas  of  a  State.  In  addition,  these  organizations  pro- 
vide services  which  are  often  broader  in  scope  than  the  services  re- 
ceived under  the  medicaid  plan,  and,  therefore,  are  not  available 
throughout  the  State.  Under  current  law  States  are  able  to  contract 
with  such  organizations  only;  (a)  through  a  waiver  provision  because 
the  particular  contract  is  a  demonstration  project,  or  (b)  through 
establishing  a  separate  premium  rate  for  the  particular  set  of  services 
offered  under  the  State  plan. 

The  committee  added  an  amendment  to  H.R.  17550  designed  to 
meet  this  problem  by  allowing  States  to  waive  Federal  statewidenoss 
and  comparability  requirements  when  arranging  for  the  delivery  of 
health  services  on  a  prepaid  basis.  The  House  has  incorporated  this 
provision  into  H.R.  1. 

The  committee  reaffirms  its  earlier  position  in  approving  the  House 
provision  which  would  enable  States  to  waive  Federal  statewideness 
and  comparability  requirements,  if  a  State  contracts  with  an  organi- 
zation which  has  agreed  to  provide  health  care  and  services  in  addition 
to  those  offered  under  the  State  plan  to  eligible  people  who  reside  in  the 
geographic  area  served  by  such  an  organization,  and  who  elect  to  ob- 
tain such  care  and  services  from  such  an  organization.  Payments  to 
such  organizations  could  not  be  higher  on  a  per  capita  basis  than  per 
capita  payments  expended  for  medicaid  elii?ibles  in  tlie  same  general 
geographic  area  who  are  not  under  the  proposed  arrangement. 
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Penalties  for  Fraudulent  Acts  and  False  Reporting  Under 
Medicare  and  Medicaid 

(Sec.  242  of  the  bill) 

Under  present  law,  a  false  statement  or  representation  of  a  mate- 
rial fact  in  any  application  for  payment  under  social  security  pro- 
grams is  defined  as  a  misdemeanor  and  carries  a  penalty  of  up  to  1 
year  of  imprisonment,  a  fine  of  $1,000,  or  both. 

The  committee  believes  that  a  specific  provision  defining  acts  sub- 
ject to  penalty  under  the  medicare  and  medicaid  programs  should  be 
included  to  provide  penalties  for  certain  practices  which  have  long 
been  regarded  by  professional  organizations  as  unethical,  as  well  as 
unlawful  in  some  jurisdictions,  and  which  contribute  appreciably  to 
the  cost  of  the  medicare  and  medicaid  programs.  Thus,  under  a  provi- 
sion in  the  House  bill  approved  by  the  committee  with  technical 
changes,  the  criminal  penalty  provision  would  include  such  practices 
as  the  soliciting,  offering,  or  accepting  of  kickbacks  or  bribes,  includ- 
ing the  rebating  of  a  portion  of  a  fee  or  charge  for  a  patient  referral, 
involving  individuals,  providers  of  health  care  services  and  business 
entities  such  as  corporations,  companies,  associations,  firms,  partner- 
ships, societies,  and  joint  stock  companies.  In  addition,  the  provision 
would  include  penalties  for  concealing  or  failing  to  disclose  knowledge 
of  any  event  affecting  a  person's  right  to  any  benefit  payment  with  the 
intent  to  defraud,  or  for  knowingly  and  willfully  converting  benefits 
or  payments  to  improper  use.  The  penalty  for  such  acts,  as  well  as 
false  statements  or  representations  of  material  facts  in  any  applica- 
tion for  payment  under  the  medicare  and  medicaid  programs,  would 
be  a  fine  of  $10,000, 1  year  of  imprisonment,  or  both. 

Continuing  investigation  and  review  of  reports  by  the  General 
Accounting  Office  have  indicated  that  false  statements  may  have  been 
made  by  individuals  and  institutions  with  respect  to  health  and  safety 
conditions  and  operating  conditions  in  health  care  facilities  in  order  to 
secure  approval  for  participation  in  the  medicare  and  medicaid  pro- 
grams. While  the  numbers  of  different  individuals  and  institutions 
involved  in  such  fraud  may  not  be  large  in  relation  to  the  number 
participating  in  the  program,  the  committee  believes  that  a  specific 
penalty  for  such  acts  should  be  provided  to  deter  the  making  or  in- 
ducing of  such  statements.  Thus,  specific  provisions  would  be  included 
under  title  XVIII  (medicare)  and  under  title  XIX  (medicaid)  of 
the  Social  Security  Act  whereby  anyone  (including,  but  not  limited  to, 
such  business  entities  as  corporations,  companies,  associations,  firms, 
partnerships,  societies,  and  joint  stock  companies)  who  knowingly 
and  willfully  makes,  or  induces  or  seeks  to  induce  the  making  of,  a 
false  statement  of  material  fact  with  respect  to  the  conditions  and 
operation  of  a  health  care  facility  or  agency  in  order  to  secure  certi- 
fication or  recertification  or  approval  to  participate  in  the  medicare 
and  medicaid  programs  would  be  subject  to  imprisonment  for  up  to  6 
months,  a  fine  not  to  exceed  $2,000,  or  both. 

These  provisions  would  be  in  addition  to  and  not  in  lieu  of  any  other 
penalty  provisions  in  State  or  Federal  law.  A  similar  provision  was 
approved  by  the  committee  in  1970  and  included  in  H.R.  17550  as 
passed  by  the  Senate. 


209 


Coverage  of  Supplies  Related  to  Colostomies 

(Sec.  252  of  the  bill) 

Medicare  covers  the  bag  and  straps  which  must  be  used  in  conjunc- 
tion with  some  colostomies  (an  artificial  opening  of  the  bowel  to  the 
abdominal  wall  which  is  often  made  necessary  by  surgery  for  cancer 
of  the  bowel) .  The  equipment  is  covered  as  it  is  considered  a  prosthetic 
device  (a  replacement  for  a  body  organ) . 

Some  bowel  cancer  patients  have  surgery  which  results  in  a  different 
type  of  colostomy  necessitating  daily  irrigation  and  flushing  rather 
than  permanent  attachment  of  a  bag.  Medicare  does  not  cover  this 
irrigation  and  flushing  equipment,  since  it  is  not  permanently  attached 
to  the  body  and  is  therefore  not  considered  a  prosthetic  device.  This 
results  in  unequal  treatment  by  the  program  of  patients  with 
colostomies. 

The  committee  bill  would  add  a  phrase  to  the  statute  to  include 
coverage  for  material  directly  related  to  the  care  of  a  colostomy. 
The  amendment  is  effective  upon  enactment. 

Coverage  Prior  to  Application  for  Medicaid 

(Sec.  255  of  the  bill) 

Under  present  law  a  State  may,  at  its  own  option,  cover  the  cost  of 
health  care  provided  to  an  otherwise  qualified  recipient  for  the  three 
months  prior  to  his  application  for  medicaid.  Thirty-one  States  have 
elected  to  provide  this  coverage,  thereby  protecting  persons  who  are 
eligible  for  medicaid  but  do  not  apply  for  assistance  until  after  they 
have  received  care,  either  because  they  did  not  know  about  the  medic- 
aid eligibility  requirements  or  because  the  sudden  nature  of  their 
illness  prevented  their  applying. 

The  committee  agrees  with  the  House  that  such  coverage  is  reason- 
able and  desirable  and  recommends,  as  it  did  in  1970  in  H.R.  17550, 
that  States  be  required  to  provide  protection  for  that  3 -month  period. 
Therefore,  the  committee  bill  requires  all  States  to  provide  coverage 
for  care  and  services  furnished  in  or  after  the  third  month  prior  to 
application  to  those  individuals  who  were  otherwise  eligible  when  the 
services  were  received.  Included  as  eli^rible  under  the  three-months 
retroactive  coverage  requirement  would  be  deceased  individuals  whose 
fatal  condition  prevented  them  from  applying  for  medicaid  coverage 
but  who  would  have  been  eligible  if  application  had  been  made. 

States  are  expected  to  modify  their  provider  agreements  where 
applicable  so  as  to  permit  the  application  of  appropriate  utilization 
control  procedures  retroactively  in  these  cases  to  assure  that  appropri- 
ate and  necessary  care  was  delivered. 

This  provision  would  be  effective  July  1, 1973. 

Hospital  Admissions  for  Dental  Services  Under  Medicare 

(Sec.  256  of  the  bill) 

Under  present  medicare  procedures,  when  a  patient  is  hospitalized 
in  connection  with  the  performance  of  noncovered  dental  procedures, 
payment  may  be  made  for  inpatient  hospital  services  if  the  patient 
has  other  impairments  so  severe  that  hospitalization  is  necessary.  In 
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some  cases,  intermediaries  require  that  a  physician  certify  to  the 
medical  necessity  of  dental  admissions,  since  hospitalization  is  or- 
dinarily not  necessary  for  the  provision  of  dental  services.  Where 
such  a  certification  is  required,  the  dentist  who  will  be  performing  the 
dental  procedures  must  arrange  for  a  physician  to  make  the  necessary 
certification. 

The  committee  approves  the  provision  in  the  House  bill  which 
would  authorize  the  dentist  who  is  caring  for  the  patient  to  make  the 
certification  of  the  necessity  for  inpatient  hospital  admission  for  non- 
covered  dental  services  under  the  above  circumstances  without  requir- 
ing a  corroborating  certification  by  a  physician.  The  committee  be- 
lieves that  in  these  kinds  of  cases  the  dentist  is  in  a  better  position  to 
make  the  necessary  evaluation  of  the  patient's  condition  and  probable 
reaction  to  dental  surgery  than  is  a  physician  who  may  not  be  familiar 
either  with  the  patient  or  the  nature  of  the  dental  procedures  to  be 
performed. 

This  provision  would  be  effective  with  respect  to  admissions  occur- 
ring after  the  second  month  following  enactment  of  the  bill. 

Extension  of  Grace  Period  for  Termination  of  Supplementary- 
Medical  Insurance  Coverage  Where  Failure  To  Pay  Premiums 
Is  Due  to  Good  Cause 

(Sec.  257  of  the  bill) 

Under  present  laAv,  an  individual's  coverage  under  the  supple- 
mentary medical  insurance  part  of  medicare  is  terminated  for  non- 
payment of  premiums.  The  termination  is  effective  on  a  date 
determined  under  regulations  which  may  be  established  so  as  to  pro- 
vide a  grace  period  (not  in  excess  of  90  days)  during  which  overdue 
premiums  may  be  paid  and  coverage  continued. 

Several  types  of  cases  have  arisen  in  which  terminatioii  of  an  indi- 
vidual's supplementary  medical  insurance  protection  for  failure  to 
pay  all  premiums  due  within  90  days  is  clearly  inequitable.  For  ex- 
ample, there  have  been  cases  where  for  reasons  of  physical  or  mental 
incapacity  the  enrollee  was  unable  to  make  the  premium  payment 
within  the  allowed  time  limit  and  there  was  no  one  acting  on  his 
behalf  to  protect  his  interests.  In  other  cases,  coverage  has  been  termi- 
nated because  the  enrollee  mistakenly  believed  that  payment  had  been 
made  w^hen  actually  it  had  not. 

The  committee  approves  the  provision  in  the  House  bill  which 
would  extend  the  90-day  grace  period  for  an  additional  90  days 
where  the  Secretary  finds  that  there  was  good  cause  for  failure  to  pay 
the  premium  before  the  expiration  of  the  initial  90-day  grace  period. 

This  provision  would  apply  to  such  cases  of  nonpayment  of  premi- 
ums due  within  the  90-day  period  preceding  the  date  of  enactment. 

Extension  of  Time  for  Filing  Claim  for  Supplementary  Medical 
Insurance  Benefits  Where  Delay  Is  Due  to  Administrative  Error 

(Sec.  258  of  the  bill) 

Under  present  law,  a  claim  for  benefits  under  the  supplementary 
medical  insurance  program  must  be  filed  by  December  31  of  the  year 
following  the  year  in  which  the  services  were  provided.  (For  this  pur- 
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pose,  services  furnished  in  the  last  3  months  of  a  year  are  deemed  to 
have  been  furnished  in  the  following  year. )  The  present  time  limit  is 
adequate  for  the  vast  majority  of  supplementary  medical  insurance 
claims.  In  some  few  cases,  however,  beneficiaries  have  failed  to  file  a 
timely  claim  due  to  a  mistake  or  other  action  on  the  part  of  the  Govern- 
ment or  one  of  its  agents.  For  example,  misinformation  from  an  official 
source  or  delay  in  establishing  supplementary  medical  insurance  en- 
titlement has  resulted  in  late  filing  of  claims. 

The  committee  has  approved  a  provision  in  the  House  bill  which 
would  provide  that  where  a  claim  under  supplementary  medical  in- 
surance is  not  filed  timely  due  to  error  of  the  Government  or  one  of 
its  agents,  the  claim  may  nevertheless  be  honored  if  filed  as  soon  as 
possible  after  the  facts  in  the  case  have  been  established.  This  pro- 
vision would  assure  that  claimants  would  not  be  treated  inequitably 
because  of  such  an  error. 

This  amendment  would  apply  with  respect  to  bills  submitted  and 
requests  for  payment  made  after  March  1968. 

Waiver  of  Enrollment  Period  Requirements  Where  Individual's 
Rights  Were  Prejudiced  by  Administrative  Error  or  Inaction 

(Sec.  259  of  the  bill) 

Under  present  law,  an  individual  can  enroll  in  the  supplementary 
medical  insurance  program  during  his  initial  7-month  enrollment 
period,  beginning  with  the  third  month  before  the  month  he  attains  age 
65,  or  during  any  general  enrollment  period  (during  the  first  3  months 
of  each  year),  which  begins  within  3  years  after  the  end  of  his  initial 
enrollment  period.  (The  committee  bill  includes  a  provision  which 
would  eliminate  the  3-year  limit  on  enrollment.  That  provision  is 
discussed  immediately  following  discussion  of  this  provision.) 

There  have  been  some  relatively  rare  cases  in  which  it  has  been  dis- 
covered that  due  to  an  action,  inaction,  or  error  on  the  part  of  the 
Government  an  individual  is  in  fact  enrolled,  or  is  in  fact  not  enrolled, 
under  suppementary  medical  insurance  when  both  the  individual  and 
the  Government  had  until  then  believed  that  the  reverse  was  true. 
Although  rare,  such  cases  may  be  a  cause  of  considerable  hardship  and 
distress  to  the  individuals  involved,  and  present  law  permits  no  relief 
to  be  given. 

The  committee  shares  the  belief  of  the  Committee  on  Ways  and 
Means  that  where  an  individual's  enrollment  rights  under  supple- 
mentary medical  insurance  has  been  prejudiced  because  of  the  action, 
inaction  or  error  on  the  part  of  the  Government,  he  should  not  be 
penalized  or  caused  hardship.  The  bill,  therefore,  authorizes  the  Sec- 
retary to  provide  such  equitable  relief  as  may  be  necessary  to  correct 
or  eliminate  the  effects  of  these  situations,  including  (but  not  limited 
to)  the  establishment  of  a  special  initial  or  subsequent  enrollment 
period,  with  a  coverage  period  determined  on  the  basis  thereof  and 
with  appropriate  adjustments  of  premiums. 

This  provision  would  apply  to  all  cases  which  have  arisen  since  the 
beginning  of  the  program  but  it  is  not  contemplated  that  the  admin- 
istration be  required  to  conduct  an  extensive  search  for  cases  which 
arose  prior  to  enactment. 
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Elimination  of  Provisions  Preventing  Enrollment  in  Supplemen- 
tary Medical  Insurance  Program  More  Than  3  Years  After 
First  Opportunity 

(Sec.  260  of  the  bill) 

Under  present  law,  an  individual  can  enroll  for  the  first  time  in  the 
supplementary  medical  insurance  program  during  his  initial  7-month 
enrollment  period,  beginning  with  the  third  month  before  the  month 
he  attains  age  65,  or  during  any  general  enrollment  period  (during  the 
first  3  months  of  each  year)  which  begins  within  3  years  after  the  end 
of  his  initial  enrollment  period.  A  person  whose  enrollment  has  termin- 
ated may  not  enroll  for  the  second  time  in  supplementary  medical  in- 
surance unless  he  does  so  in  a  general  enrollment  period  which  begins 
within  3  years  after  the  effective  date  of  such  termination.  An  individ- 
ual may  reenroll  only  once. 

The  3-year  enrollment  limit  was  included  in  the  law  (as  are  other 
limitations  on  enrollment  in  the  supplementary  medical  insurance  pro- 
gram) in  the  interest  of  avoiding  antiselection  in  case  the  enrollment 
under  the  program  was  not  a  very  substantial  proportion  of  people 
eligible  to  enroll.  For  example,  substantial  numbers  of  people  who  are 
relatively  healthy  might  delay  enrollment  until  they  are  well  past  age 
65  and  have  become  sick,  at  which  point  they  would  enroll  and  receive 
substantial  benefits  without  having  paid  much  in  premiums.  However, 
since  there  is  now  a  95-percent  rate  of  participation  in  the  program  and 
since  the  vast  majority  of  enrollees  enroll  at  the  earliest  possible  time, 
there  would  seem  to  be  no  reason  to  retain  the  3-year  limit  on  enroll- 
ment. Further,  present  law  provides  that  premiums  for  late  enrollees 
are  increased  10  percent  for  each  full  12  months  elapsed  between  the 
time  they  could  have  enrolled  and  actually  do  enroll  and  this  provision 
would  be  retained.  Such  late-enrollment  charges  serve  to  prevent 
antiselection  and  to  meet  the  higher  costs  associated  with  those  who 
enroll  at  older  ages.  It  is  not  intended,  of  course,  that  the  months  for 
which  the  law  itself  precluded  individuals  from  enrolling  or  reenroU- 
ing  would  apply  in  determining  the  late-enrollment  charges. 

The  committee  approves  the  provision  in  the  House  bill  which  would 
eliminate  the  3-year  limit  with  respect  to  both  initial  enrollment  and 
reenrollment  after  an  initial  termination.  Enrollment  periods  would 
remain  as  presently  defined  and  the  restriction  limiting  individuals 
who  terminate  enrollment  to  reenroll  only  once  would  be  retained. 

This  provision  would  apply  to  all  those  who  are  ineligible  to  enroll 
because  of  the  3-year  limit  in  effect  under  present  law. 

Waiver  of  Recovery  of  Incorrect  Medicare  Payments  From 
Survivor  Who  Is  Without  Fault 

(Sec.  261  of  the  bill) 

Under  present  law,  an  individual  to  whom  (or  on  behalf  of  whom) 
a  medicare  overpayment  is  made  is  subjected  to  recovery  action  with  re- 
spect to  such  overpayment,  except  that  the  recovery  action  may  be 
waived  if  the  individual  is  without  fault  and  if  recovery  would  de- 
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feat  the  purposes  of  the  cash  social  security  title  (title  II)  of  the 
Social  Security  Act  or  would  be  against  equity  and  good  conscience.  If 
such  individual  dies,  recovery  action  is  initiated  as  necessary  from  any 
other  individual  who  is  receiving  cash  social  security  benefits  on  the 
same  earnings  record  as  the  deceased  overpaid  beneficiary.  In  the  lat- 
ter situation,  however,  waiver  of  recovery  action  is  not  permitted  even 
though  the  surviving  beneficiary — a  widow,  for  example — is  without 
fault  with  respect  to  the  overpayment. 

The  Social  Security  Amendments  of  1967  included  a  provision  which 
permitted  recovery  to  be  waived  in  the  case  of  cash  benefits  if  the  indi- 
vidual from  whom  recovery  is  being  considered  is  without  fault,  even 
though  the  overpaid  individual  was  at  fault.  However,  the  comparable 
change  with  respect  to  medicare  overpayments  was  not  made.  As  a 
result,  there  are  situations  in  which,  for  example,  an  overpayment 
made  to  a  deceased  beneficiary  is  the  responsibility  of  his  widow  even 
though  she  was  without  fault  in  causing  the  overpayment,  whereas  if 
the  overpayment  had  been  made  to  or  on  behalf  of  the  widow  herself, 
the  waiver  provision  would  apply  if  she  were  not  at  fault. 

The  committee  approved  a  provision  in  the  House  bill  which  would 
rectify  this  anomaly  by  permitting  any  individual  who  is  liable  for 
repayment  of  a  medicare  overpayment  to  qualify  for  waiver  of  re- 
covery of  the  overpaid  amount  if  he  is  without  fault  and  if  such  recov- 
ery would  defeat  the  purposes  of  title  II  or  would  be  against  equity 
and  good  conscience. 

Requirement  of  Minimum  Amount  of  Claim  To  Establish  Entitle- 
ment to  Hearing  Under  Supplei:ientary  Medical  Insurance 
Program 

(Sec.  262  of  the  bill) 

Under  present  law,  people  enrolled  in  the  supplementary  medical 
insurance  program  are  assured  an  opportunity  for  a  fair  hearing  by 
the  carrier  when  requests  for  payment  under  supplementary  medical 
insurance  are  denied  or  are  not  acted  upon  with  reasonable  promptness, 
or  when  the  amount  of  the  payment  is  in  controversy,  regardless  of  the 
dollar  amount  at  issue.  Experience  under  the  program  indicates  that 
the  holding  of  a  full  fair  hearing  is  unwarranted  in  cases  where  the 
amount  in  controversy  is  relatively  small.  Carriers  have  reported  cases 
involving  $5  and  $10  claims  for  which  the  cost  of  holding  a  fair  hear- 
ing has  exceeded  $100.  Approximately  45  percent  of  the  hearings  held 
since  the  beginning  of  the  program  have  involved  an  amount  less  than 
$100.  Further,  regulations  require  carriers  to  have  a  reconsideration 
review  of  all  denied  claims.  Such  review  involves  different  claims  per- 
sonnel than  those  who  acted  on  the  original  claim  and  should  be  suffi- 
cient protection  in  small  claims  cases. 

The  committee  approved  a  provision  of  the  House  bill  which  would 
require  that  a  minimum  amount  of  $100  be  at  issue  before  an  enrollee 
in  the  supplementary  medical  insurance  program  will  be  granted  a 
fair  hearing  by  the  carrier. 

The  provision  would  be  effective  with  respect  to  hearings  requested 
after  the  enactment  of  the  bill. 
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Provide  That  Services  of  Optometrists  in  Furnishing  Prosthetic 
Lenses  Not  Require  a  Physician's  Order 

(Sec.  264  of  the  bill) 

Under  present  law,  optometric  services  are  not  covered  except  with 
respect  to  services  incidental  to  the  fitting  and  supplying  of  prosthetic 
lenses  ordered  by  a  physician.  The  House  bill  does  not  provide  for 
any  change  in  the  present  limitation  on  coverage  of  optometric  services. 

The  committee  believes  that  the  medicare  requirement  that  a  phy- 
sician's prescription  or  order  accompany  requests  for  payment  for 
covered  prosthetic  lenses  Avhen  such  lenses  are  furnished  by  an  optome- 
trist unduly  limits  both  patient  and  optometrist.  The  patient's  choice 
of  having  either  an  ophthalmologist  or  an  optometrist  to  furnish  him 
with  prosthetic  lenses  should  no  longer  be  biased  by  this  requirement. 

The  committee  therefore  agrees  with  the  provision  in  the  House  bill 
which  would  recognize  the  ability  of  an  optometrist  to  attest  to  a 
beneficiary's  need  for  prosthetic  lenses  by  amending  the  definition  of 
the  term  "physician"  in  title  XVIII  to  include  a  doctor  of  optometry 
authorized  to  practice  optometry  by  the  State  in  which  he  furnishes 
services.  An  optometrist  would  be  recognized  as  a  "physician"  only  for 
the  purpose  of  attesting  to  the  patient's  need  for  prosthetic  lenses.  (Of 
course,  neither  the  physician  nor  the  optometrist  would  be  paid  by 
medicare  for  refractive  services  when  the  beneficiary  has  been  given 
a  prescription  by  a  physician  for  the  necessary  prosthetic  lenses. )  This 
change  would  not  provide  for  coverage  of  services  performed  by 
optometrists  other  than  those  covered  under  present  law,  nor  would  it 
permit  an  optometrist  to  serve  as  a  "physician"  on  a  professional 
standards  review  organization. 

A  similar  provision  was  developed  by  the  committee  in  1970  and 
included  in  H.K.  17550  as  passed  by  the  Senate. 

Refund  of  Excess  Premiums  Under  Medicare 

(Sec.  266  of  the  bill) 

Under  present  law,  where  part  B  entitlement  terminates  due  to  the 
death  of  the  enrollee,  refund  of  any  excess  premiums  is  made,  upon 
claim,  to  the  legal  representative  of  the  enrollee's  estate.  If  there  is  no 
legal  representative  and  it  is  reasonably  certain  that  none  will  be 
appointed,  refund  may  be  made,  only  upon  claim,  to  a  relative  of  the 
deceased  on  behalf  of  the  estate. 

Early  in  the  program  it  was  recognized  that  excess  part  B  premiums 
paid  by  a  deceased  enrollee  could  be  best  disposed  of,  in  those  cases 
where  there  is  no  legal  representative  of  the  deceased's  estate,  by  add- 
ing them  to  benefits  subsequently  payable  on  the  same  medicare  claims 
number  or  to  those  relatives  who  would  (except  for  age  or  dependency 
requirements)  be  eligible  on  the  same  record.  However,  the  Office  of 
General  Counsel  advised  that  this  could  not  be  done  in  the  absence  of 
necessary  authority  in  the  law.  Consequently,  the  much  more  cumber- 
some claims  procedure  has  had  to  be  used.  Where  there  is  no  claim  for 
the  excess  premium  payments,  no  refund  is  made. 
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A  similar  problem  is  likely  to  exist  with  respect  to  premiums  paid 
in  advance  under  those  provisions  of  the  bill  which  would  provide,  at 
an  initial  cost  of  $33  per  month  per  enrollee,  hospital  insurance  cover- 
age for  people  who  are  age  65  and  over  who  are  not  eligible  for  such 
coverage  under  present  law  and  certain  other  persons  age  60  to  64. 

The  committee  has  therefore  approved  a  provision  in  the  House  bill 
which  would  provide  authority  for  the  Secretary  to  dispose  of  excess 
supplementary  medical  insurance  premiums  and  excess  hospital  insur- 
ance premiums  in  the  same  manner  as  unpaid  medical  insurance  bene- 
fits are  treated. 

A  similar  provision  was  approved  by  the  committee  in  1970  and 
included  in  H.E.  17550  as  passed  by  the  Senate. 

Exemption  of  Christian  Science  Sanatoriums  From  Certain 
Nursing  Home  Requirements  Under  Medicaid 

(Sec.  268  of  the  bill) 

Under  present  law,  Christian  Science  sanatoriums  are  permitted  to 
participate  in  the  medicaid  program  as  skilled  nursing  homes,  and  as 
such,  are  required  to  meet  the  general  requirements  established  for 
skilled  nursing  homes. 

The  committee  agrees  with  the  House  that  Christian  Science  sana- 
toriums which  do  not  actually  provide  medical  care,  should  not  be 
required  to  have  a  skilled  nursing  home  administrator  licensed  by  the 
State,  to  maintain  an  organized  nursing  service  under  the  direction  of 
a  registered  nurse,  to  maintain  detailed  medical  records,  or  to  have 
diagnostic  and  other  service  arrangements  with  general  hospitals.  The 
bill  would,  therefore,  exempt  Christian  Science  sanatoriums  from  the 
requirements  for  a  licensed  nursing  home  administrator,  requirements 
for  medical  review,  and  other  inappropriate  requirements  of  the 
medicaid  program. 

Such  sanatoriums  will  be  expected  to  continue  to  meet  all  applicable 
safety  standards. 

The  committee  approved  a  similar  amendment  in  1970. 

Increase  in  Maximum  Federal  Medicaid  Amount  for 
Puerto  Rico 

(Sec.  271  of  the  bill) 

At  present.  Federal  matching  funds  for  Puerto  Rico's  medicaid 
expenditures  are  at  a  rate  of  50  percent,  except  that  the  total  amount 
of  Federal  funds  may  not  exceed  $20  million  in  any  fiscal  year. 

The  committee  believes  that  the  $20  million  Federal  maximum  on 
medicaid  payments  to  Puerto  Rico  should  be  adjusted  to  reflect  the 
rise  in  hospital  and  health  care  costs,  as  well  as  the  increase  in  the 
number  of  persons  eligible  for  medicaid  since  1967,  when  the  ceiling 
and  matching  rates  were  established. 

The  committee  recognizes  the  efforts  made  by  Puerto  Rico  to  pro- 
vide comprehensive  health  care.  Among  the  jurisdictions  with  medic- 
aid programs,  Puerto  Rico  ranks  13th  in  expenditures  per  inhabitant 
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for  medical  assistance.  Because  Puerto  Rico  spends  considerably  more 
on  its  medicaid  program  than  the  $20  million  necessary  to  receive  full 
Federal  matching,  the  Federal  share  of  Puerto  Rico's  title  XIX  pro- 
gram was  only  about  39  percent  in  fiscal  year  1971. 

The  committee  therefore  added  a  provision  to  H.R.  17550  providing 
that  the  Federal  ceiling  on  title  XIX  payments  to  Puerto  Rico  be  in- 
creased to  $30  million  effective  with  fiscal  year  1972  and  fiscal  years 
thereafter.  The  50  percent  Federal  matching  rate  would  remain 
unchan,o:ed. 

The  House  indicated  their  approval  of  the  committee  action  in  1970 
by  including  a  similar  provision  in  H.R.  1. 

Inclusion  of  American  Samoa  and  the  Trust  Territory  of  the 
Pacific  Islands  Under  Title  V 

(Sec.  272  of  the  bill) 

American  Samoa  and  the  Trust  Territory  of  the  Pacific  Islands  are 
not  presently  eligible  to  receive  formula  fund  allocations  under  the 
maternal  and  child  health  and  crippled  children  programs,  as  are 
States  and  Puerto  Rico  and  the  Virgin  Islands. 

In  order  to  improve  maternal  and  child  health  and  crippled  chil- 
dren programs  in  these  areas,  the  Finance  Committee  has  approved  an 
amendment  to  authorize  elijjibility  under  title  V  for  Samoa  and  the 
Trust  Territory  of  the  Pacific  Islands. 

The  resulting  cost  is  estimated  to  be  approximately  $35,000  per  year. 

2.  PROVISIONS  OF  THE  HOUSE  BILL  SUBSTANTIALLY  MODIFIED  BY 

THE  COMMITTEE 

Change  in  Hospital  Insurance  Coinsurance  for  Lifetime  Reserve 
Days  Under  Medicare 

(Sec.  205  of  the  bill) 

Under  present  law,  payment  may  be  made  for  up  to  90  days  of 
inpatient  hospital  services  furnished  during  a  benefit  period  (spell  of 
illness),  with  the  beneficiary  being  responsible  for  an  inpatient  hos- 
pital deductible  (currently  $68)  and,  beginning  with  the  61st  day  of 
his  stay,  a  daily  coinsurance  amount  equal  to  one-fourth  of  the  in- 
patient hospital  deductible  (now  $17).  In  addition,  present  law  pro- 
vides each  beneficiary  with  a  nonrenewable  lifetime  reserve  of  60  days 
of  inpatient  hospital  coverage  upon  which  he  may  draw  after  having 
exhausted  the  90  days  of  covered  care  regularly  available  to  him  in  a 
benefit  period ;  a  coinsurance  amount  equal  to  one-half  of  the  inpatient 
hospital  deductible  is  applicable  to  each  lifetime  reserve  day  used. 

The  House  bill  would  provide  for  the  application  of  a  daily  co- 
insurance amount  equal  to  one-eighth  of  the  inpatient  hospital  de- 
ductible for  each  day  of  inpatient  hospital  coverage  during  a  benefit 
period  beginning  with  the  31st  day  and  through  the  60th  day.  The 
House  bill  also  would  provide  for  an  increase  from  60  to  120  in  the 
number  of  "lifetime  reserve"  days  for  which  inpatient  hospital  bene- 
fits may  be  paid  so  that  each  medicare  beneficiary  would  have  avail- 
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able  to  him  at  least  210  days  of  covered  hospitalization,  even  if  he  had 
only  one  benefit  period.  As  under  present  law,  the  beneficiary  would  be 
responsible  for  a  coinsurance  amount  equal  to  one-half  of  the  inpatient 
hospital  deductible  for  each  lifetime  reserve  day  used. 

The  committee  bill  would  delete  the  provision  in  the  House  bill 
requiring  co-insurance  payments  from  the  31st  through  the  60th  day. 

While  the  committee  agrees  that  there  is  a  need  to  more  fully  pro- 
tect medicare  beneficiaries  against  the  high  costs  associated  with  pro- 
longed use  of  inpatient  hospital  services  and  to  promote  the  most  ef- 
fective utilization  of  such  services,  the  committee  believes  that  these 
objectives  can  best  be  accomplished  with  little  modification  in  present 
lifetime-reserve  provisions.  The  committee  bill,  therefore,  would  re- 
duce the  coinsurance  amount  applicable  to  lifetime  reserve  days  from 
V2  to  1/4  of  the  inpatient  hospital  deductible.  The  bill  would  make  no 
change  in  the  number  of  lifetime  reserve  days  provided  for  under 
present  law. 

The  committee  believes  that  this  approach  will  be  of  greater  assist- 
ance to  those  seriously  ill  aged  who  can  least  afford  a  high  coinsurance 
amount  after  having  incurred  heavy  out-of-pocket  costs  during  pro- 
longed hospitalization.  Effective  professional  review  is  the  preferable 
approach  toward  preventing  unnecessary  or  avoidable  utilization. 

The  change  with  respect  to  the  reduced  coinsurance  for  lifetime  re- 
serve days  would  apply  to  services  furnished  during  spells  of  illness 
beginning  after  December  31,  1972. 

Penalty  for  Failure  by  States  To  Undertake  Required 
Institutional  Care  Review  Activities 

(Sec.  207  of  the  bill) 

The  committee  is  concerned  over  the  fact  that  there  exists  in  many 
areas  of  the  country  a  substantial  degree  of  unnecessary  and  avoidable 
utilization  of  costly  institutional  care  under  medicaid,  accompanied  by 
insufficient  usage  of  less  costly  alternative  out-of -institution  health 
care.  This  has  been  repeatedly  demonstrated  by  investigations  of  the 
General  Accounting  Office,  in  PTEAV  Audit  Agency  reports  and  in 
other  testimony.  As  a  practical  matter,  the  Department  of  Health, 
Education,  and  Welfare  has  seldom,  if  ever,  recovered  from  a  State 
amounts  improperly  spent  for  non-covered  care  or  services.  Addi- 
tionally, many  States  have  not  properly  complied  with  utilization 
review  and  independent  medical  audit  requirements  of  the  medicaid 
program. 

While  Federal  dollars  should  be  used  to  match  State  medicaid  dol- 
lars for  the  coverage  of  necessary  institutional  services  under  title 
XIX,  those  Federal  dollars  should  not  be  used  to  pay  for  unnecessary 
or  inappropriate  institutional  services. 

The  Committee  on  Ways  and  Means  shares  this  concern.  In  order  to 
discourage  and  prevent  overutilization,  the  House  bill  provided  for: 
(a)  a  decrease  in  the  Federal  medical  assistance  percentage  by  one- 
third  after  the  first  60  days  of  care  (in  a  fiscal  year)  in  a  general  or 
TB  hospital;  (b)  a  reduction  in  the  Federal  percentage  by  one-third 
after  the  first  60  days  of  care  (in  a  fiscal  year)  in  a  skilled  nursing 
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home  unless  the  State  makes  a  showing  satisfactory  to  the  Secretary 
that  there  is  in  the  State  an  effective  program  of  controls  over  utiliza- 
tion of  institutional  care;  (c)  a  decrease  in  Federal  matching  by  one- 
third  after  90  days  of  care  in  a  mental  hospital  (except  this  period 
may  be  extended  by  an  additional  30  days  if  the  State  agency  certifies 
that  the  patient  is  receiving  active  treatment  and  will  benefit  thera- 
peutically from  such  additional  hospitalization)  and  provision  for  no 
Federal  matching  after  a  total  of  365  days  of  such  care  during  an 
individual's  lifetime;  and  (d)  authority  for  the  Secretary  to  compute 
a  reasonable  cost  differential  for  reimbursement  purposes  between 
skilled  nursing  homes  and  intermediate  care  facilities. 

Despite  general  agreement  with  the  objectives  of  the  House  bill  the 
committee  believes  that  the  approach  of  the  House  bill  needed  improve- 
ment because  it  did  not  differentiate  between  those  States  which  are 
adequately  controlling  utilization  and  those  which  are  not,  thereby 
unjustifiably  penalizing  some  States. 

The  committee  has  modified  the  House  provision  so  that,  in  ad- 
dition to  requiring  each  State  to  make  a  satisfactory  showing  to  the 
Secretary  that  it  has  an  effective  program  of  utilization  controls  over 
institutional  care,  it  would  also  require  that  States,  in  fact,  conduct  the 
independent  professional  audits  of  j)atients  as  mandated  by  present 
law. 

The  committee  believes  that  a  cutoff  of  Federal  matching  for  hospi- 
tal and  mental  hospital  care  utilizing  arbitrary  limitations  would  be  in- 
appropriate where  the  State  can  demonstrate  that  the  patient  needs  the 
care  and  is  benefiting  from  it.  Therefore  the  committee  has  amended  the 
House  provision  so  that  where  a  State  makes  a  satisfactory  showing  to 
the  Secretary  that  it  has  an  effective  program  of  control  over  the  util- 
ization of  hospital  and  mental  hospital  care,  the  60-day  limitation  in 
general  and  TB  hospitals  and  the  90-day  or  120-day  annual  limitation 
and  the  365-day  lifetime  limitation  on  care  in  mental  hospitals  would 
not  apply. 

In  view  of  the  transfer  of  the  title  XI  intermediate  care  facility 
program  to  the  title  XIX  program,  the  committee  has  brought  ICF 
services  into  the  scope  of  this  amendment.  ICF  services  would  be  sub- 
ject to  a  reduction  in  Federal  matching  after  60  days  unless  the  State 
provides  satisfactory  assurance  that  the  required  review  and  audits  are 
being  undertaken. 

To  assure  actual — rather  than  paper — compliance  with  these  require- 
ments, the  committee  amendment  would  require  the  Secretary's  vali- 
dation of  State  utilization  controls  and  independent  professional 
audits  to  be  made  on  a  sample,  on-site  basis  in  each  State  and  that  such 
findings  be  made  a  matter  of  public  record. 

The  committee  believes  that  this  approach  would  differentiate  be- 
tween those  States  which  are  adequately  controlling  utilization  and 
those  which  are  failing  to  meet  this  objective,  and  would  not  unfairly 
penalize  those  States  which  have  established  proper  controls.  Thus, 
only  those  States  which  do  not  employ  and  apply  proper  utilization  and 
medical  review  methods  would  suffer  a  decrease  in  Federal  matching. 

The  committee  has  eliminated  the  House  provision  authorizing  an 
increase  in  the  Federal  matching  percentage  for  States  contracting 
with  health  maintenance  organizations  or  other  comprehensive  health 
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care  organizations.  If  health  maintenance  organizations  and  other  com- 
prehensive heahh  care  organizations  represent  a  more  efficient  and  eco- 
nomical approach  to  the  delivery  of  health  services,  increased  Fed- 
eral matching  should  not  be  necessary  as  an  added  incentive  for  the 
States  to  contract  with  these  organizations. 
The  amendment  would  be  effective  July  1, 1973. 

Cost-Sharing  Under  Medicaid 

(Sec.  208  of  the  bill) 

Under  present  law  and  regulations,  States  may  require  payment  by 
the  medically  indigent  (those  not  eligible  for  cash  assistance  because 
of  income  and  resources)  of  premiums,  deductibles  and  co-payment 
amounts  with  respect  to  medicaid  services  provided  them,  but  such 
amounts  must  be  "reasonably  related  to  the  recipient's  income  and  re- 
sources." States  cannot  impose  deductibles  or  co-payments  on  cash  as- 
sistance recipients. 

The  House  bill  would  require  States  which  cover  the  medically  in- 
digent to  impose  premium  charges  on  the  medically  indigent.  The 
premium  would  be  graduated  by  income  in  accordance  with  standards 
prescribed  by  the  Secretary.  In  addition,  under  the  House  bill,  States 
could  at  their  option  require  payment  by  the  medically  indigent  of 
deductibles  and  copayment  amounts  which  would  not  have  to  vary  by 
level  of  income.  Finally,  with  respect  to  cash  assistance  recipients, 
nominal  deductible  and  copayment  requirements,  while  prohibited  for 
the  six  mandatory  services,  Avould  be  permitted  Avith  respect  to  optional 
medicaid  services. 

The  committee  substantially  modified  the  above  House  provisions. 

The  committee  bill,  as  does  the  House  bill,  requires  States  which 
cover  the  medically  indigent  under  their  medicaid  programs  to  im- 
pose a  monthly  premium  enrollment  fee,  graduate'd  by  income,  in 
accordance  with  standards  prescribed  by  the  Secretary,  for  those  who 
are  not  eligible  for  cash  assistance.  It  is  expected  that  the  amount  of 
the  premium  would  not  serve  as  a  barrier  to  entry  into  the  program. 
For  persons  entering  the  program  through  the  so-called  spend-down 
(where  medical  expenses  are  deducted  from  income  in  determining 
eligibility),  the  amount  of  the  premium  w^ould  be  considered  as  a 
medical  expense.  No  other  premium  or  enrollment  fee  could  be  im- 
posed on  the  medically  indigent  under  a  State's  plan,  but  States  may 
at  their  option  impose  non-income  related  deductibles  and  co-payments 
on  the  medically  indigent  with  respect  to  patient  initiated  elective 
services  only.  These  deductibles  and  co-payments  are  expected  to  be 
of  a  nominal  nature.  The  committee  does  not  intend  them  to  apply 
to  inpatient  hospital  services,  skilled  nursing  home  care,  or  similar 
services,  where  the  practitioner  determines  utilization,  but  only  to 
services  where  the  patient  generally  initiates  use  of  the  service,  such  as 
initial  office  visits  to  physicians  and  dentists  for  routine  care.  With  re- 
spect to  those  services  for  which  the  practitioner  in  the  main,  deter- 
mines utilization,  the  committee  expects  that  the  major  control  of 
utilization  will  occur  through  professional  review  mechanisms  such 
as  PSRO  review. 
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Limiting  co-payments  and  deductibles  for  the  medically  indigent 
to  modest  amounts  for  patient-initiated  elective  services  only  is  con- 
sistent with  the  committee's  belief  that  such  cost-sharing  devices  in 
the  medicaid  program  should  not  impose  such  a  financial 
hardship  on  the  recipient  that  he  is  hesitant  to  seek  needed  medical 
services  when  he  is  ill.  This  limitation  represents  a  modification  of  the 
House  bill,  which  would  allow  States  to  impose  non-income  related 
co-payments  and  deductibles  on  the  medically  indigent  for  all  medical 
services  under  the  medicaid  program. 

With  respect  to  the  indigent  required  to  be  under  the  medicaid 
program,  the  committee  believes  that  no  premium  enrollment  fees, 
deductibles  or  co-payments  should  be  imposed.  The  committee  believes 
that  the  savings  which  would  result  from  the  imposition  of  co-pay- 
ments on  optional  services  ($5  million)  would  most  probably  be 
exceeded  by  the  administrative  costs. 

Conditions  of  Medicaid  Eligibility  for  Certain  Employed  Families 
and  Newly  Eligible  Adult  Recipients 

(Sec.  209  of  the  bill) 

Under  present  law,  a  portion  of  the  earnings  of  cash  assistance 
recipients  is  disregarded  in  determining  the  amount  of  their  cash 
assistance  benefit.  These  "earnings  disregard"  provisions  are  intended 
as  an  incentive  for  employment  by  public  assistance  recipients.  How- 
ever, the  consequent  gradual  loss  of  cash  assistance  as  earned  income 
increases  can  have  an  unintended  work  disincentive  effect  at  points  in 
the  earnings  scale  where  the  earning  of  an  extra  dollar  can  mean  the 
phase-out  of  cash  assistance  and  the  loss  of  medicaid  coverage.  Just 
below  this  income  point,  a  person  might  not  want  to  seek  greater  earn- 
ings since  additional  earnings  could  make  him  ineligible  for  medicaid, 
with  the  result  that  he  would  lose  medical  benefits  worth  many  times 
more  than  the  dollar  of  marginal  income  which  moved  him  off  the 
cash  assistance  rolls.  This  so-called  "medicaid  notch"  is  both  inequita- 
ble and  a  disincentive  to  work. 

Even  in  States  which  do  cover  the  medically  indigent  a  problem 
exists,  since  the  maximum  eligibility  level  for  the  medically  needy 
(133%%  of  the  payment  level)  is,  in  a  number  of  States,  several 
thousand  dollars  below  the  income  level  where  cash  assistance  phases 
out  under  the  earnings  disregard  provision.  Consequently,  a  family 
which  has  worked  off  of  cash  assistance  and  lost  medicaid  coverage 
would  have  to  "spend  down"  to  the  eligibility  level  for  the  medically 
needy  to  re-establish  their  eligibility  for  medicaid. 

The  House  attempted  to  remove  this  "notch"  by  requiring  AFDC 
families  with  earnings  to  pay  a  medicaid  deductible.  In  States  without 
a  medically  indigent  program  this  deductible  would  be  equal  to  one- 
third  of  all  earnings  over  $720  a  year.  The  deductible  amount  is  identi- 
cal to  the  amount  of  earnings  which  AFDC  families  would  be  allowed 
to  retain  as  an  incentive  to  work.  In  those  States  with  programs  for  the 
medically  indigent,  an  AFDC  recipient  would  not  have  to  pay  the 
deductible  until  his  retained  earnings  exceeded  the  difference  between 
a  State's  cash  assistance  level  and  its  medically  indigent  level.  At  this 
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point,  however,  his  medicaid  deductible  would  increase  dollar  for 
dollar  with  his  retained  earnings. 

Although  the  House  provision  eliminates  any  sudden  loss  of  eligi- 
bility for  medicaid,  the  provision  acts  as  a  substantial  work  dis- 
incentive, since  the  medicaid  deductible  increases  dollar  for  dollar,  in 
many  cases  with  retained  earnings.  In  addition,  the  provision  would 
probably  be  extremely  difficult  to  administer. 

Therefore,  the  committee  has  eliminated  from  the  House  bill  all  of 
section  209,  except  subsection  (d).  It  has  developed  in  its  stead  a 
substitute  provision  designed  to  assure  that:  1)  the  medicaid  notch 
is  mitigated  and  no  longer  operates  as  a  substantial  disincentive  to 
work,  2)  cash  assistance  recipients  who  are  now  eligible  for  medicaid 
will  not  lose  their  medicaid  eligibility  as  a  result  of  increased  income 
from  employment,  and  3 )  administration  of  the  provision  will  be  equi- 
table and  reasonably  simple.  To  accomplish  this,  the  committee  has 
added  an  amendment  which  provides  that  when  a  welfare  family  with 
children  loses  eligibility  for  cash  assistance  because  of  changes  in  earn- 
ings, medicaid  eligibility  for  that  family  would  be  continued  for  a 
period  of  12  months  beginning  with  the  month  following  the  month 
when  cash  assistance  was  terminated,  provided  that  such  family  had 
been  recipients  of  cash  assistance  for  at  least  three  of  the  preceding  6 
months. 

The  committee  intends  that  medicaid  benefits  are  to  be  available  to 
all  families  who  can  meet  the  cash  assistance  requirements  in  the  State 
(regardless  of  whether  such  family  is  receiving  welfare  cash  payments, 
employment  program  payments,  wage  subsidy,  or  a  work  bonus) .  States 
would  continue  to  provide  medicaid  coverage  for  the  family  for  1  year 
after  their  earnings  increase  to  the  point  where  income  exceeds  the 
relevant  standard.  Regular  Federal  matching  available  to  States  under 
the  title  XIX  program  would  be  provided  for  such  services. 

Following  the  expiration  of  the  12  months  of  coverage  such  families 
may  elect  to  participate  in  the  medicaid  program  by  paying  to  the 
Federal  (xovernment  (or  to  the  State  acting  as  the  Federal  agent)  a 
premium  equal  to  20  percent  of  the  family  income  in  excess  of  $2,400 
(calculated  on  a  monthly  basis).  For  this  purpose,  the  amount  of  any 
work  bonus  (authorized  by  title  IV  of  this  bill)  will  not  be  considered 
as  income.  However,  all  other  earned  and  unearned  income,  without 
any  disregard,  will  be  considered  in  establishing  the  amount  of  pre- 
mium liability  for  the  family. 

The  Federal  Government  would  assume  the  costs  of  such  families 
which  are  otherwise  ineligible  for  medicaid  in  the  State  and  which 
opt  for  medicaid  following  the  end  of  the  12-month  period  to  the 
extent  that  such  costs  exceed  any  premiums  derived  from  all  such 
families  in  a  State.  If  the  State  has  established  a  premium  for  the 
medically  needy,  in  accordance  with  standards  established  by  the  Sec- 
retary, as  set  forth  in  section  208,  that  premium  would  be  applied  to 
these  families  no  longer  eligible  for  cash  assistance  because  of  increased 
earnings,  during  the  12  months  of  special  eligibility  for  medicaid  ex- 
tended to  them  under  this  provision.  No  other  premium  could  be 
imposed. 

Similarly,  employment  program  families  otherwise  ineligible  for 
medicaid  could  opt  for  such  coverage  on  the  20  percent  premium 
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basis  with  the  Federal  Government  assuming  any  additional  costs  of 
their  coverage. 

The  medicaid  services  available  to  those  families  not  otherwise 
covered  under  the  State  title  XIX  program  and  who  elect  to  pay 
premiums  as  described  above,  would  include  the  mandatory  services 
of  medicaid,  subject  to  the  limitations  of  duration  and  scope  estab- 
lished by  the  State  in  its  title  XIX  State  plan,  and  such  other  optional 
services  as  are  provided  in  that  plan  for  eligible  persons  under  the 
State  program. 

The  committee  has  included  the  substance  of  the  House  amendment, 
which  gives  States  the  option  of  covering  under  medicaid  aged,  blind 
and  disabled  persons  made  newly  eligible  for  cash  assistance  as  a  result 
of  the  increases  in  payment  levels  to  these  persons  provided  under 
title  III  of  this  bill. 

No  State  would  be  required  to  furnish  medical  assistance  to  any  indi- 
vidual receiving  aid  as  a  needy  aged,  blind  or  disabled  adult  unless 
the  State  would  be  (or  would  have  been)  required  to  furnish  such 
assistance  to  such  individual  under  its  medicaid  plan  that  was  in  effect 
on  January  1, 1972.  However,  if  a  State  should  elect  to  provide  medic- 
aid benefits  on  the  basis  of  its  January  1,  1972  medical  assistance 
standard  it  would  be  required  to  incorporate  a  spend-down  provision 
comparable  to  that  contained  in  section  1903(f)  so  that  any  eligible 
individual  would  be  entitled  to  medicaid  only  if  the  income  of  such 
individual  or  family  (after  deducting  incurred  medical  expenses)  was 
not  in  excess  of  the  State  standard  for  medical  assistance  as  in  effect 
on  January  1,  1972. 

For  this  purpose,  the  medical  assistance  standard  in  effect  on 
January  1,  1972  is  considered  to  be  the  eligibility  standard  for  cash 
assistance,  or  the  medical  assistance  standard  for  the  medically  needy 
program  (if  the  State  has  established  one),  whichever  is  higher. 

Payment  Under  Medicare  for  Certain  Inpatient  Hospital  and 
Related  Physicians'  Services  Furnished  Outside  the  United 
States 

(Sec.  211  of  the  bill) 

Under  present  law,  services  furnished  outside  the  United  States 
(defined  to  include  the  50  States,  the  District  of  Columbia, 
Puerto  Rico,  the  Virgin  Islands,  Guam,  and  American  Samoa)  are 
excluded  from  coverage,  with  the  single  exception  that  hospital  insur- 
ance benefits  are  payable  for  emergency  inpatient  services  provided  in 
nearby  foreign  hospitals  if  the  beneficiary  is  physically  present  within 
the  United  States  when  the  emergency  arises  and  the  foreign  hospital 
to  which  he  is  admitted  is  closer  to  the  place  where  the  emergency 
arose  or  is  more  accessible  than  the  nearest  U.S.  hospital  that  is 
adequately  equipped  and  available  for  his  treatment. 

The  House-approved  bill  provides,  with  respect  to  admissions  after 
December  31, 1971,  for  payment  of  medicare  benefits  for  inpatient  hos- 
pital services  furnished  outside  the  United  States  if  the  beneficiary 
is  a  resident  of  the  United  States  and  the  foreign  hospital  is  closer  to, 
or  substantially  more  accessible  from  his  residence  than  the  nearest 
hospital  in  the  United  States  which  is  suitable  and  available  for  his 
treatment.  For  such  beneficiaries,  benefits  would  be  payable  without 
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regard  to  whether  an  emergency  existed  or  where  the  illness  or  acci- 
dent occurred.  Only  patient  services  furnished  by  a  hospital  which  has 
been  accredited  by  the  Joint  Commission  on  Accreditation  of  Hos- 
pitals or  by  a  hospital-approval  program  having  essentially  compar- 
able standards  would  be  covered.  (The  House-approved  bill  would 
retain  the  provisions  of  present  law  with  respect  to  coverage  of  emer- 
gency inpatient  hospital  services  furnished  outside  the  United  States.) 

Under  the  bill  approved  by  the  House,  payment  for  all  covered  hos- 
pital services  furnished  outside  the  United  States  would  be  made  on 
essentially  the  same  basis  as  payment  for  emergency  services  furnished 
by  a  nonparticipating  hospital  within  the  United  States.  Where  the 
hospital  elected  to  bill  the  medicare  program  it  would  be  reimbursed 
on  the  basis  of  the  reasonable  cost  of  the  covered  services  furnished 
the  beneficiary,  as  is  now  done  with  respect  to  emergency  services  fur- 
nished by  a  nonparticipating  hospital  which  furnishes  actual  cost  data. 
Where  payment  could  not  be  made  solely  because  the  hospital  did  not 
elect  to  bill  the  program,  benefits  would  be  payable  directly  to  the 
beneficiary  on  the  basis  of  an  itemized  bill  if  he  filed  an  acceptable 
application  for  reimbursement.  Subject  to  the  appropriate  deductibles 
and  coinsurance,  the  beneficiary  would  be  reimbursed  in  an  amount 
equal  to  60  percent  of  the  hospital's  reasonable  charges  for  "routine 
services"  in  the  room  occupied  by  him  or  in  semiprivate  accommoda- 
tions, whichever  is  less,  plus  80  percent  of  the  hospital's  reasonable 
charges  for  "ancillary  services,"  or,  if  separate  charges  for  routine  and 
ancillary  charges  are  not  made  by  the  hospital,  two-thirds  of  the  hos- 
pital's total  charges. 

The  House-approved  bill  also  would  provide  for  coverage  under 
the  medical  insurance  program  of  medically  necessary  physicians' 
services  and  ambulance  services  furnished  in  conjunction  with  covered 
foreign  inpatient  hospital  services,  in  order  to  assure  that  medicare 
beneficiaries  would  be  adequately  protected  against  other  medically 
necessary  health  care  costs  they  may  incur  while  receiving  foreign 
inpatient  hospital  care. 

Payment  for  physicians'  services  would  be  limited  to  the  period  of 
time  during  which  the  individual  is  eligible  to  have  payment  made 
for  the  foreign  hospital  services  he  receives.  Further,  the  Secretary 
would  be  authorized  to  establish,  by  regulations,  reasonable  limitations 
upon  the  amount  of  a  foreign  physician's  charge  that  would  be  ac- 
cepted as  reimbursable  under  the  medical  insurance  program.  In  rec- 
ognition of  the  administrative  difficulties  that  would  arise  in  applying 
the  assignment  method  of  reimbursement  to  medical  services  furnished 
in  other  countries,  the  House-approved  bill  would  provide  that  bene- 
fits for  foreign  physicians'  and  ambulance  services  would  be  payable 
only  m  accordance  with  the  itemized  bill  method  of  reimbursement 
provided  for  under  present  law.  This  provision  was  developed  by  the 
Committee  on  Finance  in  1970  and  included  in  H.R.  17550  as  passed 
by  the  Senate. 

The  committee  is  fully  in  agreement  with  the  provisions  of  the 
House-approved  bill.  It  has,  however,  added  a  new  provision  to  take 
care  of  a  unique  problem  faced  by  U.S.  residents  who,  if  they  use 
land  transportation  to  travel  between  Alaska  and  the  48  contiguous 
States,  must  travel  through  Canada.  The  committee  amendment  would 
extend  coverage  to  emergency  hospital  services  furnished  in  Canada  to 
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U.S.  residents  traveling  without  unreasonable  delay  by  the  most 
direct  route  (as  determined  by  the  Secretary)  between  Alaska  and 
another  State.  The  Canadian  hospital  would  have  to  be  closer  to,  or 
substantially  more  accessible  from  the  place  where  the  emergency  oc- 
curred, than  the  nearest  hospital  in  the  United  States  which  was  suit- 
able and  available  for  treatment. 

These  provisions  would  apply  to  services  furnished  with  respect  to 
hospital  admissions  occurring  after  December  31,  1972. 

Demonstrations  and  Reports:  Prospective  Reimbursement;  Peer 
Review;  Extended  Care;  Intermediate  Care  and  Homemaker 
Services;  Ambulatory  Surgical  Centers;  Physicians'  Assist- 
ants; Performance  Incentives 

(Sec.  222  of  the  bill) 

Prospective  Reimbursement 

Under  present  law,  institutional  providers  furnishing  covered 
services  to  medicare  beneficiaries  are  paid  on  the  basis  of  the  rea- 
sonable cost  of  such  services.  Payment  on  this  basis,  with  retro- 
active corrective  adjustments,  is  consistent  with  the  long  history  of 
public  and  private  third  party  agency  reimbursement  for  institutional 
health  care  on  a  cost  basis.  However,  as  experience  under  the  medicare, 
medicaid,  maternal  and  child  health,  and  other  third  party  programs 
has  clearly  demonstrated  there  is  little  incentive  to  contain  costs  or  to 
produce  the  services  in  the  most  efficient  and  effective  manner. 

The  committee  believes  that  payment  determined  on  a  prospective 
basis  offers  the  promise  of  encouraging  institutional  policymakers  and 
managers,  through  positive  or  negative  financial  incentives,  to  plan, 
innovate  and  generally  to  manage  effectively  in  order  to  achieve 
greater  financial  reward  for  the  provider  as  well  as  a  lower  total  cost 
to  the  programs  involved.  Prospective  reimbursement  differs  from  the 
present  method  of  reimbursement  in  that  a  rate  of  payment  is  set  in 
advance  of  the  period  over  which  the  rate  is  to  apply.  The  theory  is 
that  once  the  rate  is  set  a  provider  will  institute  cost  saving  measures 
which  will  maximize  the  difference  between  its  actual  costs  and  the 
higher  prospective  rate.  This  difference  could  be  expressed  as  the 
"profit.''  Of  course,  if  the  provider's  costs  turned  out  to  be  higher  than 
the  prospective  rate,  there  would  be  a  loss.  Theoretically,  this  approach 
to  reimbursement  introduces  incentives  not  present  under  the  existing 
reimbursement  method  which,  since  it  tends  to  pay  whatever  the  costs 
turn  out  to  be,  provides  no  incentives  for  efficiency. 

However,  the  committee,  along  with  the  Committee  on  Ways  and 
Means,  is  well  aware  that  in  considering  such  a  fundamental 
change  in  the  present  reimbursement  method,  possible  disadvantages 
as  well  as  the  potential  advantages  must  be  taken  into  account. 
While  it  is  clear,  for  example,  that  prospective  rate  setting  will 
provide  incentives  for  health  care  institutions  to  keep  costs  at  a 
level  no  hisfher  than  the  rates  set,  it  is  not  clear  that  the  rates  set  would 
result  in  Government  reimbursement  at  levels  lower  than,  or  even  as 
low  as,  that  which  would  result  under  the  present  retroactive  cost  find- 
ing approach.  Providers  could  be  expected  to  press  for  a  rate  that 
would  cover  all  the  costs,  including  research  costs  and  bad  debts,  as 
well  as  margins  of  safety  in  the  prospective  rates  that  might  result  in 
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reimbursement — if  their  requests  were  met — in  excess  of  the  costs  that 
would  have  been  reimbursed  under  the  present  approach.  Moreover, 
any  excess  of  reimbursement  over  costs  to  voluntary  providers  would 
probably  be  used  to  expand  services,  and  the  new  level  of  expenditures 
might  be  reflected  in  setting  higher  prospective  rates  for  future  years. 

Also  to  be  considered  is  the  fact  that  under  prospective  reimburse- 
ment it  Avill  be  necessary  to  take  steps  to  assure  that  providers  do  not 
cut  back  on  services  necessary  to  quality  care  in  order  to  keep  actual 
costs  down  and  thus  increase  the  difference  between  costs  and  the  pros- 
pective rate  established.  The  development  of  adequate  and  widely- 
agreed-upon  measures  of  quality  of  care  will  clearly  be  needed  to 
provide  that  assurance  and  should  be  immediately  developed  by  the 
Department. 

In  view  of  the  far-ranging  implications  of  such  a  change  in  the 
approach  to  reimbursement,  the  Committee  on  Finance  agrees  with 
the  House  bill  which  provides  for  a  period  of  experimentation  under 
titles  XVIII,  XIX  and  V  with  various  alternative  methods  and 
techniques  of  prospective  reimbursement.  It  is  the  intent  of  the  com- 
mittee that  experimentation  be  conducted  with  a  view  to  developing 
and  evaluating  methods  and  techniques  that  might  stimulate  providers 
through  positive  financial  incentives  to  use  their  facilities  and  person- 
nel more  efficiently,  thereby  reducing  their  own  as  well  as  program 
costs  while  maintaining  or  enhancing  the  quality  of  the  health  care 
provided. 

The  experiments  and  demonstration  projects  directed  to  be  carried 
out  under  this  provision  are  to  be  of  suffi^cient  scope  and  on  a  wide 
enough  scale  to  give  assurance  that  the  results  would  obtain  generally 
(but  not  so  large  or  comprehensive  as  to  commit  the  programs  to 
any  prospective  payment  system  either  locally  or  nationally).  No 
experiment  or  demonstration  project  is  to  be  undertaken  by  the 
Secretary  until  he  consults  with  and  takes  into  consideration  the  ad- 
vice and  recommendations  of  recognized  specialists  in  the  health  care 
field  who  are  qualified  and  competent  to  evaluate  the  feasibility  of  any 
given  experiment  or  demonstration  project. 

Under  the  committee's  bill,  the  Secretary  would  be  required  to  sub- 
mit to  the  Congress  no  later  than  July  1,  1974,  a  full  report  of  the 
results  of  the  experiments  and  demonstration  projects,  as  Avell  as  an 
evaluation  of  the  experience  of  other  programs  with  respect  to  prospec- 
tive reimbursement.  The  report  is  to  include  detailed  recommendations 
with  respect  to  the  specific  methods  that  might  be  used  in  the  full 
implementation  of  a  prospective  reimbursement  system. 

Although  recognizing  the  promise  and  potential  offered  by  prospec- 
tive reimbursement  the  committee  does  not  wish  to  preclude  experi- 
mentation with  other  forms  of  reimbursement.  The  committee  believes 
that  a  solid  foundation  of  experience  is  required  Avith  all  possible 
alternative  forms  of  reimbursement  before  permanent  changes  can 
be  made.  The  bill  therefore  includes  authorization  for  the  Secretary 
of  Health,  Education,  and  Welfare  to  engage  in  experiments  and 
demonstration  projects  involving  negotiated  rates,  the  use  of  rates 
established  by  a  State  for  administration  of  one  or  more  of  its  laws 
for  payment  or  reimbursement  to  health  facilities  located  in  such 
State,  and  alternative  methods  of  reimbursement  Avith  respect  to  the 
services  of  residents,  interns,  and  supervisory  physicians  in  teaching 
settings.  Authority  is  also  provided  to  make  payments,  on  an  ex- 
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perimental  or  demonstration  project  basis,  to  organizations  and  in- 
stitutions for  services  which  are  not  currentl}^  covered  under  titles  V, 
XVIII,  XIX,  and  which  are  incidental  to  services  covered  under  the 
programs,  if  the  inclusion  of  the  additional  services  would  in  the 
judgment  of  the  Secretary  offer  the  promise  of  program  savings 
without  any  loss  in  the  quality  of  care. 

Peer  Review 

The  committee  has  eliminated  the  experiments  in  areawide  or  com- 
munity-wide peer  review  authorized  by  the  House  provision  as  these 
experiments  would  be  unnecessary  in  view  of  its  approval  of  the  Pro- 
fessional Standards  Review  Amendment. 

Extended  Care 

The  committee  is  concerned  about  the  difficulties  facing  some  bene- 
ficiaries who  need  extended  care  as  a  result  of  the  present  title 
XVIII  jDrovision  under  which  payment  may  be  made  for  services 
furnished  in  an  extended  care  facility  only  if  the  beneficiary  was 
transferred  from  a  hospital  after  a  stay  of  at  least  three  days.  There 
fore,  in  addition  to  the  other  experiments  the  Secretary  will  be 
undertaking,  the  committee  expects  him  to  conduct  studies  and  en- 
gage in  experiments  to  determine  the  effects  of  eliminating  or  reducing 
the  three-day  prior  hospitalization  requirement,  which  he  has  authority 
to  waive  for  the  purpose  of  such  experimentation,  and  report  to  the  com- 
mittee his  findings  together  with  any  recommendations  he  may  have 
for  changes  in  this  provision  of  existing  law. 

Intermediate  Care  and  Homemaker  Services 

The  bill  would  also  authorize  experimentation  with  the  use  of  insti- 
tutional and  homemaker  services  as  alternatives  to  more  costly  post- 
hospital  benefits  presently  provided  under  title  XVIII.  This  author- 
ity would  be  designed  to  determine  the  most  suitable  level  of  care  for 
medicare  beneficiaries  who  are  ready  for  discharge  from  a  hospital, 
or  who  are  unable  to  maintain  themselves  at  home  without  assistance. 
Experiments  and  projects  could  include  (1)  making  payment  for  each 
day  of  care  provided  in  an  intermediate  care  facility  count  as  one  cov- 
ered day  of  care  provided  in  a  skilled  nursing  facility,  if  that  care  was 
for  the  condition  for  which  the  person  was  hospitalized,  (2)  following 
hospitalization  covering  the  services  of  homemakers  for  up  to  3  weeks, 
where  institutional  services  are  not  needed,  (3)  determining  whether 
such  coverage  would  effectively  lower  long-range  costs  by  postponing 
or  precluding  the  need  for  higher-cost  institutional  care  or  by  shorten- 
ing such  care^  and  (4)  ascertaining  what  eligibility  rules  may  be  appro- 
priate and  the  resultant  costs  of  application  of  various  eligibility  re- 
quirements, if  the  project  suggests  extension  of  coverage  would  be  de- 
sirable. These  experiments  and  projects  would  be  conducted  only  in 
areas  where  there  is  effective  professional  control  precluding  inap- 
propriate utilization,  as  determined  by  the  Secretary. 

Ambulatory  Surgical  Centers 

Recently,  a  new  type  of  health  care  facility — the  ambulatory  surgi- 
cal center— has  conie  into  existence.  This  type  of  facility  functions 
independently  of  a  hospital  and  is  primarily  engaged  in  performing 
on  an  outpatient  basis  surgical  procedures  which  usually  involve  the 
use  of  general  anesthesia. 
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Under  the  medicare  law,  reimbursement  for  services  provided  in 
ambulatory  surgical  centers  is  limited  to  the  reasonable  charges  for 
physicians-  services.  No  reimbursement  is  made  for  costs  attached  to 
the  facility  itself— that  is,  cost  of  the  operating  room,  the  recovery 
room,  or  other  space  provided.  The  committee  believes  that  such  fa- 
cilities may  meet  a  useful  need,  in  economical  fashion,  in  the  health 
care  delivery  system.  However,  the  committee  believes  that  it  is  ad- 
visable to  defer  consideration  of  this  type  of  facility  as  a  provider  of 
services  under  medicare  until  the  concept  of  an  ambulatory  surgical 
center  can  be  further  evaluated.  At  present  there  is  a  lack  of  agreement 
among  professional  people  as  to  the  feasibility  and  desirability  of 
these  centers. 

The  committee  added  to  the  House  bill  a  provision  which  would 
authorize  the  Secretary  to  conduct  a  study  of  the  various  types  of 
facilities  (such  as  the  Surgicenter  in  Phoenix,  Arizona)  engaged  in 
providing  surgical  or  other  services  to  ambulatory  patients.  If,  as  a 
result  of  this  study,  the  Secretary  finds  that  coverage  of  presently  non- 
covered  services  provided  by  one  or  more  types  of  ambulatory  surgical 
or  health  care  centers  offer  promise  of  improved  care  or  more  efficient 
delivery  of  care  and  would  not  result  in  cost  to  the  program  in  excess 
of  what  would  otherwise  be  incurred  for  such  services,  he  would  be 
authorized  to  enter  into  an  arrangement  with  one  or  more  of  such 
facilities  to  conduct  a  demonstration  project  to  determine  the  best 
method  of  reimbursing  such  facilities  under  medicare. 

Physicians'^  Assistants 

Under  present  law,  part  B  of  medicare  pays  for  physicians'  services. 
Within  the  scope  of  paying  for  physicians'  services,  the  program  pays 
for  services  commonly  rendered  in  a  physician's  office  by  para-medical 
personnel.  For  example,  if  a  nurse  administers  an  injection  in  the  office, 
medicare  will  recognize  a  small  charge  by  the  physician  for  that 
service. 

Medicare  will  not  pay  where  a  physician  submits  a  charge  for  a 
professional  service,  performed  by  a  para-medical  person,  in  cases 
where  the  service  is  traditionally  performed  by  a  physician.  For  exam- 
ple, the  program  would  not  recognize  a  charge  for  a  complete  physical 
exam  conducted  by  a  nurse. 

Additionally,  medicare  will  not  recognize  a  physician's  charge  for  a 
service  performed  by  a  para-medical  person  outside  of  the  physician's 
office.  In  other  words,  he  would  not  be  reimbursed  for  an  injection 
administered  by  a  para-medical  employee  in  a  nursing  home. 

Over  the  past  few  years,  a  number  of  programs  have  been  developed 
to  train  physicians'  assistants.  These  assistants  are  seen  as  a  way  to 
extend  the  physician's  productivity  and  to  bring  necessary  care  to 
many  who  would  otherwise  not  receive  it.  HEW  is  currently  support- 
ing the  training  of  these  physicians'  assistants.  There  are  some  100 
experimental  training  programs  for  physician  assistants  and  nurse 
practioners.  Each  of  these,  however,  is  structured  differently,  reflect- 
ing the  lack  of  agreement  among  professionals  on  the  experience  and 
education  that  should  be  required  of  training  program  applicants, 
the  content  of  tlie  programs,  or  the  responsibilities  and  supervision 
that  are  appropriate  for  their  graduates.  These  unresolved  issues  have 
prompted  the  American  Medical  Association,  the  American  Hospital 
Association,  the  American  Public  Health  Association,  as  well  as  the 
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Department  (in  its  ^'Report  on  Licensure  and  Related  Health  Person- 
nel Credentialing'')  and  other  organizations  to  ask  for  a  moratorium 
on  State  licensure  of  the  new  categories  of  health  personnel. 

Some  feel  that  it  is  inconsistent  for  HEW  to  support  the  training  of 
these  personnel,  while  medicare  does  not,  in  some  instances,  recognize 
all  their  services  as  reimbursable  items. 

Others  argue  that  medicare  does  reimburse  physicians  for  services 
provided  by  these  new  physicians'  assistants,  so  long  as  they  are  serv- 
ices commonly  provided  by  para-professional  personnel  in  a  physi- 
cian's office.  They  contend  that,  until  the  training  and  licensure  of 
physicians'  assistants  becomes  more  uniform,  it  would  be  inappro- 
priate for  medicare  to  take  the  lead  in  encouraging  doctors — by  gen- 
erous reimbursement — to  use  physicians'  assistants  to  work  independ- 
ently or  to  expand  their  responsibilities. 

The  committee  has  included  a  provision  authorizing  demonstration 
projects  to  determine  the  most  appropriate  equitable  methods  of 
compensating  for  the  services  of  physicians'  assistants.  The  objectives 
are  development  of  non-inflationary  alternatives  which,  if  accepted 
for  general  use,  would  not  impede  the  continuing  efforts  to  expand  the 
supply  of  qualified  physicians'  assistants. 

Reimbursement  under  these  demonstration  projects  would  not  be 
made  to  physicians  for  services  performed  by  physicians'  assistants 
unless  such  services  are  of  kinds  performed  independent  of  the  employ- 
ing physician's  immediate  supervision  and  unless  such  assistants  are 
clearly  trained  and  legally  authorized  to  specifically  perform  those 
independent  services. 

In  addition  it  would  seem  inappropriate  to  reimburse  a  physician 
his  regular  f ee-f or-service  rate  if  the  service  was  performed  wholly  by 
the  physician's  assistant.  This  would  merely  serve  to  vastly  increase 
and  inflate  medical  care  costs  in  large  part  by  increasing  physicians' 
incomes. 

Medicare  would  be  given  demonstration  authority  to  study,  develop, 
and  make  such  types  of  reimbursement  on  a  demonstration  basis  as 
might  serve  to  provide  bases  for  equitable,  economical  and  non- 
inflationary  compensation  for  the  independently  rendered  services  of 
physicians'  assistants. 

Carrier  Perform/ince  Incentive  Contracts 

Authority  is  also  provided  to  experiment  with  the  use  of  fixed  price 
oi"  performance  incentive  contracts  to  determine  whether  they  would 
have  the  effect  of  inducing  more  effective,  efficient  and  economical  per- 
formance by  carriers  and  intermediaries. 

Financing 

It  is  intended  that  benefit  costs  and  administrative  costs  incurred 
under  this  section  would  be  paid  out  of  the  Federal  Hospital  Insurance 
Trust  Fund  and  the  Federal  Supplementary  Medical  Insurance  Trust 
Fund  for  -proiects  for  services  delivered  to  medicare  patients. 

Demonstration  projects  for  prospective  reimbursement  for  services 
delivered  to  medicaid  and  title  Y  recipients  would  be  financed  with 
funds  appropriated  under  titles  XIX  and  V  of  the  Social  Security 
Act.  To  the  extent  that  joint  projects  are  funded,  involving  medicare 
beneficiaries  as  well  as  medicaid  and  title  V  recipients,  the  cost  would 


229 


be  appropriately  divided  between  the  trust  funds  and  the  other  two 
titles. 

The  Secretary  is  to  submit  to  the  Committee  on  Ways  and  Means 
and  the  Committee  on  Finance,  for  their  information,  plans  for 
each  experiment  or  project  authorized  under  these  provisions,  includ- 
ing a  description,  in  detail,  of  its  nature,  methodology,  and  objectives. 
The  intent  is  that  there  be  an  opportunity  for  congressional  study — 
rather  than  approval — before  the  experiment  or  project  is  put  into 
operation. 

Payments  to  Health  Maintenance  Organizations 

(Sec.  226  of  the  bill) 

Introduction 

Under  present  law,  organizations  providing  comprehensive  health 
services  on  a  per  capita  prepayment  basis  cannot  be  reimbursed  by 
medicare  through  a  single  capitation  payment  such  as  the  organiza- 
tions normally  charge  for  services  covered  under  both  the  hospital  in- 
surance and  supplementary  medical  insurance  parts  of  the  medicare 
program.  Instead  medicare  reimbursement  to  group  practice  prepay- 
ment plans  may  not  exceed  the  costs  to  the  organization  of  providing 
specific  services  to  beneficiaries,  so  that  any  of  the  financial  incentives 
which  such  organizations  may  have  in  their  regular  nonmedicare  busi- 
ness to  keep  costs  low  and  to  control  utilization  of  services  are  not 
fully  incorporated  directly  in  their  relationship  with  medicare. 

Of  course,  the  committee  believes  that  a  proper  sense  of  professional 
responsibility  also  should  obtain  in  patient  care  and  should  be  of 
greater  significance  than  economic  incentives  in  assuring  appropriate 
utilization  of  health  care  services. 

Nonetheless,  a  disincentive  to  control  of  costs  and  utilization  of 
services  occurs  to  an  extent  in  the  present,  usual  approach  to  payment 
for  services  in  the  health  field  where  payment  is  made  to  the  provider 
for  each  individual  service  performed,  so  that  other  things  being 
equal,  there  is  an  inherent  economic  incentive  to  provide  services 
which  may  not  be  essential,  and  may  even  be  unnecessary. 

Because  the  comprehensive  care  organization  receives  a  fixed  annual 
payment  from  enrollees,  regardless  of  the  volume  of  services  rendered, 
there  is  a  financial  incentive  to  the  organization,  by  its  administrative 
supervision  and  review,  to  control  costs  and  to  provide  only  the  least 
expensive  service  appropriate  to  the  enrollee's  needs.  The  incentive  to 
the  organization  may  be  passed  on  to  the  doctor  by  paying  him  on  a 
salary  basis  or  providing  a  bonus  or  similar  profit-sharing  arrange- 
ment when  costs  are  kept  low.  On  the  other  hand,  there  is  also  present 
in  such  systems  an  economic  incentive  to  provide  less  care  than  is 
necessary  so  as  to  reduce  costs  and  further  maximize  financial  gain; 
thus,  a  strong  need  exists  to  provide  effective  assurances  of  proper  care. 

The  committee  believes  it  is  desirable  for  medicare  to  relate  itself 
to  prepayment  health  care  organizations  in  a  way  which  conforms 
on  a  closer  basis  to  their  usual  way  of  doing  business,  and  agrees  with 
the  concept,  embodied  in  the  House  bill,  of  making  a  health  mainte- 
nance organization  (HMO)  option  available  to  medicare  beneficiaries. 

The  HMO  amendment  to  the  Social  Security  Act  does  not  purport 
to  serve  as  the  definitive  legislation  or  otherwise  limit  organizations 
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which  might  be  termed  HMO's  for  purposes  of  organized  delivery  of 
health  care.  Such  organizations  may  assume  a  variety  of  guises  and 
play  a  varying  range  of  roles.  The  purpose  of  this  amendment  is  solely 
to  establish  a  mechanism  for  determining  ivhich  HMOs  are  acceptable 
for  incentive  reimbursement  under  medicare.  It  is  an  amendment 
intended  to  protect  beneficiaries  and  public  trust  funds — in  fulfillment 
of  the  committee's  responsibilities. 

The  committee's  study  of  the  House  provision  reveals  a  number  of 
serious  problems  with  respect  to  HMO's  which  should  be  remedied. 
Consequently  the  committee  has  made  several  modifications  in  the 
HMO  provision  designed  to  reasonably  safeguard  the  interests  of  the 
public  programs  and  beneficiaries  while,  at  the  same  time,  encouraging 
the  development  and  recognition  of  qualified  H^IO's.  The  major  modi- 
fications fall  into  two  general  areas — reimbursement  of  HMO's  and 
assurance  of  quality  of  care. 

Under  the  House  provision,  medicare  payment  to  a  health  mainte- 
nance organization  with  respect  to  beneficiaries  enrolled  with  it  would 
be  made  on  a  prospective  per  capita  basis,  encompassing  all  medicare- 
covered  services,  determined  annually  in  accordance  with  regulations 
of  the  Secretary,  at  a  rate  equal  to  95  percent  of  the  estimated  amount 
that  would  be  payable  if  such  covered  services  were  furnished  outside 
of  the  framework  of  a  health  maintenance  organization.  Within  this 
payment,  the  rate  of  retention  (gross  revenue  less  costs)  on  medicare 
enrollees  would  not  be  permitted  to  exceed  the  rate  on  other  enrollees 
of  the  health  maintenance  organization.  The  Secretary  would  ex- 
amine the  relative  rate  of  retention,  as  determined  by  generally  ac- 
cepted accounting  principles,  after  each  accounting  period  and  any 
excess  retention  realized  on  behalf  of  medicare  beneficiaries  must  be 
applied  toward  additional  benefits  or  reductions  in  premiums  charged 
to  medicare  enrollees  or  refunded  to  the  trust  funds. 

The  committee  has  several  basic  reservations  about  the  House  provi- 
sion for  HMO  reimbursement.  First,  it  is  clear  that  the  actuarial 
adjustment  process  used  to  determine  the  amount  payable  to  the  HMO 
will  not  be  of  sufficient  precision  for  the  purpose — certainly  during 
the  first  several  years.  Factors  such  as  enrolling  the  disabled  and  cover- 
ing the  cost  of  maintenance  drugs  would  involve  estimates  with  which 
experience  is  very  limited.  If  an  HMO  were  to  enroll  relatively 
good  risks  (i.e.,  the  healthier  medicare  beneficiaries),  payment  to 
that  organization  in  relation  to  average  per  capita  non-HMO  costs — 
without  accurate  actuarial  adjustment — could  result  in  large  "wind- 
falls" for  the  HMO  as  the  costs  of  caring  for  these  beneficiaries  might 
turn  out  to  be  much  less  than  medicare's  average  per  capita  costs.  A 
similar  windfall  might  accrue  if  the  HMO  were  to  offer  poorer  than 
average  service  or  less  qualified  physicians  than  those  generally  utilized 
in  an  area.  Errors  of  estimate  might  also  go  against  the  HMO,  even 
though  the  HMO's  would  strongly  resist  accepting  a  level  of  reim- 
bursement which  involved  a  high  risk  of  loss.  Furthermore,  changing 
enrollment  or  conditions  of  enrollment  could  have  significant  cost 
effects  on  all  but  the  largest  HMO's. 

Once  a  valid  reimbursement  rate  is  determined,  a  second  issue  re- 
mains as  to  the  extent  to  which  the  HMO  and  the  Government  should 
share  in  any  savings  achieved  by  the  HMO. 
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Reimbursement 

To  more  adequately  respond  to  the  full  range  of  legitimate  reim- 
bursement needs  of  HMO's,  the  committee  bill  would  provide  for  two 
methods  of  reimbursement,  each  designed  for  a  particular  type  of 
organization.  One  method  of  reimbursement,  available  to  HMO's 
which  have  reasonably  demonstrated  a  capacity  to  provide 
health  care  of  acceptable  quality  in  an  organized  and  effective  manner, 
would  relate  the  ultimate  payment  directly  to  the  actual  costs  of  a 
similar  beneficiary  population  outside  the  HMO,  i)roviding  a  formula- 
incentive  payment  when  the  HMO  achieves  savings  compared  with 
average  costs  of  health  care  delivery.  The  other  reimbursement  provi- 
sion is  designed  primarily  for  newly  established  HMO's  whose  oper- 
ating experience  and  medicare  population  are  not  sufficient  to  provide 
a  satisfactory  base  for  actuarial  rate  determination  or  to  assure  ability 
to  deliver  health  care  services  effectively  and  economically.  Start-up 
costs  would  normally  have  the  effect  that  no  savings  over  outside  costs 
could  be  achieved  soon  after  the  development  of  an  HMO.  There- 
fore, this  reimbursement  provision  was  designed  to  give  such  orga- 
nizations experience  with  the  capitation  payment  mechanism  but 
would  tie  the  ultimate  medicare  payment  directly  to  actual  costs  in- 
curred by  the  HMO  for  the  types  of  expense  allowable  under  medicare 
on  behalf  of  its  medicare  enrollees. 

Under  the  reimbursement  provisions  developed  by  the  committee, 
the  Secretary  would  be  authorized  to  contract  on  a  prepaid  per  capita 
basis  for  medicare  services  with  substantial,  established  HMO's:  (1) 
with  reasonable  standards  for  quality  of  care  at  least  equivalent  to 
standards  prevailing  in  the  HMO's  area,  and  which  can  be  adequately 
monitored,  and  (2)  which  have  sufficient  operating  history  and  suffi- 
cient enrollment  to  provide  an  adequate  basis  for  evaluating  their 
ability  to  provide  appropriate  health  care  services  and  for  establish- 
ing a  combined  part  A-part  B  capitation  rate.  Such  reimbursement 
would  be  authorized  for  HMO's  which:  (1)  have  been  providing  for 
at  least  2  years,  a  comprehensive  range  of  services  similar  to  those 
required  to  be  provided  to  medicare  enrollees  under  this  provision  and 
(2)  have  a  minimum  of  25,000  enrollees,  not  more  than  one-half  of 
w^hom  are  age  65  or  over. 

The  Secretary  would  be  authorized  to  make  exceptions  to  the  mini- 
mum enrollment  requirement  only  in  the  case  of  HMO's  in  smaller  com- 
munities or  sparsely  populated  areas  which  had  demonstrated  through 
at  least  3  years  of  successful  operation,  capacity  to  provide  health  care 
services  of  proper  quality  on  a  prepaid  basis  (even  though  they  may  not 
have  actually  provided  such  care  on  this  basis  to  any  large  number 
of  people  for  an  extended  period)  but  which  have  at  least  5,000  mem- 
bers. This  would  enable  organizations  with  proved  ability  to  be 
eligible  for  participation  as  an  HMO.  An  HMO  could  be  considered 
to  serve  a  sparsely  populated  area  if  it  is  located  in  a  nonmetropolitan 
county  (that  is,  a  county  with  fewer  than  50,000  inhabitants),  or  if  it 
has  at  least  one  such  county  in  its  service  area,  or  if  it  is  located  outside 
of  a  metropolitan  area  and  its  facilities  are  reasonably  accessible  to 
less  than  50,000  people. 

HMO's  with  fewer  than  25,000  enrollees  would  present  special  prob- 
lems because  of  the  difficulty  of  determining  a  valid  rate  on  a  relatively 
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small  population  base,  and  because  such  organizations  will  have  less  in- 
house  capacity  to  provide  medical  specialty  services.  Accordingly, 
exceptions  to  the  25,000  minimum  enrollment  principle  in  rural  or 
sparsely  populated  areas  should  be  contingent  on  a  finding  by  the 
Secretary  that  the  HMO  (1)  has  established  effective  referral  mecha- 
nisms to  assure  that  its  enrollees  have  the  benefit  of  appropriate 
specialty  services  so  that  they  are  not  disadvantaged  with  respect  to 
quality  of  care  as  compared  with  other  residents  of  the  same  geo- 
graphical area,  and  (2)  has  operating  experience  and  an  enrolled 
population  sufficient  to  provide  a  reasonable  basis  for  establishing  a 
valid  reimbursement  rate.  Reimbursement  to  the  HMO  would  be  re- 
lated to  the  costs  of  services  for  the  types  of  expenses  allowable  under 
medicare  for  a  non-member  population  that  receives  services  normal 
for  the  specific  area  or  similar  areas. 

Reimbursement :  Established  HMO^s 

An  organization  which  qualifies  as  an  "established"  HMO  would 
be  eligible  to  contract  with  the  Secretary  for  reimbursement  on  an 
incentive  basis.  Under  this  provision,  the  HMO  would  submit, 
at  least  90  days  prior  to  the  beginning  of  a  prospective  medicare 
contract  year,  an  operating  costs  and  enrollment  forecast.  On  the  basis 
of  the  estimate  and  available  information  regarding  medicare  costs 
in  its  area,  the  HMO  and  the  Secretary  would  arrive  at  an  interim  per 
capita  reimbursement  rate.  The  rate,  which  would  be  payable  monthly, 
in  advance,  would  reflect  estimated  costs  of  the  HMO  for  its  enrolled 
population  but  might  not  exceed  100  percent  of  the  estimated  "adjusted 
average  per  capita  cost."  If  the  HMO  failed  to  submit  the  required 
cost  data  on  a  timely  basis,  the  Secretary  could  reduce  the  interim  pay- 
ments as  appropriate  until  the  necessary  information  was  submitted 
and  an  equitable  interim  reimbursement  rate  determined. 

The  initial  cost  estimates  would  be  updated  by  the  HMO  (using 
reasonable  estimating  procedures  satisfactory  to  the  Secretary)  on 
a  quarterly  basis,  during  the  contract  year  to  reflect  any  substantial 
changes  in  actual  costs  compared  with  the  estimates.  Interim  payments 
to  the  HMO  w^ould  be  adjusted  as  indicated  in  such  reports,  subject 
also  to  the  estimated  adjusted  averajje  per  capita  cost  ceiling. 

At  the  end  of  the  fiscal  year  the  HMO  would  submit  independently 
certified  financial  statements,  including  certified  cost  statements  allo- 
cating allowable  tvpes  of  operating  costs  (on  an  incurred  basis)  to  the 
medicare  population.  Allocations  may  use  utilization  data,  statistics, 
and  methods  of  analysis  acceptable  to  the  Secretary  in  lieu  of  alloca- 
tions based  upon  charges  in  the  case  of  an  HMO  which  does  not  operate 
on  a  fee-for-service  basis.  Such  statements  would  be  developed  in  ac- 
cordance, generally,  with  medicare  accounting  principles.  All  HMO's 
w^ould  be  subject  to  audit  in  accordance  wdth  the  selective  audit  pro- 
cedures of  the  Bureau  of  Health  Insurance  and  would  also  be  subject 
to  audit  and  review  by  the  Comptroller  General  and  the  Inspector  Gen- 
eral for  Health  Care  Administration. 

The  Secretary  would  retroactively  determine,  on  an  actuarial  basis, 
the  "adjusted  average  per  capita  cost"  incurred  for  the  fiscal  vear ;  that 
is,  what  the  average  per  capita  costs  for  part  A  and  part  B  services 
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would  have  been  if  the  HMO's  medicare  beneficiaries  had  been  served 
through  other  health  care  arrangements  including  other  HMO'S  in  the 
same  general  area.  Where  the  area  was  significantly  underserved  and 
the  HMO  provided  adequate  service,  costs  of  adequate  service  in  other 
areas  would  be  taken  into  account. 

The  committee  recognizes  that,  in  the  early  stages  of  administration 
of  the  HMO  provisions,  the  number  of  individual  actuarial  adjust- 
ment factors  which  can  be  effectively  applied  in  making  such  calcula- 
tions will  be  more  limited  than  will  be  the  case  subsequently.  At  a 
minimum,  however,  the  actuarial  determination  would  include,  in 
addition  to  adjustment  for  geographic  variations,  adjustments  (de- 
termined and  applied  separately  for  part  A  and  part  B  services)  for 
age  and  sex  distribution  and  institutional  and  disability  status  of  the 
enrolled  beneficiary  population.  Social  security  data  could  be  used  to 
obtain  information  on  these  characteristics.  As  additional  experience 
is  acquired,  adjustments  should  also  take  into  account  other  factors 
such  as  the  extent  of  use  of  specialists  as  compared  to  general  use  of 
specialists  in  the  area  and,  the  extent  of  the  use  of  interns  or  resi- 
dents. Also,  in  the  initial  stages  of  implementation,  the  definition  of 
"area"  used  in  calculating  non-HMO  costs  may  not  adequately  take 
account  of  the  particular  circumstances  of  individual  HMO's.  For  ex- 
ample, if  "area"  were  defined  as  the  county  or  counties  included  in  its 
service  area,  an  HMO  providing  services  in  a  high-density,  high-cost 
location  might  be  unduly  penalized  because  the  county  in  which  it  was 
located  was  largely  rural  and  low-cost.  It  is  expected  that  as  the 
actuarial  methodology  is  refined,  the  definition  of  area  will  be  modified 
so  as  to  prevent  an  HMO  from  being  either  penalized  or  rewarded  by 
anomalies. 

If  the  Homo's  incurred  costs  are  less  than  the  adjusted  average  per 
capita  cost,  the  difference,  called  "savings,"  would  be  divided  between 
the  Government  and  the  HMO  in  accordance  with  a  prescribed  for- 
mula. Savings  between  90  percent  and  100  percent  would  be  divided 
equally  between  the  Government  and  the  HMO.  Savings  between  80 
and  90  percent  would  be  divided  75  percent  to  the  Government  and  25 
percent  to  the  HMO.  Savings  below  the  80-percent  level  would  be  allo- 
cated entirely  to  the  Government.  Thus,  assuming  an  HMO  operated 
at  80  percent  of  adjusted  average  per  capita  costs,  it  would  receive  a 
bonus  equal  to  71^  percent  of  the  adjusted  average  per  capita  costs. 
Of  course  the  7i/2  percent  of  outside  costs  would  represent  a  bonus  of 
almost  10  percent  in  terms  of  the  HMO's  costs. 

At  the  option  of  the  HMO,  it  could  apply  any  amount  of  its  bonus 
toward  improved  benefits,  reduced  supplemental  premium  rates, 
other  advantages  for  beneficiaries,  or  retain  the  money.  It  could  not, 
however,  make  cash  refunds  to  beneficiaries. 

If,  on  the  other  hand,  HMO  costs  exceed  adjusted  average  per 
capita  costs,  the  "excess  costs"  would  also  be  allocated.  The  amount 
of  excess  costs  between  100  percent  and  110  percent  would  be  divided 
equally  between  the  Government  and  the  HMO.  Excess  costs  between 
110  percent  and  120  percent  would  be  borne  25  percent  by  the  HMO  and 
75  percent  by  the  Government.  Costs  in  excess  of  120  percent  would  be 
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borne  entirely  by  the  Government.  Any  losses  incurred  would  carry 
forward  and  be  recovered  from  future  favorable  experience.  Thus,  any 
losses  by  the  Government  would  be  recovered  in  full  before  any  bonus 
could  be  paid  to  an  HMO  in  future  years. 

In  aggregate  effect,  this  committee  provision  for  reimbursing 
HMO  "s  differs  from  the  House  version  in  two  basic  respects.  First  the 
House  version  provides  that  comparative  economies  achieved  by  the 
HMO  will  be  allocated  to  one  or  more  of  three  groups — the  beneficiary, 
the  HJNIO  and  the  Government — whereas  the  committee  version  would 
mandate  a  two-way  sharing  of  savings  between  the  HMO  and  the 
Government.  The  committee  believes  that  the  HMO  itself  would  be 
in  the  best  position  to  decide  whether  to  allocate  part  of  its  bonus  to  the 
beneficiary.  One  organization  might  decide  to  use  its  incentive  bonus  to 
offer  additional  benefits  to  medicare  enroUees,  another  to  attract  per- 
sonnel, or  expand  facilities.  In  this  regard,  the  committee  is  also  con- 
cerned with  the  real  possibility  that,  under  the  House  version,  benefi- 
ciaries might  get  additional  benefits  following  receipt  of  incentive  pay- 
ments for  a  "good"  year  and  would  count  on  them  only  to  have  them 
taken  away  in  the  next  "bad"  year. 

Wliile  the  committee  believes  it  is  not  improper  for  medicare  to 
offer  the  possibility  of  profit  to  a  health  care  deliverer  if  there  is  rea- 
sonable expectation  that  this  approach  will  benefit  the  program  gen- 
erally, it  does  not  believe  that  medicare  should,  by  statute,  favor 
one  group  of  beneficiaries  over  another.  Mandating  increased  benefits 
in  an  HMO  as  the  House  bill  would  have  done  could  have  that  effect, 
since  it  would  result  in  some  of  those  beneficiaries  who  have  had  an 
opportunity  to  enroll  in  certain  HMO's  being  mandated  advantages 
in  the  form  of  extra  benefits  over  persons  who  did  not  choose  or  have  an 
opportunity  to  enroll  in  such  an  HMO  even  though  they  may  have  used 
service  arrangements — including  efficient  fee-for-service  practitioners 
and  providers — with  as  low  or  lower  costs  than  some  of  the  HMO's. 

The  second  basic  difference  between  the  House  version  and  the 
committee  provision  for  incentive-based  reimbursement  lies  in  the 
allocation  of  differences  between  the  HMO's  costs  and  costs  of  other 
beneficiaries.  On  this  point,  the  committee  believed  that  the  provision 
should  be  more  equitable  to  the  HMO  and  Government  throughout  the 
full  range  of  possible  outcomes  and  should  not  provide  as  potentially 
significant  an  incentive  to  underservicing  or  inadequate  service  as  does 
the  House  version.  The  committee  approach  calls  for  sharing  of  both 
savings  and  losses  in  an  individual  contract  year,  with  provision  for 
recouping  any  prior  "loss"  amount  from  future  savings.  By  contrast, 
the  House  provision  places  the  entire  loss  burden  (plus  the  5  percent 
difference  between  full  outside  per  capita  costs  and  the  95  percent 
payment  rate)  directly  on  the  HMO  with  no  provision  for  subse- 
quent recoupment  of  prior  losses.  This  places  a  significant  risk  of  in- 
solvency or  inability  to  provide  contracted-for  services  during  a  "bad" 
year  on  the  HMO  with  limited  financial  reserves.  The  following  table 
shows  the  difference  in  gain  (or  loss)  earned.  House  and  committee 
versions,  assuming  the  gain  in  nonmedicare  business  equals  or  exceeds 
the  profit  on  medicare : 
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COMPARISON  OF  GAINS  (OR  LOSSES)  TO  AN  HIVIO  UNDER  THE  HOUSE  AND  FINANCE  COMA^ITTEE  VERSIONS 

AT  SELECTED  LEVELS  OF  COST 


Under  the  House  version  Under  the  Finance  Committee  version 


The  HMO's  gain  (or 

The  HMO's  gain  (or 

The  HMO's  gain  (or 

The  HMO's  gain  (or 

If  an  HMO's  cost  as  a 

loss)  as  a  percent  i 

loss)  as  a  percent  i 

loss)  as  a  percent  1 

loss)  as  a  percent  i 

percent  of  outside  costs 

of  outside  costs 

of  its  own  costs 

of  outside  costs 

of  its  own  costs 

is— 

will  be— 

will  be— 

will  be— 

will  be— 

120   

(25) 

(21) 

(8) 

(7) 

110   

(15) 

(14) 

(5) 

(5) 

105.   

(10) 

(10) 

(3) 

(2) 

100    

(5) 

(5) 

97  

(2) 

(2) 

"i 

"1 

95  

3 

3 

92  

3 

"3' 

4 

4 

90.    

88    

5 
7 

6 
8 

5 
6 

6 
6 

85   

10 

12 

6 

7 

80  

15 

19 

8 

9 

50   

45 

90 

8 

15 

1  Rounded  to  the  next  full  percent. 

As  the  table  shows,  the  committee  version  is  more  favorable  than 
the  provision  in  the  House  bill  when  HMO  costs  are  more  than  90 
percent  of  outside  costs.  The  House  version  may  offer  large  incentives — 
as  much  as  a  90  percent  excess  payment  above  HMO  cost — if  services 
to  the  aged  (and  nonmedicare  members)  are  greatly  reduced.^  The 
committee  approach  is  based  on  the  belief  that  such  a  reduction  is 
likely  to  be  detrimental  to  the  aged.  Research  in  costs  of  health  care 
for  the  aged  shows  no  such  potential  saving  if  adequate  services  are 
provided  when  needed. 

It  is  intended  that  the  medicare  program  make  every  effort  to  achieve 
prompt  final  settlements  with  HMO's  at  the  end  of  their  fiscal  years. 
However,  program  experience  indicates  that  processing  of  detailed 
cost  reports  and  the  inevitable  time  lag  between  the  close  of  a  fiscal  year 
and  the  availability  of  data  on  non-HMO  costs  could  produce  substan- 
tial delays  in  final  settlement.  Therefore,  the  committee  has  included 
a  provision  which  would  assure  that  the  efficient  HMO  realizes  full 
value  of  its  share  in  program  savings  (even  though  incentive  bonuses 
would  be  paid  only  at  the  close  of  the  year)  ;  that  HMOs  suffer  no 
financial  disadvantage  through  delayed  settlement  when  an  additional 
sum  is  payable  at  year's  end ;  and  that  the  Government  suffers  no  loss 
when  repayment  of  an  overpayment  is  delayed. 

The  committee  expects  that,  within  90  days  following  close  of  the 
accounting  period,  an  interim  settlement  would  be  reached  on  the  basis 
of  the  best  available  data ;  50  percent  of  any  estimated  residual  amount 
due  the  HMO  or  Government  under  the  sharing  formula  would  be 
paid  at  that  time.  For  purposes  of  the  interim  settlement,  the  HMO's 
per  capita  incurred  costs  during  the  course  of  the  year  (or,  if  feasible, 
a  reestimate  at  the  end  of  the  year)  w^ould  be  compared  with  the  up- 
dated estimated  adjusted  average  per  capita  incurred  cost  outside  the 
HMO,  which  serves  as  the  ceiling  in  determining  capitation  payments, 
to  make  a  tentative  determination  of  payment  or  repayment  due.  Final 


1  It  should  be  noted  that  the  gain  under  the  House  version  may  actually  not  be  as  large 
as  indicated  because  it  could  not  exceed  the  retention  in  nonmedicare  business. 
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settlement,  including  payment  of  additional  savings  or  underpayment 
of  cost  due  the  HMO,  as  well  as  overpayments  recoverable  by  the 
Government,  would  take  place  as  soon  as  feasible  following  accu- 
mulation of  sufficient  data  necessary  to  assure  reasonably  precise  actu- 
arial determinations  of  per  capita  expenses  within  and  outside  tlu^ 
HMO.  Any  amount  due  at  the  time  of  final  settlement  would  be  paid 
with  interest  accruing  from  the  91st  day  following  the  close  of  the 
year  and  would  be  payable  at  the  average  rate  of  interest  payable  on 
obligations  of  the  Federal  Government  if  issued  on  the  91st  day  for 
purchase  by  the  medicare  trust  funds.  Thus,  the  HMO  would  not 
suffer  financial  penalty  from  delays  in  final  settlement  before  full  pay- 
ment is  made  of  savings,  nor  would  the  Government  gain  by  such 
delay. 

Reimbursement :  New  HMO'^s 

The  committee  believes  that,  in  general,  HMO's  with  less  than  2 
years'  operating  experience  are  not  apt  to  have  a  medicare  popula- 
tion sufficient  to  provide  a  satisfactory  basis  for  evaluating  their 
actual  ability  to  deliver  health  care  services  in  satisfactory  fashion 
to  beneficiaries  and  for  actuarially  sound  rate  determination.  Nor  will 
their  operating  experience  be  sufficient  to  provide  a  proper  basis  ac- 
tuarially for  estimating  financial  requirements  for  a  year  in  advance,. 
Thus,  a  per  capita  reimbursement  rate  would  be  difficult  to  develop 
and  administer,  and  would  involve  uncertainty. 

However,  it  seems  appropriate  to  permit  a  new  HMO,  at  its  request, 
to  function  under  "costs  only"  per  capita  rate  system  of  payment  so 
that  the  organization  can  become  accustomed  to  planning  and  func- 
tioning on  the  basis  of  a  predetermined  budget  rather  than  in  tradi- 
tional fee-for-service  terms.  Accordingly  under  the  committee  bill,  an 
alternative  reimbursement  provision  authorizes  the  Secretary  to  con- 
tract with  developing  HMO's  for  an  interim  periodic  payment  method 
of  reimbursement  to  cover  both  part  A  and  B  services  (provided  the 
HMO  undertakes  responsibility  for  providing  or  arranging  for  such 
services) .  This  payment  would  be  interim  only  and  would  be  subject  to 
adjustment  at  the  end  of  the  contract  period  to  reflect  the  HMO's  ex- 
penses otherwise  reimbursable  under  title  XVIII  of  providing  covered 
services  to  its  medicare  enrollees. 

Under  this  option,  developing  HMO's  would  neither  have  an  op- 
portunity to  profit  nor  be  at  risk.  At  the  same  time,  HMO's  in  the 
developing  category  might,  of  course,  be  eligible  for  grant,  loan,  and 
loan  guarantee  assistance. 

After  at  least  two  years  of  providing  comprehensive  services  and 
when  its  enrollment  reaches  a  minimum  of  25,000,  such  HMO's  would 
become  eligible  to  apply  for  reimbursement  as  established  HMO's.  The 
same  would  be  true  after  3  years  of  operation  in  the  case  of  HMO's 
in  smaller  communities  and  sparsely  populated  areas  with  5,000  en- 
rollees under  the  exception  provisions  previously  discussed.  The  2  or  3 
year  operating  period  would  not  be  deemed  to  commence  until  the  or- 
ganization was,  in  fact,  serving  a  sufficient  number  of  enrollees  to  pro- 
vide an  adequate  basis  for  accurately  projecting  per  capita  costs.  Ordi- 
narily such  period  would  begin  with  the  time  when  it  has  enrolled 
about  one-third  of  the  minimum  enrollment  requirements. 
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The  Secretary  would  issue  regulations  defining  the  conditions  a 
developing  HMO  would  have  to  meet  in  order  to  qualify  as  potentially 
eligible  for  reimbursement  on  an  incentive  basis.  It  is  contemplated 
that  the  developing  HMO  would  not  have  to  completely  meet  the 
standards  required  for  participation  as  an  established  HMO.  For  ex- 
ample, it  would  not  be  required  to  provide  as  comprehensive  a  benefit 
package  as  the  established  HMO,  nor  would  it  be  required  to  operate 
primarily  on  a  prepayment  basis,  although  it  would  need  to  be  pro- 
viding services  to  an  enrolled  population  or  have  some  other  method 
acceptable  to  the  Secretary  of  providing  a  sound  base  for  making 
proper  cost  projections. 

Since  the  developing  HMO  could  not  be  assumed  to  provide 
all  the  services  or  meet  the  standards  of  established  HMO's,  if  bene- 
ficiaries enrolled  in  developing  HMO's  obtained  services  covered 
under  medicare  from  sources  other  than  the  HMO,  these  outside 
services  would  be  paid  for  by  the  medicare  program  if  not  covered 
by  the  HMO;  that  is,  the  enrollees  would  not  be  "locked-in"  to  the 
developing  HMO.  The  developing  HMO,  as  previously  noted,  would 
not  be  eligible  for  incentive  payments  until  fully  qualified.  It  is  ex- 
pected, of  course,  that  the  various  elements  of  a  developing  HMO,  such 
as  a  hospital,  skilled  care  facility,  or  clinical  laboratory,  would,  like 
the  elements  of  a  risk-sharing  HMO,  have  to  meet  the  conditions  of 
participation  or  other  quality  standards  which  apply  to  such  organi- 
zations under  present  law.  It  is  also  expected  that  the  Secretary's 
regulations  would  be  designed  to  assure  that  only  organizations  which 
offer  a  reasonable  prospect  of  eventually  fully  meeting  the  statutory 
definition  of  an  HMO  would  be  permitted  to  participate  for  purposes 
of  medicare  as  a  developing  HMO. 

To  provide  needed  flexibility,  the  committee  provision  would  also 
permit  new  HMO's  which  are  divisions  or  subsidiaries  of  an  estab- 
lished HMO  and  for  which  an  established  HMO  is  willing  to  assume 
responsibility  for  financial  risk  and  assurance  of  adequate  manage- 
ment and  supervision  of  health  care  services  to  be  treated  the  same  as 
an  established  HMO  and  would  not  be  required  to  demonstrate  actual 
experience  as  independent  units.  In  addition,  two  or  more  independent 
HMO's  would  be  permitted  to  combine  through  merger  or  effective 
affiliation  arrangements  in  order  to  satisfy  the  minimum  enrollment 
standard.  As  in  the  case  of  the  limited  exception  to  the  minimum  size 
requirement  previously  discussed,  the  Secretary  would  be  expected  to 
exercise  careful  judgment  to  assure  that  the  relationships  between 
established  and  new  HMO's  or  between  two  or  more  smaller  HMO's 
which  wish  to  combine  to  meet  the  25,000  member  standard  are  effective 
and  viable,  rather  than  pro  forma. 

Reimbursement :  General 

Under  the  reimbursement  provisions  of  the  committee  bill,  the  per 
capita  cost  determinations  will,  as  under  the  House  provision,  recog- 
nize as  allowable  reasonable  costs  only  those  types  and  items  of  expense 
allowed  under  medicare  generally. 

The  committee  expects  that  a  return  on  equity  capital  would  be  pay- 
able to  proprietary  ECF's  and  hospitals  owned  by  an  HMO  under 
the  same  regulations  applicable  to  such  facilities  under  the  principles 
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of  reimbursement  for  provider  costs  under  the  regular  medicare  pro- 
gram. The  committee  Avould  emphasize  that  reimbursement  to  HMO's 
would,  as  is  all  reimbursement  under  title  XVIII,  be  subject  to  stand- 
ards of  reasonableness,  and  the  Secretary  would  be  expected  to  assure, 
by  means  of  postpayment  audits  on  a  sample  basis  or  by  other  appro- 
priate procedures,  that  the  allowable  costs  incurred  by  HMO's  in  pro- 
viding and  arranging  for  services  for  medicare  beneficiaries  are  not 
excessive.  The  Secretary  would,  of  course,  be  expected  to  establish  reg- 
ulatory guidelines  as  to  the  reasonableness  of  incurred  costs  in  certain 
areas  where  there  is  a  substantial  possibility  of  abuse,  as  he  does  under 
existing  law.  An  example  of  a  cost  item  where  the  Secretary  would  be 
expected  to  establish  reasonable  limits  would  be  the  amount  of  net 
profit  allowed  in  the  reimbursement  of  physician  partnerships  (or 
other  forms  of  medical  group  practice)  and  compensation  of  the  physi- 
cians involved  which  the  HMO  would  be  allowed  to  include  as  a  cost 
under  medicare. 

Another  potentially  troublesome  area  might  be  costs  incurred  by 
organizations  related  to  the  HMO.  To  avoid  excessive  payments  in  the 
case  of  related  organizations  (those  with  overlapping  financial  inter- 
ests, either  direct  or  indirect)  the  committee  provision  requires  that 
all  HMO  financial  statements  called  for  be  submitted  on  a  consolidated 
basis,  disclosing  costs,  and  charges  if  different,  pertaining  to  medicare 
services  furnished  by  the  related  organizations.  In  addition,  the  Secre- 
tary could  recover  or  adjust  amounts  found  on  the  basis  of  compara- 
tive data  to  constitute  excess  payment  (using  in  general,  medicare 
limitations  on  such  payments)  to  related  organizations,  owners,  con- 
trollers or  sponsors  of  the  HMO. 

An  HMO  which  arranges  for  part  A  institutional  (hospital  and 
skilled  nursing  facility)  services  would  be  free  to  negotiate  payment 
rates,  subject  to  certain  limitations.  If  the  institution  is  an  affiliated 
unit,  the  consolidation  provisions,  and  restrictions  on  payments  to  re- 
lated organizations  and  excessive  compensation  would  apply.  If  the 
HMO  maintains  that  it  should  compensate  an  institution  at  a  level 
greater  than  the  regular  medicare  level  of  payment  (or  equivalent)  to 
that  institution  it  would  be  required  to  provide  justification  satis- 
factory to  the  Secretary  that  a  reasonable  return  was  received  for  the 
excess  payment. 

Where  the  HMO  finds  this  a  more  feasible  and  economical  arrange- 
ment, it  would  have  the  alternative  of  letting  the  Social  Security 
Administration  pay  for  part  A  institutional  services  directly  under 
the  medicare  payment  system,  and  charge  the  HMO  s  account  for  such 
services. 

The  committee  notes  that  some  HMO's  will  provide  a  substantial 
number  of  services  to  non-HMO  enroUees  on  a  f  ee-f  or-service  basis  and 
that  there  will  also  be  cases  in  which,  although  the  HjNIO  itself  might 
not  be  providing  substantial  amounts  of  such  services  to  non-enrollees, 
the  physicians  with  Avhom  the  HMO  enters  into  contractual  arrange- 
ments to  provide  comprehensive  services,  and  the  facilities  used  to 
provide  such  services,  may  be  identical  with  those  used  to  provide  f  ee- 
for-service  services  to  non-enrollees.  Such  situations  would  raise  the 
possibility  of  an  HMO's  encouraging  high-risk  individuals  to  with- 
draw from  the  HMO  with  the  understanding  that  they  receive  the 
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same  services  from  the  same  individuals  and  in  the  same  setting,  but 
have  payment  made  under  the  regular  medicare  program.  One  method 
of  preventing  this  type  of  situation  would  be  to  place  limits  on  reim- 
bursement under  the  regular  medicare  program  in  such  cases.  How- 
ever, the  committee  does  not  think  this  would  be  desirable.  Nor  does 
it  want  to  prohibit  an  HMO  from  providing  services  to  non-enrollees 
on  a  fee-for-service  or  other  non-capitation  basis.  Rather,  it  intends 
that  the  Secretary  identify  HMO  arrangements  where  the  possibility 
of  this  type  of  situation  exists,  and  establish  policies — such  as  a  re- 
quirement for  statistical  comparisons  of  the  cost  and  utilization  of 
HMO  and  non-HMO  beneficiaries  in  such  settings — which  would  mini- 
mize the  likelihood  of,  and  facilitate  identification  of  this  type  of 
problem.  If  such  abuse  is  found,  and  is  not  promptly  rectified,  the 
Secretary  would  be  expected  to  report  his  experience  with  such  prob- 
lems in  his  reports  to  the  Congress  on  the  HMO  provision. 

In  general,  medicare  reimbursement  principles  applicable  to  over- 
head items  would  be  applied  in  determining  acceptable  HMO  costs. 
In  view  of  the  open  enrollment  requirements  under  which  HMO's 
will  need  to  communicate  with  medicare  beneficiaries  in  their  service 
areas  regarding  open  enrollment  periods,  reasonable  costs  incurred  in 
satisfying  the  open  enrollment  requirement  would  be  treated  as  allow- 
able administrative  costs.  On  the  other  hand,  any  reinsurance  costs — 
including  underwriting  of  risk  above  100  percent  of  adjusted  average 
per  capita  costs — would  not  be  treated  as  allowable  cost  for  HMO  cost 
determination  purposes  wdth  the  exception  of  reinsurance  of  out-of- 
area  costs. 

Before  approving  an  HMO  for  contracting  on  an  incentive  per 
capita  reimbursement  basis  the  HMO  should  submit  evidence  that  it 
is  financially  responsible  and  will  be  able  to  carry  out  its  contractual 
commitments.  The  committee  believes  that,  at  a  minimum,  the  HMO 
should  be  able  to  present  evidence  satisfactory  to  the  Secretary  of 
capacity  to  assume  its  proportionate  share  of  risk  on  up  to  20  percent 
above  total  estimat<id  adjusted  average  per  capita  costs  during  the 
prospective  medicare  year.  This  could  include  calculations  based  upon 
capacity  to  provide  covered  services  apart  from  actual  financial  re- 
sources. Also,  an  HMO  should  not  be  permitted  to  switch  back  and 
forth  between  the  per  capita  rate  reimbursement  system  and  the  regu- 
lar cost  reimbursement  system,  depending  upon  which  appears  more 
advantageous  at  any  particular  time.  Accordingly  a  provision  has 
been  added  to  permit  an  HMO  which  has  commenced  contracting  on  a 
risk-sharing  basis  to  switch  back  to  the  regular  reimbursement  basis 
but  subject  to  the  condition  that  it  could  not  again  be  accepted  to  con- 
tract on  a  per  capita  rate  basis. 

Definition  of  HM 0 

Under  the  House  and  committee  bill,  to  qualify  for  reimbursement 
as  an  HMO,  the  organization  must  be  one  which  provides:  (1)  either 
directly  or  through  arrangements  with  others,  health  services  on  a 
prospective  per  capita  prepayment  basis  and  (2)  physician's  services, 
for  the  most  part,  rendered  either  directly  by  physicians  who  are  em- 
ployees or  partners  of  the  organization,  or  under  an  arrangement  with 
an  organized  group  of  physicians  under  which  the  group  is  reim- 
bursed for  its  services  primarily  on  the  basis  of  an  aggregate  fixed 
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sum  or  on  a  per  capita  basis.  It  is  expected  that  such  payment  ar- 
rangement would  contain  an  element  of  incentive  for  such  physicians 
to  assure  that  medicare  patients  are  provided  needed  services  in  the 
most  efficient  and  economical  mamier.  ( The  group  of  physicians  which 
has  the  arrangement  with  the  health  maintenance  organization  could, 
in  turn,  pay  its  physician  members  on  any  other  basTs,  including  fee- 
f or-ser\dce. )  Some  specialist  physician  services  could,  as  is  often  the 
case  in  existing  HMO's,  be  purchased  from  physicians  as  needed  on  a 
f  ee-f  or-service  or  f  ee-f  or-time  basis. 

Other  provisions  in  the  House  and  committee  bill  require  that  the 
various  elements  of  a  health  maintenance  organization,  such  as  the  hos- 
pital, the  skilled  care  facility  or  clinical  laboratory,  would  each  con- 
tinue to  have  to  meet  the  conditions  of  participation  or  other  quality 
standards  which  apply  to  such  organizations  under  present  law.  Also, 
a  health  maintenance  organization  must  have  at  least  half  of  its  en- 
rolled membership  under  age  65  or  be  expected  to  meet  this  require- 
ment within  a  period  not  exceeding  3  years  with  evidence  of  positive 
and  continuing  efforts  to  achieve  the  required  enrollment  distribution. 
Additional  requirements  are :  (1)  that  the  organization  furnish  to  the 
Secretary  proof  of  its  financial  responsibility  and  its  capacity  to  pro- 
vide comprehensive  health  services,  including  institutional  services, 
effectively  and  economically ;  (2)  that  the  organization  assure  that  the 
health  services  required  by  its  enrollees  are  received  promptly  and 
appropriately  and  that  they  measure  up  to  proper  quality  standards. 

Under  the  conmiittee  provision,  the  HMO  would  have  to  maintain 
an  appropriate  mix  of  primary  care  and  specialty  care  physicians 
in  relation  to  its  size  and  in  relation  to  the  physician  manpower  mix 
in  the  general  geographical  area ;  physicians  should  not  be  classified  as 
specialists  unless  they  are  board  certified  or  eligible  for  specialty  board 
certification;  provided,  however,  that  for  good  cause  and  under  un- 
usual circumstances  the  Secretary  might  recognize  a  physician  as  a 
specialist  if,  in  fact,  such  physician  can  show  substantial  equivalence 
of  training  and  experience,  and  a  record  of  demonstrated  proficiency. 

The  HNIO  would  be  expected  to  assure  that  the  appropriate  mix  of 
specialists  is  properly  assigned  and  utilized.  Thus,  for  example,  in  an 
area  where  major  surgery  is  generally  done  by  board  eligible  or  board 
certified  surgeons,  the  same  situation  should  prevail  in  the  HMO  ex- 
cept in  cases  of  emergency  or  other  highly  unusual  circumstances. 

The  HMO  should  have  effective  referral  arrangements  to  assure  that 
members  would,  in  cases  of  medical  necessity,  have  access  to  qualified 
practitioners  in  those  specialties  which  are  generally  available  to  the 
general  public  in  the  service  area  but  not  included  within  professional 
staff  directly  associated  with  the  H^IO. 

The  committee  made  clarifying  modifications  in  two  other  portions 
of  the  House  definition  of  a  health  maintenance  organization.  A  pro- 
vision of  the  House  bill  which  would  require  the  H]MO  to  pro^vide  all 
the  ser^^ces  and  benefits  covered  under  both  part-  A  and  part  B  has  been 
modified  to  require  it  to  provide  all  such  services  which  are  generally 
available  to  persons  residing  in  the  area  served.  Thus,  for  example,  if 
there  were  no  home  health  agency  in  the  area,  the  HMO  would  not  be 
required  to  create  such  an  acrency  solely  for  its  medicare  enrollees.  The 
committee  also  modified  a  House  requirement  that  the  HMO  hold  an 
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annual  open  enrollment  period  during  which  applicants  would  be 
accepted  on  a  nondiscriminatory  basis  up  to  the  limits  of  capacity.  The 
House  bill  authorizes  an  exception  to  this  requirement  if  acceptance 
of  all  applicants  would  result  in  an  HMO  enroUment  of  more  than  50 
percent  of  individuals  over  age  65 ;  the  committee  would  also  permit 
the  HMO  to  limit  acceptance  of  applicants  from  any  particular  age 
group  to  prevent  its  membership  from  becoming  substantially  non- 
representative  of  the  geographic  area  which  it  serves.  Generally,  a  sub- 
group of  enrollees  would  not  be  considered  to  be  non-representative 
unless  its  proportion  among  all  enrollees  exceeds  by  at  least  10  percent 
its  proportion  in  the  general  population  in  the  area. 

0  ther  Provisions 

The  committee  agrees  with  the  House  that  the  Secretary  should 
issue  regulations  establishing  means  for  effective  implementation  of 
an  ongoing  review  program  to  assure  that  the  health  maintenance 
organization  effectively  fulfills  beneficiary  service  needs  by  adhering 
to  specified  requirements  for  full-time  qualified  medical  staff,  keeping 
beneficiaries  fully  informed  on  the  extent  of  coverage  of  services  re- 
ceived outside  the  organization,  taking  positive  actions  to  avoid  any 
possibility  of  beneficiaries  being  deprived  of  benefits  through  devices 
such  as  scheduling  appointments  at  inconvenient  times  or  unwarranted 
delay  in  scheduling  of  elective  surgery,  and  avoiding  discrimination 
against  poor  health  risks  through  selective  enrollment  or  poor  service 
aimed  at  encouraging  disenrollment  of  high  users  of  services. 

In  addition,  while  the  committee  recognizes  the  desirability  of  per- 
mitting considerable  latitude  in  organizational  arrangements,  it  also 
expects  that  the  Secretary's  regulations  will  require  organizations, 
such  as  medical  foundations,  which  furnish  a  significant  amount  of 
institutional  or  other  services  under  arrangements,  to  provide  sufficient 
management  and  coordination  of  services  to  assure  that  the  full  range 
of  covered  care,  to  the  extent  generally  available  in  an  area,  is  pro- 
vided as  needed  to  the  beneficiary  population. 

The  individuals  with  respect  to  whom  medicare  would  pay  capita- 
tion payments  are  medicare  beneficiaries  who  are  entitled  to  both 
hospital  insurance  and  supplementary  medical  insurance  or  to  medical 
insurance  only  and  who  are  enrolled  with  an  HMO.  Under  the  House 
bill,  such  enrollees  would  receive  medicare-covered  services  only 
through  the  health  maintenance  organization,  except  for  those  emer- 
gency services  as  are  furnished  by  other  physicians  and  providers  of 
services.  The  HMO  would  be  responsible  for  paying  the  costs  of  such 
emergency  services. 

The  committee  has  made  this  House-passed  requirement  applicable 
to  HMO's  which  have  contracted  on  a  risk-sharing  basis  and  has  added 
a  provision  Avhich  would  also  require  the  HMO  to  assume  expenses  for 
"urgently  needed"  services  received  by  a  medicare  enrollee  who  is 
temporarily  outside  the  HMO's  service  area.  Services  covered  under 
this  provision  would  generally  be  those  services  which,  while  not 
"emeri^ency"  to  the  extent  of  requiring  use  of  the  most  accessible  hos- 
pital in  order  to  prevent  death  or  serious  impairment  of  liealth,  are 
nevertheless  immediately  necessary  to  prevent  serious  deterioration  of 
health  and  cannot  feasibly  be  provided  at  the  HMO's  treatment  f acili- 
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ties  because  of  the  beneficiary's  temporary  absence  from  the  service 
area,  such  as  during  a  vacation  trip.  If  an  enrolled  individual  received 
care  other  than  emergency  or  urgently  needed  services,  through  some 
other  means  than  the  health  maintenance  organization,  he  would  have 
to  meet  the  entire  expense  of  such  care,  except  in  the  case  where  a  deter- 
mination has  been  made  that  the  individual  received  care  outside  the 
HMO  which  should  have  been  furnished  by  it  but  was  not  made  reason- 
ably available. 

The  committee  recognizes  that  many  medicare  beneficiaries  are 
highly  mobile,  so  that  restrictions  on  out-of -area  coverage  by  the  HIMO 
may  well  be  seen  by  beneficiaries  as  a  serious  disadvantage  and  may 
also  be  difficult  for  beneficiaries  to  fully  understand  when  they  are 
considering  whether  to  enroll  in  an  HJ^fO.  It  is  also  recognized  that 
an  HMO  would  generally  have  little  chance  of  exercising  control  over 
costs  of  urgently  needed  services  received  by  medicare  beneficiaries, 
other  than  through  restrictions  on  the  extent  to  which  such  services 
are  covered.  Therefore,  in  order  to  encourage  an  HMO  to  provide  as 
full  coverage  of  urgently  needed  out-of-area  services  as  it  feasibly  can, 
it  would  be  permitted  to  reinsure  such  costs,  provided  that  its  coverage 
of  them  meets  the  minimum  requirements  which  the  Secretary  would 
establish  in  regulations.  Also,  the  Secretary  would  be  expected  to  con- 
sider the  feasibility  of  permitting  HMO's  to  enter  into  arrangements 
to  have  payment  for  out-of-area  services  to  beneficiaries  made 
through  the  regular  medicare  program,  with  appropriate  adjustments 
made  in  the  HSIO's  account ;  the  Secretary  would  be  authorized  to  im- 
plement such  a  system,  if  he  determined  that  it  would  be  administra- 
tively feasible. 

The  committee  also  realizes  that  some  HMO's  may  not  be  able  to 
provide  urgently  needed  services  to  beneficiaries  who  are  temporarily 
outside  their  service  area,  because  they  cannot  obtain  reinsurance  for 
these  costs  or  for  other  good  reasons.  While  under  the  House  bill  an 
HMO  that  could  not  provide  emergency  services  to  such  beneficiaries 
could  not  qualify  as  an  HIMO,  the  committee  believes  that  such  a  result 
would  be  unfortunate,  especially  since  there  does  not  seem  to  be  a  very 
strong  precedent  for  coverage  of  such  services  among  prototype 
HMO's.  The  committee  believes  that  otherwise  qualified  organizations 
that  are  unable,  for  good  reason,  to  provide  coverage  of  urgently  re- 
quired services  furnished  outside  the  HMO  area  should  nevertheless 
be  permitted  to  participate  as  HMO's.  In  such  cases,  out-of-area  cov- 
ered services  recei^^ed  by  beneficiaries  enrolled  in  such  an  HMO  would 
be  payable  under  the  regular  medicare  program.  The  capitation  pay- 
able to  such  organizations  should  be  adjusted  to  exclude  an  amount 
estimated  to  represent  costs  of  covered  services  which  the  HMO's 
beneficiaries  receive  outside  the  HMO's  service  area.  The  committee 
would  expect  the  Secretary  to  take  any  necessary  precautions  to  assure 
that  this  provision  was  not  used  by  HMO's  to  encourage  beneficiaries 
to  secure  certain  high-cost  medicall}-  necessarv  services  from  outside 
the  HMO. 

If  the  HMO  pro\ades  only  the  services  covered  by  the  medicare 
program  to  its  enrollees,  the  premiums  or  other  charges  it  makes 
to  its  enrollees  cannot  exceed  the  actuarial  value  of  the  cost- 
sharing  provisions  of  the  hospital  and  supplementary  medical  in- 
surance parts  of  the  medicare  program  which  the  jDlan  covers 
in  its  enrollment  charge.  Beneficiaries  could  not  be  charged  premiums 
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for  covered  services  which  inchide  cost-sharing  on  non-covered  types 
of  expense  such  as  the  maternity  expense  factor  m  hospital  care.  If, 
however,  the  organization  provides  its  enrollees  services  m  addition  to 
those  covered  under  medicare,  it  must  inform  enrollees  of  the  portion 
of  the  premium  or  other  charges  applicable  to  such  additional  services, 
and  the  portion  applicable  to  medicare-covered  services  may  not  ex- 
ceed the  actuarial  value  of  the  cost-sharing  provisions  of  the  medicare 
program.  Any  portion  of  the  actuarial  value  of  deductibles  and  co- 
insurance which  the  HMO  may  assess  at  the  time  individual  services 
are  rendered  may  not  exceed  the  actuarial  value  of  medicare  copay- 
ments.  Under  the  House  bill,  the  HMO  could  require  a  medicare  bene- 
ficiary to  accept  and  pay  for  coverage  of  services  in  addition  to 
medicare  benefits  as  a  condition  of  enrollment.  The  committee  believes 
that  such  a  condition  could  place  undue  financial  hardship  on  some 
medicare  beneficiaries  and  has  therefore  modified  the  provision  to 
make  acceptance  of  a  supplemental  benefit  package  optional  with  the 
beneficiary.  These  requirements  are  intended  to  assure  that  beneficiar- 
ies enrolled  with  an  HMO  benefit  fully  from  their  medicare  coverage 
and  are,  in  effect,  charged  no  more  than  the  deductible  and  coinsurance 
amounts.  This  provision  will  also  assure  that  beneficiaries  who  elect 
additional  benefits  are  made  aware  of  the  exact  cost  of  the  supple- 
mental coverage  provided  by  the  HMO. 

Beneficiaries  enrolled  with  a  health  maintenance  organization  who 
are  dissatisfied  with  decisions  of  the  organizations  on  benefit  coverage 
would  have  the  right  to  a  hearing  before  the  Secretary,  in  which  the 
health  maintenance  organization  would  be  an  interested  party,  and 
to  judicial  review  with  respect  to  disputes  involving  amounts  exceed- 
ing specified  limits. 

Beneficiaries  could  terminate  their  enrollment  with  a  health  main- 
tenance organization  and  revert  to  regular  coverage  under  the  program 
in  accordance  with  regulations.  It  is  expected  that,  to  the  extent  prac- 
ticable, disenrollment  would  be  patterned  after  the  disenrollment  pro- 
cedure as  is  followed  now  with  respect  to  disenrollment  under  the 
supplementary  medical  insurance  program. 

The  committee  also  agrees  with  the  concern  reflected  in  the  House 
bill  that  some  organizations  potentially  qualified  to  contract  on  an 
incentive  basis  currently  have  enrollees  who  may  desire  to  continue 
membership  in  the  organization  but  who  do  not  wish  to  agree  to  receive 
covered  services  only  from  that  organization.  Since  it  would  seem  in- 
equitable to  require  such  individuals  to  either  disenroll  immediately 
or  involuntarily  accept  a  limitation  on  their  access  to  covered  services, 
the  committee  has  included  a  provision  under  which  a  health  mainte- 
nance organization  which  has  contracted  on  an  incentive  basis  could 
continue  through  June  1976  to  be  reimbursed  for  covered  care  pro- 
vided to  beneficiaries  who  were  members  prior  to  July  1973  but  who 
do  not  elect  the  option.  For  beneficiaries  who  do  not  elect  the  option, 
the  usual  capitation  payment  would  be  subject  to  additional  actuarial 
adjustment  to  reflect  projected  use  of  out-of-plan  services  to  the  extent 
that  such  services  w^ould  have  been  considered  sufficiently  reasonable 
and  necessary  to  be  provided  by  the  HMO  under  the  rules  of  that 
organization.  Retroactive  adjustment  would  be  made  at  the  end  of  the 
year  to  reflect  actual  expenses  of  the  type  otherwise  reimbursable  un- 
der the  program  incurred  on  behalf  of  such  beneficiaries.  Any  savings 
or  losses  (and  related  apportionment  thereof)  would  be  determined 
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by  comparing  the  HMO's  actual  incurred  per  capita  costs,  increased  by 
a  factor  reflecting  the  costs  of  sufficiently  reasonable  and  necessary 
out-of-plan  services  received  by  such  beneficiaries,  with  the  adjusted 
average  per  capita  cost. 

While  the  modifications  and  additional  safeguards  which  have  been 
included  establish  the  potential  for  effective  administration  of  the 
HMO  provision,  the  committee  nevertheless  recognizes  that  use  of  the 
HMO  approach  to  provision  of  health  care  services  remains  relatively 
unknown  in  many  geographic  areas.  Accordingly,  the  committee  be- 
lieves that  the  Congress  should  be  kept  fully  informed  of  program 
experience  with  the  HMO  provision  so  that  appropriate  modifica- 
tions, as  required,  can  be  made  as  expeditiously  as  possible.  It  has, 
therefore,  added  a  provision  which  would  require  the  Secretary  of 
Health,  Education,  and  Welfare  to  report  to  the  Congress  within  a 
reasonable  period  after  the  first  annual  reports  by  HMO's  are  re- 
ceived, and  annually  thereafter,  in  the  HEW  annual  report,  regard- 
ing experience  with  the  HMO  provision.  Such  reports  should  include 
general  evaluation  of  the  HMO  provision  in  operation,  and  should 
specifically  cover  cost  experience,  quality  of  care  considerations,  num- 
bers of  beneficiaries  who  enroll,  enrollment  trends,  and  other  relevant 
information  including  evaluation  of  the  performance  of  the  different 
types  of  HMO's.  Enrollment  trends  are  particularly  significant  as  the 
medicare  program  would  not  benefit  directly  in  a  financial  sense  from 
the  possible  efficiencies  of  HMO's  until  a  substantial  number  of  medi- 
care beneficiaries  not  presently  enrolled  choose  to  enroll  in  such 
organizations. 

The  committee  expects  that  the  Department  w^ill  provide  technical 
assistance,  particularly  with  regard  to  matters  concerning  determina- 
tion of  proper  actuarial  rates,  to  assist  States  participating  in  the 
title  XIX  program  to  enter  into  contracts  with  HMO's  (eligible  as 
such  under  medicare)  to  provide  services  to  medicaid  eligibles  where 
a  State  requests  such  assistance.  The  Federal  Government  would  as- 
sume the  cost  of  such  technical  and  actuarial  assistance  as  is  necessary. 

The  provision  would  become  effective  with  respect  to  services  pro- 
vided on  or  after  July  1,  1973. 

Repeal  of  Section  1902(d)  of  Medicaid 

(Sec.  231  of  the  bill) 

Under  section  1902(d)  of  the  medicaid  law,  a  State  may  reduce  the 
range,  duration  or  frequency  of  the  services  it  provides  under  its 
medicaid  program,  but  it  cannot  reduce  its  aggregate  expenditures  for 
the  State  share  of  its  medicaid  program  from  1  year  to  the  next.  Fail- 
ure to  comply  with  this  requirement  means  ineligibility  for  Federal 
medicaid  matching  funds. 

The  House  bill  restricts  the  application  of  section  1902(d)  to  the 
mandatory  health  care  services  which  all  State  medicaid  programs 
must  make  available  to  eligible  recipients.  The  House  provision  would 
permit  a  State  to  modify  the  scope  and  extent  of  such  optional  serv- 
ices as  drugs,  dental  care  and  eyeglasses,  but  it  could  not  reduce  the 
amount  of  expenditures  for  the  mandatory  services. 


245 

The  committee  has  been  concerned  about  the  effect  of  section  1902 
(d)  on  States  which  may  be  faced  with  fiscal  crises.  Further,  the  com- 
mittee believes  that  the  maintenance  of  effort  provision  of  section 
1902(d)  functions  as  a  barrier  to  orderly  development  and  operation 
of  State  programs,  and  that  States  are  generally  best  able  to  determine 
the  changing  needs  of  their  people. 

The  committee  has  therefore  substituted  for  the  House  provision  an 
amendment  repealing  section  1902(d).  This  action  is  consistent  with 
the  committee  and  Senate  action  on  H.R.  17550  in  1970. 

The  committee  does  not  expect  that  removal  of  the  maintenance  of 
effort  requirement  will  result  in  large-scale  cut-backs  in  benefits  under 
the  medicaid  program,  but  it  does  believe  that  elimination  of  this  pro- 
vision will  provide  States  with  greater  flexibility  to  design  their  pro- 
grams to  meet  effectively  the  needs  of  their  people  for  medical  care 
within  the  fiscal  constraints  faced  by  given  States  from  time-to -time. 

Payments  to  States  Under  Medicaid  for  Development  of  Cost 
determination  Systems  for  State-Owned  General  Hospitals 

(Sec.  235  of  the  bill) 

Under  present  law.  States  are  required  to  use  methods  of  adminis- 
tration deemed  necessary  by  the  Secretary  for  efficient  operation  of 
the  program.  Despite  this  requirement,  many  States  do  not  have  effec- 
tive claims  administration  or  well-designed  information  storage  and 
retrieval  systems;  nor  do  they  possess  the  financial  and  technical  re- 
sources to  develop  them  if  required  to  do  so  by  the  Secretary. 

Section  235  as  approved  by  the  House  authorizes  90  percent  Federal 
matching  for  the  cost  necessary  to  design,  develop,  and  install  mecha- 
nized claims  processing  and  information  retrieval  systems  deemed  nec- 
essary by  the  Secretary  and  75  percent  Federal  matching  for  the 
operation  of  systems  approved  by  the  Secretary.  States  would  not  be 
eligible  to  receive  this  increased  Federal  support  until  they  have  devel- 
oped the  capacity  to  provide  basic  information  to  recipients  on  services 
paid  for  by  the  program,  including  the  names  of  the  providers,  the 
dates  on  which  services  were  furnished,  and  the  amount  of  payment 
made.  In  addition,  section  235  would  provide  90  percent  Federal 
matching  during  fiscal  years  1972  and  1973  for  the  cost  of  design, 
development,  or  installation  of  cost  determination  systems  for  State- 
owned  general  hospitals,  with  total  funds  paid  to  all  States  under 
this  clause  not  exceeding  $150,000  in  either  year. 

Although  the  committee  acknowledges  the  obligation  of  the  Federal 
Grovernment  to  provide  technical  assistance  to  each  State  operating 
a  medicaid  program,  it  believes  that  the  inducements  of  more  efficient 
and  effective  administration  of  the  program,  and  resulting  reductions 
in  program  costs,  should  be  sufficient  to  stimulate  States  to  implement 
mechanized  claims  processing  and  information  retrieval  systems  under 
the  matching  provisions  of  current  law.  Further,  possible  major 
changes  in  the  nature  and  allocation  of  administrative  responsibilities 
under  medicaid  during  the  next  several  years  might  quickly  render 
such  systems  obsolete. 

Therefore,  the  committee  has  deleted  all  of  section  235  except  for 
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the  provision  authorizing  funds  for  cost-determination  systems  for 
State-owned  general  hospitals  (such  as  that  being  undertaken  by  the 
State  of  Mississippi) . 

Utilization  Review  Requirements  for  Hospitals  and  Skilled 
Nursing  Homes  Under  Medicaid  and  Maternal  and  Child 
Health  Programs 

(Sec.  237  of  the  bill  ) 

Under  medicare,  each  hospital  and  extended  care  facility  is  required 
to  have  a  utilization  review  committee  to  review  all  long-stay  cases  as 
well  as  review,  on  a  sample  or  other  basis,  admissions,  durations  of 
stay  and  professional  services.  The  reasons  for  requiring  hospitals  and 
extended  oare  facilities  to  have  utilization  review  committees  for  medi- 
care cases  apply  with  equal  validity  to  review  of  medicaid  cases,  but 
there  is  now  no  such  requirement  in  the  medicaid  law.  Under  medicaid, 
the  medical  assistance  unit  of  the  State  agency  administering  the 
medicaid  program  is  responsible  for  all  utilization  review  plans  and 
activities  under  the  medicaid  program.  The  medical  assistance  unit 
may  in  lieu  of  establishing  its  own  utilization  review  system  delegate 
utilization  review^  responsibilities  for  inpatient  hospital  and  skilled 
nursing  home  care  to  the  agency  which  monitors  utilization  review 
activities  for  such  services  under  medicare. 

The  committee  approved  in  H.K.  17550,  and  supports  again  in 
H.R.  1,  the  House  provision  which  would  require  hospitals  and  skilled 
nursing  homes  participating  in  the  medicaid  or  maternal  and  child 
health  program  to  have  cases  reviewed  by  the  same  utilization  review 
committee  already  review^ing  medicare  cases  or,  if  one  does  not  exist, 
by  a  review  group  which  meets  the  standards  established  under 
medicare.  However,  the  committee  does  not  intend  that  where  medic- 
aid requires  more  stringent  or  comprehensive  utilization  review  than 
does  medicare,  such  requirements  be  reduced  by  virtue  of  operation  of 
this  section.  Several  States  have  developed  and  are  applying  utiliza- 
tion review  procedures,  different  from  the  medicare  utilization  review 
committees,  which  have  met  with  some  success.  The  committee  has, 
therefore,  modified  the  House  bill  to  provide  that  until  such  time  as 
professional  standards  review  organizations  are  operational  in  the 
States,  the  Secretary  may  waive  the  requirements  of  this  section  to 
permit  States  to  substitute  alternative  utilization  review  systems  where 
it  can  be  demonstrated  to  his  satisfaction  that  the  alternative  systems 
will  be  superior  in  effectiveness  to  the  medicare  requirement.  To  avoid 
duplication  of  review  activity  in  such  cases,  the  Secretary  might  also 
require  usage  where  appropriate  of  the  more  effective  medicaid  review 
method  for  medicare  patients  as  well,  in  lieu  of  the  regular  medicare 
procedure. 

This  provision  Avould  be  effective  January  1, 1973. 

Program  for  Determining  Qualifications  for  Certain  Health  Care 

Personnel 

(Sec.  241  of  the  bill) 

Under  present  law,  the  Secretary  establishes  various  health  and 
safety  criteria  as  conditions  for  the  participation  of  providers  of  serv- 
ice in  the  medicare  program.  In  setting  these  standards  it  is  necessary 
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to  establish  criteria  for  judging  the  professional  competency  and  quali- 
fications of  key  personnel  in  these  health  facilities.  Medicare  and  med- 
icaid regulations  have  relied  heavily  on  formal  training  courses  and 
professional  society  membership  in  judging  professional  competency. 

In  the  report  of  this  committee  on  the  Social  Security  Amendments 
of  1967  (H.R.  12080),  the  committee  agreed  with  the  Secretary  that 
appropriate  criteria  as  prima  facia  evidence  of  competence  are  neces- 
sary. However,  the  committee  expressed  concern  that  reliance  solely  on 
specific  formal  education  or  training,  or  membership  in  private  profes- 
sional organizations  might  serve  to  disqualify  people  whose  work  ex- 
perience and  training  might  make  them  equally  or  better  qualified 
than  those  who  meet  the  existing  requirements.  The  committee  pointed 
out  in  1967  that  failure  to  make  the  fullest  use  of  competent  health 
personnel  was  of  particular  concern  because  of  the  shortage  of  such 
personnel. 

In  1967,  the  committee  recommended  that  the  Secretary  of  Health, 
Education,  and  Welfare  consult  with  appropriate  professional  health 
organizations  and  State  health  agencies  and,  to  the  extent  feasible,  ex- 
plore, develop,  and  apply  appropriate  means — including  testing  pro- 
cedures— for  determining  the  proficiency  of  health  care  personnel 
otherwise  disqualified  or  limited  in  responsibility  under  regulations  of 
the  Secretary.  Moreover,  the  committee  instructed  the  Secretary  to  en- 
courage and  assist  programs  designed  to  upgrade  the  capabilities  of 
those  not  sufficiently  skilled  to  qualify  initially  but  who  could  perform 
satisfactorily  and  qualify  on  a  proficiency  basis  with  relatively  little 
additional  training. 

However,  despite  that  formal  instruction  and  expectation  of  the 
committee  the  Department  of  Health,  Education,  and  Welfare  has 
since  1967  continued  to  rely  almost  entirely  on  formal  training  and 
professional  society  membership  in  measuring  the  qualifications  of 
health  care  personnel.  The  Department  has  taken  little  or  no  action, 
except  with  respect  to  directors  of  clinical  laboratories  and  to  physi- 
cal therapists  in  developing  proficiency  testing  and  training  courses. 
The  personnel  problems  which  existed  in  1967  and  w^hich  the  commit- 
tee sought  to  alleviate,  have  been  aggravated  as  a  result  of  the  Depart- 
ment's continued  inaction. 

The  Medical  Services  Administration  issued  a  ruling  effective  July 
1,  1970,  concerning  licensed  practical  nurses  in  skilled  nursing  homes 
participating  in  medicaid.  Nursing  homes,  according  to  the  ruling, 
must  have  as  charge  nurses  for  each  shift  (other  than  the  day  shift 
which  requires  a  registered  nurse)  a  registered  nurse  or  a  licensed 
practical  nurse,  with  a  degree  from  a  State-accredited  school  or  its 
equivalent.  There  is  an  acute  shortage  of  nursing  personnel,  and  many 
hundreds  of  nursing  homes  have  been  covering  some  shifts  with  "waiv- 
ered"  practical  nurses.  These  are  practical  nurses,  who  do  not  have 
the  required  formal  training,  and  who,  in  many  States,  have  been  li- 
censed on  a  waivered  basis.  Undoubtedly,  a  substantial  proportion  of 
these  practical  nurses  have  years  of  experience  and  are  competent; 
obviously,  other  waivered  practical  nurses  are  not  competent  to  serve 
as  charge  nurses. 

As  noted,  the  Department  of  Health,  Education,  and  Welfare  has 
taken  no  action  since  1967,  in  developing  proficiency  testing  or  short- 
term  supplemental  training  for  these  personnel,  and  consequently, 
many  otherwise  qualified  nursing  homes  are  being,  or  soon  may  be, 
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forced  out  of  the  program  because  of  their  inability  to  locate  a  reg- 
istered nurse  or  a  licensed  practical  nurse.  Problems  somewhat  similar 
to  those  confronting'  waivered  licensed  practical  nurses  exist  with  re- 
spect to  some  therapists,  medical  technologists,  and  psychiatric 
technicians. 

In  view  of  this,  the  committee  approved  a  provision  in  1970,  in- 
cluded in  H.R.  17550  as  passed  by  the  Senate,  which  would  require  the 
Secretary  to  explore,  dev&lop,  and  apply  appropriate  means  of  deter- 
mining the  proficiency  of  health  personnel  disqualified  or  limited  in 
responsibility  under  present  regulations,  and  regularly  report  to  the 
committee  and  to  the  Committee  on  Ways  and  Means  of  the  House  of 
Representatives  concerning  the  Department's  progress  in  this  area. 

Except  for  the  time  limit  described,  the  House  bill  includes  this 
provision.  The  cormnittee  has  modified  the  House  provision  by  a^ain 
setting  a  time  limit — December  31,  1977 — beyond  which  determina- 
tions of  proficiency  would  not  apply  with  respect  to  persons  initially 
licensed  by  a  State  or  seeking  initial  qualification  as  a  health  care  per- 
son. In  addition,  the  committee  specified  that  cytotechnologists  were 
intended  to  be  included  among  the  types  of  health  personnel  to  which 
the  proficiency  testing  would  apply. 

The  committee  would  emphasize  again  its  concern  that  only  quali- 
fied personnel  be  utilized  in  providing  care  under  medicare  and  medic- 
aid. However,  appropriate  methods  and  procedures  are  capable  of 
being  promptly  developed  and  applied  to  determine  qualifications  and 
to  upgrade  skills  to  qualifying  levels.  The  committee  does  not  advo- 
cate "grandfathering"  of  poorly  qualified  health  care  personnel  nor 
does  it  advocate  usage  of  arbitrary  and  inflexible  cut-off  standards  of 
qualification  which  rule  out  of  program  participation  many  compe- 
tent personnel. 

Reimbursement  Appeals  by  Providers  of  Services 

(Sec.  24a  of  the  bill) 

Under  present  law  a  fiscal  intermediary  determines  the  amount  of 
reasonable  cost  to  be  paid  to  a  provider  of  services.  There  is  no  spe- 
cific legislative  provision  for  an  appeal  by  the  provider  of  the  inter- 
mediary's final  reasonable  cost  determinations.  Although  the  Social 
Security  Administration  has  instituted  certain  administrative  proce- 
dures to  assist  providers  and  intermediaries  to  reach  reasonable  and 
mutually  satisfactory  settlements  of  disputed  reimbursement  items, 
the  committee  believes  that  it  is  desirable  to  prescribe  in  law  a  specific 
appeals  procedure  for  disputed  final  settlements  applying  to  reason- 
able cost  determinations.  This  procedure  does  not  apply  to  questions 
of  coverage  or  disputes  involving  individual  beneficiary  claims. 

The  committee  has  therefore  approved,  with  modifications,  a  pro- 
vision in  the  House  bill  which  would  provide  for  the  establishment  of 
the  Provider  Eeimbursement  Eeview  Board.  The  Board  would  be 
composed  of  five  members,  knowledgeable  in  the  field  of  health  care 
reimbursement,  appointed  by  the  Secretary  of  Health,  Education,  and 
Welfare.  At  least  one  member  of  the  Board  would  be  a  certified  public 
accountant.  The  Secretary  would  select  two  of  the  members  from  quali- 
fied and  acceptable  nominees  of  the  providers.  The  Provider  Eeim- 
bursement Keview  Board  would  be  authorized  to  make  rules  and 
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establish  procedures  necessary  to  its  operation  in  accordance  with 
regulations  established  by  the  Secretary  of  Health,  Education,  and 
Welfare. 

Under  the  House  bill,  any  provider  of  services  which  has  filed  a 
timely  cost  report  may  appeal  an  adverse  final  decision  of  the  fiscal 
intermediary  to  the  Board  where  the  amount  at  issue  is  $10,000  or 
more.  The  appeal  must  be  filed  within  180  days  after  notice  of  the 
fiscal  intermediary's  final  determination.  The  committee  modified  this 
portion  of  the  provision  by  including  two  additional  situations  which 
could  serve  as  a  basis  for  provider  appeals.  The  first  provision  would 
enable  groups  of  providers  to  appeal  adverse  final  decisions  of  the 
fiscal  intermediary  to  the  Board  where  the  amount  at  issue  aggregates 
$10,000  or  more.  The  second  modification  enables  any  provider  which 
believes  that  its  fiscal  intermediary  has  failed  to  make  a  timely  cost 
determination  on  its  annual  cost  report,  if  such  report  is  susbtantially 
in  proper  order,  or  a  timely  determination  on  an  acceptable  supple- 
mental filing  where  the  initial  filing  was  deficient,  to  appeal  to  tlie 
Board  where  the  amount  involved  is  $10,000  or  more.  Implementation 
of  the  intermediary  determinations  would  not  be  held  in  abeyance 
pending  the  Board's  decision. 

The  provider  shall  have  the  right  to  reasonable  notice  as  to  the  time 
and  place  of  hearing  and  reasonable  opportunity  to  appear  at  the 
hearing.  It  may  be  represented  by  counsel  and  introduce  reasonable 
and  pertinent  evidence  to  supplement  or  contradict  the  evidence  con- 
sidered by  the  fiscal  intermediary.  Reasonable  opportunity  to  examine 
and  cross-examine  witnesses  shall  be  provided.  All  decisions  by  the 
Board  shall  be  based  upon  the  record  made  at  such  hearing  which  may 
include  any  evidence  submitted  by  the  Department.  Such  evidence  shall 
include  the  evidence  or  record  considered  by  the  intermediary.  Based 
upon  examination  of  all  of  the  evidence,  such  Board  may  find  in  whole 
or  in  part  for  the  provider  or  the  Government  (including  a  finding 
based  upon  the  evidence  before  it  that  the  provider  or  Government 
owes  sums  in  addition  to  the  amount  raised  in  the  appeal) . 

A  decision  of  the  Provider  Reimbursement  Review  Board  would  be 
final  unless  the  Secretary,  on  his  own  motion,  and  within  60  days  after 
the  provider  of  services  is  notified  of  the  Board's  decision,  reverses  or 
modifies  the  Board's  decision  adversely  to  the  provider.  In  any  case 
where  such  reversal  or  modification  occurs,  the  provider  of  services 
would  have  the  right  to  obtain  a  review  of  such  a  decision  by  the  United 
States  District  Court  for  the  district  in  which  it  is  located  or  in  the 
United  States  District  Court  for  the  District  of  Columbia,  as  an  ag- 
grieved party  under  the  Administrative  Procedures  Act,  notwithstand- 
ing any  other  provision  in  section  205  of  the  Social  Security  Act. 

The  amendment  would  become  effective  with  respect  to  accounting 
periods  beginning  on  or  after  July  1,  1972. 

Physical  Therapy  and  Other  Therapy  Services  Under  Medicare 

(Sec.  251  of  the  bill) 

Under  present  law,  physical  therapy  is  covered  as  an  inpatient  hos- 
pital service,  an  inpatient  extended  care  service,  a  home  health  service, 
and  a  service  incident  to  physicians'  services.  Physical  therapy  is  also 
covered  when  furnished  under  prescribed  conditions  by  a  participating 
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hospital,  extended  care  facility,  home  health  agency,  clinic,  rehabilita- 
tion agency,  or  public  health  agency  to  outpatients.  The  physical 
therapist  may  either  be  an  employee  of  the  participating  facility  or 
he  may  be  self-employed  and  furnish  his  services  under  arrangements 
with  and  under  the  supervision  of  the  facility. 

The  House  bill  would  provide  for  coverage,  under  the  supplement- 
ary medical  insurance  program,  of  up  to  $100  per  calendar  year  of 
physical  therapy  services  furnished  by  a  licensed  physical  therapist 
in  his  office  or  in  the  patient's  home  under  a  physician's  plan.  Reim- 
bursement for  the  reasonable  charges  for  the  covered  services  rendered 
by  the  physical  therapist  would  be  made  either  to  the  beneficiary  or, 
on  assignment,  directly  to  the  physical  th(M*apist. 

The  committee  has  been  advised  by  the  Department  of  Health, 
Education,  and  Welfare  that  the  House  provision  would  be  difficult 
to  administer  in  terms  of  assuring  the  provision  of  appropriate 
services,  or  of  effectively  enforcing  the  health,  safety,  and  quality 
safeguards  embodied  in  present  law,  since  physical  therapists  would 
be  furnishing  services  outside  the  controlled  environment  of  an  institu- 
tional setting  or  responsibility.  Moreover,  this  provision  would  com- 
pound the  already  costly  and  troublesome  problem  of  restraining  over- 
utilization  and  inappropriate  utilization  of  physical  therapy  services. 
The  committee  agrees  with  the  Department  that  at  the  present  time 
whatever  advantage  might  accrue  to  beneficiaries  from  increased 
availability  of  services  would  be  at  the  expense  of  higher  benefit  and 
administrative  costs.  For  these  reasons,  the  committee  has  deleted  this 
special  $100  feature  of  the  House  bill. 

The  committee  is  concerned  about  the  fcAv  cases  under  present  law 
where  an  inpatient  exhausts  his  inpatient  benefits  or  where  he  is 
otherwise  ineligible  for  hospital  insurance  inpatient  benefits  and  can 
continue  to  receive  supplementary  medical  insurance  reimbursement 
for  physical  therapy  treatment  only  if  the  hospital  or  extended  care 
facility  is  able  to  arrange  for  another  participating  facility  to  furnish 
the  physical  therapy  treatment  as  an  outpatient  service.  The  House 
bill  would  authorize  a  hospital  or  extended  care  facility  to  furnish  out- 
patient physical  therapy  services  to  its  inpatients  in  the  above 
categories.  The  committee  concurs  with  the  House  bill  on  this  pro- 
vision and  the  effective  date  for  this  subsection  w^ould  make  the 
provision  effective  for  services  furnished  after  enactment  of  the  bill. 

The  House  bill  also  includes  a  provision  for  controlling  program 
expenditures  and  for  preventing  abuses.  Under  this  provision  pay- 
ment for  the  reasonable  cost  of  physical,  occupational,  and  speech 
therapy  services,  or  the  services  of  other  health  specialists,  furnished 
by  a  provider  of  services,  a  clinic,  rehabilitation  agency,  or  a  public 
health  agency  under  arrangements  with  others  to  supply  such  services, 
may  not  exceed  an  amount  equivalent  to  the  salary  and  other  costs 
which  would  reasonably  have  been  payable  if  the  services  had  been 
performed  in  an  employment  relationship,  plus  the  cost  of  such 
expenses  an  individual  not  working  as  an  employee  might  have,  such 
as  maintaining  an  office,  traveltime  and  expense,  and  similar  costs. 

The  committee  concurs  with  the  House  amendment,  which  reflects 
the  changes  made  by  the  committee  during  its  consideration  of 
H.R.  17550,  the  Social  Security  Amendments  of  1970.  The  committee 
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expects — as  does  the  Committee  on  Ways  and  Means — that  the  Secre- 
tary will,  in  establishing  the  criteria  for  determining  the  reasonable 
cost  of  such  services,  consult  with  the  professions  directly  affected  and 
give  thorough  consideration  to  procedures  used  in  other  public  and 
private  plans  that  may  be  local,  regional,  or  national  in  scope.  Further, 
the  committee  expects  that  the  Secretary  will  establish  salary  equiva- 
lents by  appropriate  geographic  areas  (including,  where  appropriate 
and  feasible  rural  and  urban  distinctions)  and  that  such  amounts 
will  be  set  at  the  75th  percentile  of  the  range  of  salaries  paid  in  the 
area  to  therapists  working  full-time  in  an  employment  relationship, 
with  such  additional  or  adjusted  allow^ance  for  salaries  paid  to  thera- 
pists whose  duties  are  supervisory  or  administrative  in  nature,  as  the 
Secretary  finds  to  be  appropriate.  To  the  extent  feasible,  timely, 
and  accurate,  salary  data  compiled  by  the  Bureau  of  Labor  Statistics 
would  be  used  in  determining  the  75th  percentile  level  of  salaries 
in  an  area.  If  a  provider  requires  the  services  of  a  physical  therapist 
on  a  limited  part-time  basis  or  only  to  perform  intermittent  serv- 
ices the  Secretary  may  make  payment  on  the  basis  of  a  reasonable 
rate  per  unit  of  service  greater  per  unit  of  time  than  salary  equivalent 
amounts  where  he  finds  that  such  greater  payment  is  in  the  aggregate 
less  than  would  have  resulted  if  the  provider  employed  a  therapist  on 
a  full  or  part-time  salaried  basis. 

The  above  provision  would  be  effective  with  respect  to  accounting 
periods  beginning  on  or  after  January  1, 1973. 

Collection  of  Supplementary  Medical  Insurance  Premiums  From 
Individuals  Entitled  to  Both  Social  Security  and  Railroad 
Retirement  Benefits 

(Sec.  263  of  the  bill) 

Under  present  law,  the  responsibility  for  collecting  supplementary 
medical  insurance  premiums  for  enrollees  entitled  to  both  railroad 
retirement  benefits  and  social  security  benefits  is  vested  in  either  the 
Social  Security  Administration  or  the  Railroad  Retirement  Board, 
depending  upon  the  circumstances  of  entitlement  at  the  time  of  enroll- 
ment. This  arrangement  requires  an  administrative  procedure  under 
which  persons  so  entitled  can  enroll  in  the  supplementary  medical 
insurance  program  with  either  agency.  The  result  has  been  that  some 
individuals  (because  all  the  facts  are  not  made  known  at  the  time  of 
enrollment)  are  enrolled  twice  and  have  two  different  identifying 
numbers ;  others  are  enrolled  by  the  Social  Security  Administration 
and  not  enrolled  by  the  Railroad  Retirement  Board,  or  vice  versa,  and 
thus  may  have  two  medicare  cards— one  showing  entitlement  to  bene- 
fits under  part  A  only  and  the  other  showing  entitlement  to  benefits 
under  both  parts  A  and  B.  Such  discrepancies,  even  though  ultimately 
corrected,  are  a  source  of  confusion  to  beneficiaries  and  a  cause  of 
unnecessary  administrative  expense. 

Also,  the  processing  of  medical  insurance  claims  is  established  so  as 
to  require  that  all  claims  submitted  by  or  on  behalf  of  railroad  bene- 
ficiaries be  handled  by  a  single  carrier,  presently  the  Travelers  Insur- 
ance Company.  Because  the  account  numbers  assigned  to  railroad 
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beneficiaries  who  enroll  with  the  Social  Security  Administration  are 
not  identified  as  applying  to  railroad  beneficiaries  (because  the  bene- 
ficiary does  not  make  this  known) ,  many  railroad  beneficiary  claims 
are  submitted  to  other  carriers  and  require  rerouting  to  Travelers  In- 
surance Company.  This  is  expensive  and  a  cause  of  delay  in  making 
payments. 

The  committee  agrees  with  the  provision  in  the  House  bill  which 
provides  that  the  Railroad  Retirement  Board  shall  be  responsible  for 
collection  of  supplementary  medical  insurance  premiums  for  all  en- 
rollees  who  are  entitled  under  that  program.  This  change  will  elimi- 
nate the  confusion,  payment  delay,  and  administrative  expense  deriv- 
ing from  the  related  provisions  of  present  law. 

Under  the  House  bill  the  Railroad  Retirement  Board  would  be 
authorized  to  contract  with  a  carrier  or  carriers  for  purposes  of  serv- 
icing its  beneficiaries  with  respect  to  part  B  benefits,  an  arrangement 
presently  in  effect  as  a  result  of  the  Commissioner  of  Social  Security 
ha^^ng  delegated  his  authority  to  do  this  to  the  Railroad  Retirement 
Board.  However,  in  the  interest  of  program  efficiency,  economy,  and 
consistency  of  administration  in  an  area,  the  committee  bill  would 
delete  that  part  of  the  provision  which  grants  the  Railroad  Retirement 
Board  authority  to  choose  the  carrier  for  part  B  benefits  for  its 
beneficiaries  so  that  the  Secretary  of  Health;  Education,  and  Welfare 
would  continue  to  have  this  authority. 

This  provision  would  be  effective  for  premiums  becoming  due  and 
payable  after  the  fourth  month  after  the  month  of  enactment. 

Waiver  of  Requirement  of  Registered  Professional  Nurses  in 
Skilled  Nursing  Facilities  in  Rural  Areas 

(Sec.  267  of  the  bill) 

Under  current  law,  a  skilled  nursing  facility  certified  to  participate 
in  the  medicaid  program  is  required  to  maintain  an  organized  nursing 
service  under  the  direction  of  a  registered  professional  nurse  who  is 
employed  full  time.  The  law  requires  the  nursing  service  to  be  com- 
posed of  sufficient  nursing  and  auxiliary  personnel  to  provide  ade- 
quate and  properly  supervised  nursing  services  to  patients  during  all 
hours  of  each  day  and  all  days  of  each  week.  The  House  was  con- 
cerned that  this  requirement  posed  special  problems  for  skilled  nurs- 
ing facilities  in  rural  areas  where  there  is  inadequate  availability  of 
registered  nurses  to  staff  a  facility  and  therefore  authorized  a  waiver 
of  the  requirement  for  a  full-time  registered  nurse  in  rural  skilled 
nursing  homes. 

TMiile  the  committee  recognizes  the  difficulty  faced  by  many  rural 
skilled  nursing  facilities  in  obtaining  necessary  nursing  staff,  the  com- 
mittee also  believes  it  necessary  to  safeguard  the  patient  whose  nursing 
needs  warrant  continuing  care  by  a  registered  nurse,  such  as  those 
patients  requiring  administration  of  potent  injectable  and  intravenous 
medications  or  medicinal  gases  on  a  regular  basis,  maintenance  of 
tracheotomies  or  gastrotomies,  tubal  feeding,  etc. 

In  recognition  of  the  staffuig  difficulties  of  the  rural  skilled  nursing 
facilities,  the  committee  amendment  provides  that,  to  the  extent 
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that  law  or  regulation  requires  the  presence  of  a  registered  nurse 
on  one  full-shift  7  days  a  week,  a  special  waiver  of  the  nursing  re- 
quirement for  these  facilities  may  be  granted  provided  that  a  regis- 
tered nurse  is  absent  from  the  facility  for  not  more  than  two  day- 
shifts  (if  the  facility  employs  one  full-time  registered  nurse)  and  the 
facility  is  making  good  faith  efforts  to  obtain  another  on  a  part-time 
basis.  The  American  Nurses  Association  has  indicated  that  State 
nurses'  associations  would  willingly  cooperate  in  efforts  to  secure 
necessary  nursing  personnel ;  the  committee  expects  that,  to  the  extent 
such  cooperation  is  extended  it  will  be  utilized  toward  alleviating  a 
skilled  nursing  shortage  in  a  facility. 

Additionally,  to  protect  those  patients  who  may  need  daily  skilled 
nursing  care,  this  special  waiver  may  be  granted  only  if  (1)  the  fa- 
cility is  caring  only  for  patients  whose  physicians  have  indicated  (in 
written  form  on  order  sheet  and  admission  note)  that  they  could  go 
without  a  registered  nurse's  services  for  a  48 -hour  period  or  (2)  if  the 
facility  has  any  patients  for  whom  physicians  have  indicated  a  need 
for  daily  skilled  nursing  services,  the  facility  has  made  arrangements 
for  a  registered  nurse  or  a  physician  to  spend  such  time  as  is  neces- 
sary at  the  facility  to  provide  the  skilled  nursing  services  required  by 
patients  on  the  uncovered  day. 

Coverage  of  Chiropractic  Services  Under  Medicare 

(Sec.  273  of  the  bill) 

Under  the  House  bill,  the  Secretary  would  be  required  to  conduct  a 
study  of  chiropractic  services  covered  under  State  plans  approved 
under  title  XIX.  The  study  would  determine  whether  and  to  what 
extent  chiropractic  services  should  be  covered  under  the  supplementary 
medical  insurance  program  of  title  XVIII,  giving  particular  atten- 
tion to  the  limitations  which  should  be  placed  on  such  coverage  and 
on  the  amounts  to  be  paid  for  whatever  services  might  be  furnished. 
The  Committee  on  Finance  believes,  however,  that  further  study  of 
chiropractic  services  is  not  required  to  support  coverage  of  the  services 
of  chiropractors  under  the  supplementary  medical  insurance  program. 

In  providing  coverage  for  the  services  of  chiropractors,  the  com- 
mittee recognizes  the  need  for  controls  on  the  quality,  cost,  and  utiliza- 
tion of  such  services.  Accordingly,  the  committee  bill  v,^ould  broaden 
the  definition  of  the  term  "physician"  in  title  XVIII  to  include  a  li- 
censed chiropractor  who  also  meets  uniform  minimum  standards  to  be 
promulgated  by  the  Secretary.  The  committee  believes  that  at  least 
uniform  minimum  standards  of  the  following  kinds  should  underlie 
licensure :  satisfactory  evidence  of  preliminary  education  equal  to  the 
requirements  for  graduation  from  an  accredited  high  school  or  other 
secondary  school;  a  diploma  issued  by  a  college  of  chiropractic  ap- 
proved by  the  State's  chiropractic  examiners  and  where  the  practi- 
tioner has  satisfied  the  requirements  for  graduation  including  the  com- 
pletion of  a  course  of  study  covering  a  period  of  not  less  than  three 
school  years  of  six  months  each  year  in  actual  continuous  attendance 
covering  adequate  courses  of  study  in  the  subjects  of  anatomy,  phys- 
iology, symptomatology  and  diagnosis,  hygiene  and  sanitation,  chem- 


254 


istry,  histology,  pathology,  and  principles  and  practice  of  chiro- 
practic, including  clinical  instruction  in  vertebral  palpation,  nerve 
tracing  and  adjusting;  and  passage  of  an  examination  prescribed  by 
the  State's  chiropractic  examiners  covering  said  subjects.  Moreover, 
the  committee  does  not  intend  that  the  practice  of  operative  surgery, 
osteopathy,  or  administering  or  prescription  of  any  drug  or  medicine 
included  in  materia  medica  should  be  covered  by  the  practice  of 
chiropractic.  Such  standards  would  also  be  applicable  to  coverage  of 
chiropractic  services  under  medicaid. 

The  services  furnished  by  chiropractors  would  be  covered  under  the 
program  as  "physicians'  services,"  but  only  with  respect  to  treatment 
of  the  spine  by  means  of  manual  manipulation  which  the  chiropractor 
is  legally  authorized  to  perform.  As  with  other  program  benefits,  the 
committee  is  aware  of  the  possible  overutilization  of  chiropractic  serv- 
ices, and  expects  that  the  Secretary  will  issue  guidelines  to  medicare 
carriers  for  use  in  review  of  bills  for  such  services,  to  assure  proper 
usage  of  the  benefit. 

The  amendment  would  become  effective  with  respect  to  services  pro- 
vided on  or  after  July  1, 1973. 

3.  NEW  PROVISIONS  ADDED  BY  THE  FINANCE  COMMITTEE 
Professional  Standards  Review 

(Sec.  249F  of  the  Bill) 

According  to  recent  estimates  the  costs  of  the  medicare  hospital  in- 
surance program  will  overrun  the  estimates  made  in  1967,  by  some 
$240  billion  over  a  25-year  period.  The  monthly  premium  costs  for 
part  B  of  medicare — doctors'  bills — rose  from  a  total  of  $6  monthly 
per  person  on  July  1,  1966,  to  $11.60  per  person  on  July  1,  1972. 
Medicaid  costs  are  also  rising  at  precipitous  rates. 

The  rapidly  increasing  costs  of  these  programs  are  attributable  to 
two  factors.  One  of  these  is  an  increase  in  the  unit  cost  of  services 
such  as  physicians'  visits,  surgical  procedures,  and  hospital  days. 
PI.R.  1,  as  reported,  contains  a  number  of  desirable  provisions  which 
the  committee  believes  should  help  to  moderate  these  unit  costs. 

The  second  factor  which  is  responsible  for  the  increase  in  the  costs 
of  the  medicare  and  medicaid  programs  is  an  increase  in  the  number  of 
services  provided  to  beneficiaries.  The  Committee  on  Finance  has,  for 
several  years,  focused  its  attention  on  methods  of  assuring  proper 
utilization  of  these  services.  That  utilization  controls  are  particularly 
important  was  extensively  revealed  in  hearings  conducted  by  the  sub- 
committee on  medicare  and  medicaid.  Witnesses  testified  that  a  signifi- 
cant proportion  of  the  health  services  provided  under  medicare  and 
medicaid  are  probably  not  medically  necessary.  In  view  of  the  per  diem 
costs  of  hospital  and  nursing  facility  care,  and  the  costs  of  medical  and 
surgical  procedures,  the  economic  impact  of  this  overutilization  be- 
comes extremely  significant.  Aside  from  the  economic  impact  the  com- 
mittee is  most  concerned  about  the  effect  of  overutilization  on  the 
health  of  the  aged  and  the  poor.  Unnecessary  hospitalization  and  un- 
necessary surgery  are  not  consistent  with  proper  health  care. 
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Keview  of  Present  Utilization  Controls 

The  committee  has  found  that  present  utilization  review  require- 
ments and  activities  are  not  adequate. 

Under  present  law,  utilization  review  by  physician  staff  committees 
in  hospitals  and  extended  care  facilities  and  claims  review  by  medicare 
carriers  and  intermediaries  are  required.  These  processes  have  a  num- 
ber of  inherent  defects.  Review  activities  are  not  coordinated  between 
medicare  and  medicaid.  Present  processes  do  not  provide  for  an  inte- 
grated review  of  all  covered  institutional  and  noninstitutional  services 
which  a  beneficiary  may  receive.  The  reviews  are  not  based  upon 
adequately  and  professionally  developed  norms  of  care.  Additionally, 
there  is  insufficient  professional  participation  in,  and  support  of, 
claims  review  by  carriers  and  intermediaries  and  consequently  there  is 
only  limited  acceptance  of  their  review  activities.  With  respect  to  the 
quality  of  care  provided,  only  institutional  services  are  subject  to  qual- 
ity control  under  medicare,  and  then  only  indirectly  through  the 
application  of  conditions  of  participation. 

Under  present  law,  each  hospital  and  extended  care  facility  must 
have  a  utilization  review  plan  covering  services  provided  to  medicare 
patients  which  provides  for  review,  on  a  sample  or  other  basis,  of 
admissions,  duration  of  stays,  and  the  professional  services  furnished. 
The  review  is  to  include  consideration  as  to  the  medical  necessity 
of  the  services  and  the  efficient  use  of  health  facilities  and  services. 
The  utilization  review  is  undertaken  by  either  (1)  a  group,  including 
at  least  two  physicians,  organized  within  the  institution  or  (2)  a 
group  (including  at  least  two  physicans)  organized  by  a  local  medical 
society  or  other  group  approved  by  the  Secretary  of  Health,  Education, 
and  Welfare.  The  statute  provides  also  that  the  utilization  review 
group  must  be  organized  as  in  (2)  above,  if  the  institution  is  small  or 
for  such  other  good  reasons  as  may  be  included  in  regulations.  The 
utilization  review  group  must  also  review  long-stay  cases  and  inform 
those  concerned  (including  the  attending  physician)  when  it  deter- 
mines that  hospitalization  or  extended  care  is  no  longer  medically 
necessary. 

The  Finance  Committee  and  the  Ways  and  Means  Committee 
stressed  in  1965  that  these  requirements,  if  effectively  carried  out, 
would  discourage  improper  and  unnecessary  utilization.  The  Finance 
Committee  Report  (S.  Rept.  404,  pt.  I,  89th  Cong.,  p.  47)  stated: 

The  committee  is  particularly  concerned  that  the  utiliza- 
tion and  review  function  is  carried  out  in  a  manner  which 
protects  the  patients  while  at  the  same  time  making  certain 
that  they  remain  in  the  hospital  only  so  long  as  is  necessary, 
and  that  every  effort  be  made  to  move  them  from  the  hos- 
pital to  other  facilities  which  can  provide  less  expensive,  but 
equal,  care  to  meet  their  current  medical  needs. 
The  detailed  information  which  the  committee  has  collected  and 
developed  as  well  as  internal  reports  of  the  Social  Security  Adminis- 
tration indicate  clearly  that  utilization  review  activities  have,  gen- 
erally speaking,  been  of  a  token  nature  and  ineffective  as  a  curb  to  un- 
necessary use  of  institutional  care  and  services.  Utilization  review  in 
medicare  can  be  characterized  as  more  form  than  substance.  The  pres- 
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ent  situation  has  been  aptly  described  by  a  State  medical  society  in 
these  words : 

"Where  hospital  beds  are  in  short  supply,  utilization  review 
is  fully  effective.  Where  there  is  no  pressure  on  the  hospital 
beds,  utilization  review^  is  less  intense  and  often  token. 

The  current  statute  places  upon  the  intermediary  as  well  as  the  State 
health  agency  responsibility  for  assuring  that  participating  hospitals 
and  extended-care  facilities  effectively  perform  utilization  review. 

Available  data  indicate  that  in  many  cases  intermediaries  have  not 
been  performing  these  functions  satisfactorily  despite  the  fact  that  the 
Secretary  may  not,  under  the  law,  make  agreements  with  an  inter- 
mediary who  is  unwilling,  or  unable,  to  assist  providers  of  services 
with  utilization  review  functions. 

Apart  from  the  problems  experienced  in  connection  with  their 
determinations  of  "reasonable"  charges,  the  performance  of  the 
carriers  responsible  for  payment  for  physicians'  services  under  medi- 
care has  also  varied  widely  in  terms  of  evaluating  the  medical  necessity 
and  appropriateness  of  such  services.  Moreover,  ever  since  medicare 
began,  physicians  have  expressed  resentment  that  their  medical 
determinations  are  challenged  by  insurance  company  personnel.  The 
committee  has  concluded  that  the  present  system  of  assuring  proper 
utilization  of  institutional  and  physicians'  services  is  basically  in- 
adequate. The  blame  must  be  shared  between  failings  in  the  statutory 
requirements  and  the  willingness  and  capacity  of  those  responsible  for 
implementing  what  is  required  by  present  law. 

There  is  no  question,  however,  that  the  Government  has  a  respon- 
sibility to  establish  mechanisms  capable  of  assuring  effective  utilization 
review.  Its  responsibility  is  to  the  millions  of  persons  dependent  upon 
medicare  and  medicaid,  to  the  taxpayers  who  bear  the  burden  of 
billions  of  dollars  in  annual  program  costs,  and  to  the  health  care 
system. 

In  light  of  the  shortcomings  outlined  above,  the  committee  believes 
that  the  critically  important  utilization  review  process  must  be  re- 
structured and  made  more  effective  through  substantially  increased 
professional  participation. 

The  committee  believes  that  the  review  process  should  be  based  upon 
the  premise  that  only  physicians  are,  in  general,  qualified  to  judge 
whether  services  ordered  by  other  physicians  are  necessary.  The  com- 
mittee is  aware  of  increasing  instances  of  criticism  directed  at  the  use 
of  insurance  company  personnel  and  Government  employees  in  re- 
viewing the  medical  necessity  of  services. 

The  committee  generally  agrees  with  the  principles  of  "peer  review" 
enunciated  in  the  report  of  the  President's  Health  Manpower  Com- 
mission, issued  in  November  1967.  That  report  stated : 

Peer  review  should  be  performed  at  the  local  level  with 
professional  societies  acting  as  sponsors  and  supervisors. 

Assurance  must  be  provided  that  the  evaluation  groups 
perform  their  tasks  in  an  impartial  and  effective  manner. 

Emphasis  should  be  placed  on  assuring  high  quality  of 
performance  and  on  discovering  and  preventing  unsatis- 
factory performance. 
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The  more  objective  the  quality  evaluation  procedures, 
the  more  effective  the  review  bodies  can  be.  To  enable  greater 
objectivity,  there  should  be  a  substantial  program  of  re- 
search to  develop  improved  criteria  for  evaluation,  data 
collection  methods,  and  techniques  of  analysis.^ 

The  committee  has  therefore  included  an  amendment,  as  it  did  in 
H.K.  17550,  which  authorizes  the  establishment  of  independent  pro- 
fessional standards  review  organizations  (PSKO's)  by  means  of  which 
practicing  physicians  would  assume  responsibility  for  reviewing  the 
appropriateness  and  quality  of  the  services  provided  under  medicare 
and  medicaid. 

The  Committee  Provision 

The  committee  has  provided  for  a  review  mechanism  through  which 
practicing  physicians  can  assume  full  responsibility  for  reviewing  the 
utilization  of  services.  The  committee's  review  mechanism  at  the  same 
time  contains  numerous  safeguards  intended  to  fully  protect  the  public 
interest. 

The  committee  provision  would  establish  broadly  based  review 
organizations  with  responsibility  for  the  review  of  both  institutional 
and  outpatient  services,  as  opposed  to  the  present  fragmented  review 
responsibilities. 

The  new  review  organizations  would  be  large  enough  to  take  full 
advantage  of  rapidly  evolving  computer  technology,  and  to  minimize 
the  inherent  conflicts  of  interest  which  have  been  partially  responsible 
for  the  failure  of  the  smaller  institutionally  based  review  organiza- 
tions. The  review  process  would  be  made  more  sophisticated  through 
the  use  of  professionally  developed  regional  norms  of  diagnosis  and 
care  as  guidelines  for  review  activities,  as  opposed  to  the  present  usage 
of  arbitrarily  determined  checkpoints.  The  present  review  process, 
without  such  norms,  becomes  a  long  series  of  episodic  case-by-case 
analyses  on  a  subjective  basis  which  fail  to  take  into  account  in  a  sys- 
tematic fashion  the  experience  gained  through  past  reviews  or  to  suf- 
ficiently emphasize  general  findings  about  the  pattern  of  care  provided. 
The  committee  believes  that  the  goals  of  the  review  process  can  be 
better  achieved  through  the  use  of  norms  which  reflect  prior  review 
experience. 

The  committee's  bill  provides  specifically  for  the  establishment  of 
independent  professional  standards  review  organizations  (PSRO's) 
formed  by  organizations  representing  substantial  numbers  of  practic- 
ing physicians  in  local  areas  to  assume  responsibility  for  the  review 
of  service  (but  not  payments)  provided  through  the  medicare  and 
medicaid  programs. 

Recognizing  the  problem,  on  their  own,  a  number  of  medical  socie- 
ties and  other  health  care  organizations  have  already  sponsored  similar 
types  of  mechanisms  for  purposes  of  undertaking  unified  and  coordi- 
nated review  of  the  total  range  of  health  care  provided  patients.  Addi- 
tional medical  societies  are  proceeding  to  set  up  such  organizations. 

In  reaffirming  its  conviction  that  the  establishment  of  PSRO's 
should  result  in  important  improvements  to  the  medicare  and  medicaid 
programs,  the  committee  has  taken  particular  note  of  the  progress 
which  has  been  made  by  a  number  of  prototype  review  organizations 

1  Report  of  the  Health  Manpower  Commission,  November  1967,  p.  48. 
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across  the  country.  Experience  by  these  organizations  has  provided 
tlie  committee  with  convincing  evidence  that  peer  review  can — and 
should — be  implemented  on  an  operational,  rather  than  merelv  an 
experimental  basis. 

The  committee  expects  that  in  developing  the  policies  and  regula- 
tions implementing  the  PSRO  provision,  the  Secretary  will  seek  the 
advice  and  comisel  of  physicians  and  administrators  connected  with 
existing  successful  re^dew  organizations. 

However,  in  most  parts  of  the  country,  new  organizations  would  need 
to  be  developed. 

The_  committee  would  stress  that  physicians — preferably  through 
organizations  sponsored  by  their  local  associations — should  assume 
responsibility  for  the  professional  review  acti^dties.  Medicine,  as  a 
profession,  should  accept  the  task  of  advising  the  individual  physician 
Avhere  his  pattern  of  practice  indicates  that  he  is  overutilizing  hospital 
or  nursing  home  ser\dces,  overtreating  his  patients,  or  performing  un- 
necessarj^  surgery. 

It  is  preferable  and  appropriate  that  organizations  of  professionals 
midertake  review  of  members  of  their  profession  rather  than  for  Gov- 
ernment to  assume  that  role.  The  inquiry  of  the  committee  into  medi- 
care and  medicaid  indicates  that  Government  is  ill  equipped  to  assure 
adequate  utilization  review.  Indeed,  in  the  committee's  opmion.  Gov- 
ernment should  not  have  to  review  medical  determinations  unless  the 
medical  profession  evidences  an  unwillingness  to  properly  assume  the 
task. 

But,  the  committee  does  not  intend  any  abdication  of  public 
responsibility  or  accomitability  in  recommending  the  professional 
standards  review  organizations  approach.  ^Vliile  persuaded  that  com- 
prehensive review  through  a  unified  mechanism  is  necessary  and  that 
it  should  be  done  through  usage,  wherever  possible  and  wherever 
feasible,  of  medical  organizations,  the  committee  would  not  preclude 
other  arrangements  being  made  by  the  Secretary  where  medical  orga- 
nizations are  unwilling  or  unable  to  assume  the  required  work  or  where 
such  organizations  function  not  as  an  effective  professional  effort  to 
assure  proper  utilization  and  quality  of  care  but  rather  as  a  token 
bufl'er  designed  to  create  an  illusion  of  professional  concern. 

In  a  number  of  areas  of  the  country,  carriers  and  intermediaries — 
even  though  their  activity  is  limited  to  restrospective  review — are 
doing  a  reasonably  effective  job  of  controlling  unnecessary  utilization 
of  health  care  services.  Such  efforts  should  not  be  termmated  in  any 
area  until  such  time  as  a  PSRO  has  satisfactorily  demonstrated  the 
willingness,  operational  capacity,  and  performance  to  effectively  sup- 
plant and  improve  upon  existing  review  work.  Even  where  the  PSRO 
becomes  the  paramount  re^dew  organization,  the  existing  review,  if  it  is 
efficient  and  effective,  should  not  be  dismantled,  if  the  PSRO  can  bene- 
fit by  utilizing  its  experience  and  services. 

Establishment  of  PSRO's 

The  amendment  requires  the  Secretary,  following  consultation 
with  national,  State  and  local,  public  and  private  medical  ^care 
organizations,  and  medical  societies,  to  tentatively  designate  PSRO 
areas  throughout  the  country  by  January  1,  1974.  In  smaller  or  more 
sparsely  populated  States,  the  designations  would  probably  be  on  a 
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statewide  basis.  Each  area,  defined  in  geographic  or  medical  service 
area  terms,  would  generally  include  a  minimum  of  300  practicing 
physicians — in  most  cases  substantially  more  than  that  number.  Be- 
cause of  the  minimum  number  of  physicians  required — intended  to 
assure  broad,  diverse,  and  objective  representation — it  is  expected  that 
there  will  be  many  multicounty  PSEO  areas. 

Tentative  area  designations  could  be  modified  if,  as  the  system  was 
placed  into  operation,  changes  seemed  desirable.  Area  designations 
would  also  take  into  consideration  the  need  to  assure  a  reasonably 
coordinated  administrative  arrangement  among  PSRO's  and  the  vari- 
ous medicare  and  medicaid  administrative  mechanisms  in  a  State  or 
area.  The  Secretary  would  provide  prototype  plans  of  organization 
and  operation  to  prospective  PSRO's  in  each  area.  The  prototypes 
would  be  developed  in  consultation  with  proposed  PSRO's  and  with 
various  organizations  presently  operating  comprehensive  review  mech- 
anisms as  well  as  national,  State  and  local,  private  and  public,  health 
organizations. 

It  should  be  emphasized  that  in  recommending  operational,  rather 
than  experimental  authority,  it  is  recognized  that  the  successful  de- 
velopment of  professional  review  organizations  can  encompass  a  vari- 
ety of  prototypes  and  that  changes  in  technology  can  be  expected  to 
result  in  continued  modifications  in  procedures,  and  that  much  re- 
mains to  be  done  in  the  area  of  the  development  and  refinement  of 
professional  norms.  It  is  believed,  though,  that  the  proposal  can 
be  implemented  within  an  overall  framework  of  innovation  and  flex- 
ibility. The  committee  believes,  further,  that  only  a  full  implementa- 
tion effort  will  provide  the  impetus  needed  to  establish  effective  and 
equitable  comprehensive  professional  review  throughout  the  Nation. 

Priority  in  designation  as  a  PSRO  would  be  given  to  organizations 
established  at  local  levels  representing  substantial  numbers  of  prac- 
ticing physicians  who  are  willing  and  believed  capable  of  progressively 
assuming  responsibility  for  overall  continuing  review  of  institutional 
and  outpatient  care  and  services.  Local  sponsorship  and  operation 
should  help  engender  confidence  in  the  familiarity  of  the  review  group 
with  norms  of  medical  practice  in  the  area  as  well  as  in  their  knowledge 
of  available  health  care  resources  and  facilities.  Furthermore,  to  the 
extent  that  review  is  employed  today,  it  is  usually  at  the  local  level. 
To  be  approved,  a  PSRO  applicant  must  provide  for  the  broadest 
possible  involvement,  as  reviewers  on  a  rotating  basis,  of  physicians 
engaged  in  all  types  of  practice  in  an  area  such  as  solo,  group,  hospital, 
medical  school,  and  so  forth. 

Participation  in  a  PSRO  would  be  voluntary  and  open  to  every 
physician  in  the  area.  Existing  organizations  of  physicians  should  be 
encouraged  to  take  the  lead  in  urging  all  their  members  to  participate 
and  no  physician  could  be  barred  from  participation  because  he  is 
or  is  not  a  member  of  any  organized  medical  group  or  be  required  to 
join  any  such  group  or  pay  dues  or  their  equivalent  for  the  privilege 
of  becoming  a  member  or  officer  of  any  PSRO  nor  should  there  be  any 
discrimination  in  assignments  to  perform  PSRO  duties  based  on  mem- 
bership or  nonmembership  in  any  such  organized  group  of  physicians. 

Physician  organizations  or  groupings  would  be  completely  free  to 
undertake  or  to  decline  assumption  of  the  responsibilities  of  organizing 
a  PSRO.  If  they  decline,  the  Secretary  would  be  empowered  to  seek 
alternative  applicants  from  among  other  medical  organizations.  State 


260 


and  local  health  departments,  medical  schools,  and  failing  all  else, 
carriers  and  intermediaries  or  other  health  insurers.  In  no  case,  how- 
ever, could  any  organization  be  designated  as  a  PSRO  which  did  not 
have  professional  medical  competence.  And,  in  no  case  could  any  final 
adverse  determinations  by  a  PSRO  with  respect  to  the  conduct  or  pro- 
vision of  care  by  a  physician  be  made  by  anyone  except  another  quali- 
fied physician. 

PSRO  physicians  engaged  in  the  review  of  the  medical  necessity  for 
hospital  care  and  justification  of  need  for  continued  hospital  care  must 
be  active  hospital  staff  members.  The  purpose  here  is  to  assure  that 
only  doctors  knowledgeable  in  the  provision  and  practice  of  hospital 
care  will  review  such  care.  To  the  extent  feasible,  it  is  intended  that  a 
physician  not  be  involved  in  decisionmaking  in  the  review  of  care  for 
the  PSRO  which  was  provided  in  a  hospital  where  he  has  active  staff 
privileges  (except  to  the  extent  of  his  involvement  with  "in-house" 
review  acceptable  to  the  PSRO) . 

The  committee  expects  that  the  Secretary  will  provide  every  pos- 
sible assistance  to  the  PSRO'S.  The  Department  would  be  re- 
quired to  develop  prototype  review  plans  and  would  be  expected 
to  provide  assistance  and  encouragement  in  the  development  of  ac- 
ceptable review  plans.  Proposals  submitted  to  the  Secretary  by  pros- 
pective PSRO's  would  be  made  available,  on  request,  to  appropriate 
concerned  organizations  and  individuals  who,  in  turn,  would 
be  free  to  submit  to  the  Secretary  such  comments  on  the  proposal  as 
might  assist  his  evaluation  of  the  prospective  PSRO.  The  Department 
would  also  be  required  to  develop  the  capacity  to  evaluate  the  potential 
of  review  plans  proposed  by  organizations  throughout  the  country,  and 
with  the  assistance  and  advice  of  the  National  Professional  Standards 
Review  Council,  to  monitor  on  a  regular  and  continuing  basis  the  per- 
formance of  the  organizations  selected  through  the  use  of  statistical 
comparisons  and  other  means  of  evaluation. 

The  committee  recognizes  that  proper  administration  of  this  provi- 
sion will  involve  substantial  administrative  effort  and  expense.  How- 
ever, over  the  long  run,  the  PSRO  provision,  properly  implemented, 
should  result  in  substantial  reductions  in  program  costs  and  improved 
quality  of  care.  The  Secretary  is  expected  to  take  such  administrative 
steps  and  provide  all  necessary  assistance  and  cooperation  to  assure 
that  no  PSRO  fails  because  it  does  not  have  access  to  the  means  or 
information  required  to  perform  adequately. 

CONDITIOXAL  StATCS  OF  PSRO'S 

A  qualified  PSRO  applicant  would  be  approved  on  a  conditional 
basis  for  a  period  not  to  exceed  2  years  during  which  it  would  develop 
and  expand  its  review  activities  and  capacity.  Contracts  may  be  termi- 
nated upon  90  days"  notice  by  either  the  PSRO  or  the  Secretary.  During 
the  conditional  period,  existing  medicare  and  medicaid  review  opera- 
tions would  also  continue  so  as  to  provide  backup  and  standby  capacity 
in  the  event  a  PSRO  encounters  difficulties  or  is  terminated.  At  the  end 
of  the  conditional  period,  where  the  PSRO  has  satisfactorily  demon- 
strated its  effectiveness  in  review,  the  Secretary  would  have  authority 
and  would  be  expected  to  waive  any  other  professional  review  require- 
ments, in  whole  or  part,  imposed  under  the  law  and  regulations. 
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Medicare  and  medicaid  claims-paying  agencies  would  be  expected  to 
abide  by  final  decisions  of  the  PSRO  during  this  trial  period.  Placing 
reliance  on  the  PSRO  decision  during  the  trial  period  is  necessary  to 
permit  an  accurate  appraisal  of  the  effectiveness  with  which  the  condi- 
tionally approved  PSRO's  could  be  expected  to  exercise  the  review 
function  in  the  absence  of  concurrent  review  by  others. 

As  noted,  once  an  organization  is  accepted  as  a  PSRO  the  Secretary 
would  regularly  evaluate  its  performance  using  statistical  comparison 
and  other  means  of  evaluation  including  the  findings  and  recommen- 
dations of  the  statewide  and  national  professional  standards  review 
councils  established  under  the  amendment.  Where  performance  of  an 
organization  was  determined  to  be  unsatisfactory,  and  timely  efforts 
to  bring  about  its  improvement  failed,  the  Secretary  could  terminate 
its  participation  after  aj)propriate  notice  and  opportunity  for  admin- 
istrative hearing.  A  finding,  for  example,  that  one  PSRO  was  accept- 
ing without  question  substantial  numbers  of  requests  which  other  ap- 
parently well-run  PSRO's  were  generally  investigating  and  denying 
would  be  expected  to  result  in  termination  of  the  agreement  with  the 
former  PSRO  unless  the  situation  is  justified  by  factors  related  to 
medical  necessity  or  unless  reasonable  action  to  correct  the  problem  is 
undertaken. 

The  committee  anticipates  that  PSRO's  will  function  in  effective 
and  dedicated  fashion  under  the  guidance  of  concerned  physicians.  In 
instances  where  there  might  be  only  nominal  or  halfhearted  perform- 
ance, it  would  be  expected  that  necessary  remedial  action  would  be 
promptly  taken  through  the  initiative  of  the  medical  profession  and, 
failing  that,  by  the  Secretary. 

If  the  Secretary  found  it  necessary  to  replace  a  review  organization, 
as  a  first  step  he  would  consult  with  other  review  organizations  in  the 
State  involved  as  well  as  with  the  State  medical  society  to  determine 
whether  another  local  organization  or  an  organization  sponsored  by 
the  State  society  itself  was  Avilling  and  capable  of  undertaking  review 
responsibility  in  the  geographic  area  concerned.  In  the  event  that  such 
was  not  the  case,  he  could  then  contract  with  State  or  local  health 
departments  or  employ  other  suitable  professional  means  of  assuring 
the  necessary  review  activity  in  the  area. 

Responsibilities  of  a  PSRO 

A  PSRO  would  have  the  responsibilitjr  of  determining — for  pur- 
poses of  eligibility  for  medicare  and  medicaid  reimbursement — whether 
care  and  services  provided  were :  first,  medically  necessary,  and  second, 
provided  in  accordance  with  professional  standards.  Additionally,  the 
PSRO  where  medically  appropriate,  would  encourage  the  attending 
physician  to  utilize  less  costly  alternative  sites  and  modes  of  treatment. 
The  PSRO  would  not  be  involved  with  questions  concerning  the  rea- 
sonableness of  charges  or  costs  or  methods  of  payment  nor  would  it  be 
concerned  with  internal  questions  relating  to  matters  of  managerial 
efficiency  in  hospitals  or  nursing  homes  except  to  the  extent  that  such 
questions  substantially  affect  patterns  of  utilization.  The  PSRO's  re- 
sponsibilities are  confined  to  evaluating  the  appropriateness  of  medical 
determinations  so  that  medicare  and  medicaid  payments  will  be  made 
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only  for  medically  necessary  services  which  are  provided  in  accordance 
with  professional  standards  of  care. 

The  local  PSRO  would  be  primarily  responsible  for  review  of  all 
medicare  and  medicaid  services  rendered  or  ordered  by  physicians  in 
its  area.  The  purpose  of  the  provision  is  to  establish  a  unified  review 
mechanism  for  all  health  care  services  under  the  aegis  of  the  principal 
element  in  the  health  care  equation,  the  physician.  Christian  Science 
practice,  however,  would  not  be  encompassed  in  the  overall  review  and 
review  arrangements  required  of  a  PSRO. 

In  carrying  out  its  responsibilities  the  PSRO  would  be  required  to 
regularly  review  provider  and  practitioner  profiles  of  care  and  service 
(that  is,  the  patterns  of  services  delivered  to  medicare  and  medicaid 
beneficiaries  by  individual  health  care  practitioners  and  institutions) 
and  other  data  to  evaluate  the  necessity,  quality,  and  appropriateness 
of  services  for  which  payment  may  be  made  under  the  medicare  and 
medicaid  programs. 

The  PSRO  Avould  be  expected  to  analyze  the  pattern  of  services 
rendered  or  ordered  by  individual  practitioners  and  providers  and  to 
concentrate  its  attention  on  situations  in  which  unnecessary,  sub- 
standard, or  inappropriate  services  seem  most  likely  to  exist  or  occur. 
Emphasis  in  review  efforts  would  be  related  to  the  results  expected  to 
be  achieved  by  these  efforts  so  that  the  net  advantage  from  the  review 
time  would  be  maximized. 

A  PSRO  would  have  authority  to  approve  the  medical  necessity  of 
all  elective  hospital  admissions  in  advance — solely  for  the  purpose  of 
determining  whether  medicare  or  medicaid  will  pay  for  the  care.  The 
PSRO  would  also  be  required  to  acknowledge  and  accept,  in  whole  or 
in  part,  an  individual  hospital's  own  review  of  admissions  and  need 
for  continued  care,  on  a  hospital-by-hospital  basis,  where  it  has  deter- 
mined that  a  hospital's  "in-house"  review  is  effective.  It  is  expected 
that  where  such  "in-house"  review  is  effective  this  authority  would 
be  exercised  by  the  PSRO.  Similarly,  a  PSRO  would  be  required  to 
acknowledge  and  accept  for  its  purposes,  review  activities  of  other 
medical  facilities  and  organizations,  including  those  internal  review 
activities  of  comprehensive  prepaid  group  practice  programs  such  as 
the  Kaiser  Health  plans  and  the  Health  Insurance  Plan  (H.I.P.)  in 
New  York  to  the  extent  such  review  activities  are  effective.  In  issuing 
regulations  to  assure  orderly  operation  of  this  procedure  of  evaluating 
in-house  review  the  Secretary  would  be  expected  to  incorporate  reason- 
able appeals  procedures  to  avoid  any  non-professional  prejudice  or 
bias  by  the  PSRO  in  acceptance  or  rejection  of  in-house  review.  In 
order  to  assure  the  broadest  possible  participation  in  PSRO  activities 
by  physicians  in  an  area,  internal  review  activities  will  not  be  accepted 
by  a  PSRO  where  the  physicians  of  the  institution  or  medical  orga- 
nization concerned  do  not  participate  in  the  overall  review  activities 
conducted  by  the  PSRO.  Thus  an  institution  or  medical  organization 
which  is  carrying  out  effective  review  would  bring  its  desirable  ex- 
pertise to  the  benefit  of  the  entire  community,  to  the  extent  that  the 
PSRO  finds  those  review  activities  and  experience  effectively  assist  in 
fulfilling  its  overall  responsibilities. 

The  purpose  here  is  to  build  upon  and  encourage  improvement  in 
existing  systems  of  review  to  the  extent  those  systems  are  capable  of 
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assisting  in  fulfilling  the  overall  responsibilities  of  a  PSRO.  Thus 
effective  review  mechanisms  would  be  recognized  and  encouraged  by 
the  PSRO.  Of  course,  PSRO's  would  use  this  authority  carefully.  In- 
discriminate acceptance  of  hospital  and  other  review  activities  would 
undoubtedly  be  reflected  in  an  overall  poor  performance  rating  when 
a  PSRO  was  measured  against  other  PSRO's  operating  in  careful 
fashion.  A  poor  rating  could,  in  turn,  lead  to  termination  and  replace- 
ment of  the  negligent  PSRO.  Where  provision  of  services  was  disap- 
proved by  the  PSRO,  payment  for  the  services  could  not  be  made  under 
medicare  or  medicaid  (unless  the  disapproval  was  reversed  in  the 
course  of  reconsideration,  hearing,  or  court  review) .  In  case  of  advance 
review  the  institution  and  the  patient  alike  would  know  in  advance 
whether  medicare  will  pay  for  the  health  care  services  being  contem- 
plated, although  denial  of  certification  for  admission  would  not  bar 
admission  of  any  patient  to  an  institution  if  his  physician  desires  to 
admit  him  and  if  the  institution  accepts  his  admission.  In  this  regard, 
medicare  parallels  private  health  insurance  where  a  private  policy 
issuer  might  determine  that  the  care  proposed  or  rendered  was  not 
reimbursable  under  the  terms  of  the  policy. 

Where  advance  approval  by  the  review  organizations  for  institu- 
tional admission  was  required  and  provision  of  the  services  was 
approved  by  the  PSRO,  or  where  and  to  the  extent  the  PSRO  ac- 
cepted "in-house"  review,  such  approval  would  provide  the  basis  for  a 
presumption  of  medical  necessity  for  purposes  of  medicare  and  medic- 
aid benefit  payments.  However,  advance  approval  of  institutional  ad- 
mission would  not  preclude  a  retroactive  finding  that  ancillary  services 
(not  specifically  approved  in  advance)  provided  during  the  covered 
stay  were  excessive. 

The  PSRO,  where  it  has  not  accepted  in-house  review  in  a  given 
hospital  as  adequate,  would  be  responsible  for  revieAving  attending 
physicians'  certifications  of  need  for  continued  hospital  care  beyond 
professionally  determined  regional  norms  directly  related  to  patients' 
age  and  diagnoses,  using  criteria  such  as  the  types  of  data  developed 
by  the  Commission  on  Professional  and  Hospital  Activities,  which  is 
sponsored  by  the  American  Hospital  Association,  the  American  Col- 
lege of  Physicians,  and  the  American  College  of  Surgeons.  It  is  ex- 
pected that  such  certification  would  generally  be  required  not  later 
than  the  point  where  50  percent  of  patients  with  similar  diagnoses  and 
in  the  same  age  groups  have  usually  been  discharged.  However,  it  is 
recognized  that  there  are  situations  in  which  such  stays  for  certain 
diagnoses  may  be  quite  short  in  duration.  In  such  situations  the  PSRO 
might  decide  against  requiring  certification  at  or  before  the  expiration 
of  the  period  of  usual  lengths  of  stay  on  the  grounds  that  the  certifica- 
tion would  be  unproductive ;  for  example,  when  the  usual  duration  of 
stay  is  two  days  or  less.  Certification  on  the  first  day  of  stay  might 
yield  no  significant  advantage  in  the  review  process.  This  profession- 
ally determined  time  of  certification  of  need  for  continued  care  is  a 
logical  checkpoint  for  the  attending  physician  and  is  not  to  be  con- 
strued as  a  barrier  to  further  necessary  hospital  care.  Neither  should 
the  use  of  norms  as  checkpoints,  nor  any  other  activity  of  the  PSRO, 
be  used  to  stifle  innovative  medical  practice  or  procedures.  The  intent 
is  not  conformism  in  medical  practice — the  objective  is  reasonableness. 
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PSRO  disapproval  of  the  medical  necessity  for  continued  hospital 
care  beyond  the  norm  for  that  diagnosis  will  not  mean  that  the  physi- 
cian must  discharge  his  patient.  The  physician's  authority  to  decide 
the  date  of  discharge  as  well  as  whether  his  patient  should  be  admitted 
in  the  first  place  cannot  be  and  are  not  taken  from  him  by  the  PSRO. 
The  review  responsibility  of  the  PSRO  is  to  determine  whether  the 
care  should  be  paid  for  by  medicare  and  medicaid.  By  making  this 
determination  in  advance,  the  patient,  the  institution,  and  the  physi- 
cian will  all  be  forewarned  of  the  desirability  of  making  alternative 
plans  for  providing  care  or  financing  the  care  being  contemplated. 

Similarly,  as  feasible,  out-of -institution  norms  would  be  developed 
and  utilized  based  upon  patterns  of  actual  and  proper  practice  by 
physicians.  Such  norms  are  available  in  many  areas  to  an  extent  today. 
It  is  recognized  that  continuing  efforts  will  need  to  be  made  to  improve 
the  scope  and  comprehensiveness  of  such  norms. 

Operation  of  a  PSRO 

It  is  expected  that  a  PSRO  would  operate  in  a  manner  which  con- 
serves and  maximizes  the  productivity  of  physician  review  time  with- 
out unduly  imposing  on  his  principal  function,  the  provision  of  health 
care  services  to  his  own  patients.  One  way  to  conserve  physician  review 
time  is  through  automated  screening  of  claims  by  computers  and  other 
devices  used  in  the  claims  process  carried  out  under  review  specifica- 
tions and  parameters  set  forth  by  the  PSRO.  Another  way  to  con- 
serve physician  time  would  be  through  the  use  of  other  qualified  per- 
sonnel such  as  registered  nurses  who  could,  under  the  direction  and 
control  of  PSRO  physicians,  aid  in  assuring  effective  and  timely  re- 
view. And  as  already  pointed  out,  a  third  is  by  utilizing  the  services  of 
active  and  conscientious  utilization  review  committees  in  hospitals 
and  in  local  medical  organizations. 

It  is  expected  that  the  Secretary  will  develop  necessary  procedures 
for  coordination  between  medicaid  agencies,  medicare  carriers  and 
intermediaries  and  the  PSRO's.  To  the  extent  that  profiles  are  pres- 
ently maintained  by  State  agencies,  carriers  and  intermediaries,  these 
would  be  made  available  to  the  PSRO's.  Following  completion 
of  the  conditional  period  of  PSRO  designation  the  Secretary 
would  be  authorized  to  waive  any  control  or  review  activity 
required  by  law  which  he  determines  to  be  unnecessary  in  view  of  the 
review  and  control  activities  assumed  by  and  effectively  performed  by 
a  PSRO.  Thus,  the  PSRO  activity  would  be  fitted  into  the  medicare- 
medicaid  process  with  an  eye  to  efficiency  in  the  system.  When  a  fed- 
erally financed  system  of  operation  of  a  PSRO  is  developed,  whether 
directly  by  the  PSRO  or  by  contract,  that  system  would  be  made  avail- 
able without  charge  for  use  by  other  PSRO's. 

Existing  medical  organizations,  such  as  the  San  Joaquin  and 
Sacramento  Medical  Foundations  in  California,  and  others  have 
developed  patient  and  practitioner  profile  forms  and  approval  certifica- 
tion and  other  review  methods  which  may  provide  the  bases  for  devel- 
opment of  uniform  data  gathering  and  review  procedures  capable  of 
being  employed  in  many  areas  of  the  Nation.  The  committee  expects 
that  the  Secretary,  in  conjunction  with  various  medical  and  other 
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organizations,  would  assist  the  local  professional  standards  revieAv 
organizations  through  providing  them  with  model  operational  guides, 
forms  and  methodology  descriptions.  To  the  greatest  extent  possible, 
standardized  forms  and  procedures  should  be  utilized  by  the  local 
review  organizations.  Of  course,  this  approach  Avould  not  preclude 
acceptable  modification  and  adaptation  to  meet  local  circumstances, 
but  basic  formats  should  be  established  for  national  usage  and  basic 
comparable  data  for  inter-PSKO  comparisons  should  be  developed. 

It  is  expected  that  where  economical  and  efficient  computer  and 
other  resources  already  exist  in  carriers  and  intermediaries  they  would 
be  utilized  to  the  extent  feasible  and  that  operations  would  be  con- 
solidated and  coordinated  wherever  possible.  In  a  similar  fashion,  the 
PSRO  could  use  the  established  communication  channels  of  State  and 
local  medical  associations  to  keep  practicing  physicians  fully  in- 
formed of  review  activities. 

The  committee  would  stress  that  the  approach  recommended  does 
not  envisage  Blue  Cross  or  Blue  Shield  or  other  insurance  organiza- 
tions or  hospital  or  medical  association  review  committees,  assuming 
the  review  responsibilities  for  the  professional  standards  review  or- 
ganizations. Where  Blue  Cross  or  Blue  Shield  or  other  insurers,  or 
agencies  have  existing  computer  capacity  capable  of  producing  the 
necessary  patient,  practitioner,  and  provider  profiles  in  accordance 
with  the  parameters  and  other  requirements  of  the  PSRO,  on  an  on- 
going expeditious  and  economical  basis,  it  would  certainly  be  appro- 
priate to  employ  that  capacity  as  a  basic  tool  for  the  professional 
standards  review  organizations;  but  that  mechanism  would  be  em- 
ployed essentially  to  feed  computer  printouts  to  the  review  organiza- 
tions which  would  be  responsible  for  their  evaluation.  Where  it  would 
facilitate  administration,  the  Secretary  could  designate  a  specific  car- 
rier or  intermediary  as  "lead"  carrier  or  intermediary  for  purposes  of 
coordination  with  PSRO's  in  an  area.  The  responsibility  for  handling 
requests  for  such  prior  approval  of  hospital  admissions,  elective  pro- 
cedures and  services  as  might  be  required,  as  well  as  the  administrative 
mechanism  for  processing  such  requests,  would  lie  with  the  PSRO's. 
A  "lead"  carrier  or  intermediary  would  not  interfere  with  nor  inter- 
rupt direct  contact  between  the  Secretary  and  the  PSRO's. 

It  is  expected  that  PSRO's  would  make  specific  arrangements  with 
groups  representing  substantial  numbers  of  dentists  for  necessary  re- 
view^ of  dental  services. 

PSRO's  would  be  authorized  and  expected  to  retain  and  consult 
with  other  types  of  health  care  practitioners  such  as  podiatrists  to 
assist  in  reviewing  services  which  their  fellow  practitioners  provide. 
However,  physicians  should  not  be  precluded — in  fact  they  should  be 
encouraged — to  participate  in  the  review  of  services  ordered  by  phy- 
sicians but  rendered  by  other  health  care  practitioners.  For  example, 
physical  therapists  may  be  utilized  in  the  review  of  physical  therapy 
services,  but  physicians  should  determine  whether  the  services  should 
have  been  ordered.  The  PSRO  would  be  responsible  for  seeing  to  it 
tliat  any  arrangement  it  made  was  carried  out  effectively. 

Expenses  reasonably  and  necessarily  incurred  by  the  PSRO's,  state- 
wide councils  and  advisory  groups  and  the  national  council  Avould  be 
borne  by  the  Federal  Government.  Since  overutilization  of  health  serv- 
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ices  is  not  restricted  to  medicare  and  medicaid  but  affects  private  health 
insurance  as  well,  the  PSRO  would  be  at  liberty  to  provide  its  review 
services  to  private  health  insurers  provided  the  additional  review  ef- 
forts do  not  lower  the  quality  of  the  medicare-medicaid  reviews. 
In  such  a  case,  there  would  be  a  proportionate  allocation  of  costs 
between  medicare,  medicaid,  and  others  served  by  the  review  organi- 
zation. 

Employees  of  the  PSKO  would  be  selected  by  the  organization  and 
would  not  be  Government  employees.  Where  the  Federal  Government 
has  paid  for  or  supplied  necessary  equipment  to  the  review  organiza- 
tions, title  to  such  property  would  remain  with  the  Government. 

A  PSKO  agreement  would  include  provision  for  orderly  transfer 
of  medicare  and  medicaid  records,  data  and  other  materials  developed 
during  the  trial  period  to  the  Secretary  or  such  successor  organization 
as  he  might  designate  in  the  event  of  termination  of  the  initial  agree- 
ment. Such  transfer  would  involve  only  those  records  pertinent  to  medi- 
care and  medicaid  patients  and  would  be  made  solely  for  purposes  of 
permitting  orderly  continuity  of  review  activities  by  a  successor 
PSRO. 

Sanctions  and  Liability 

It  is  anticipated  that  in  those  areas  where  PSRO's  function  effec- 
tively, the  need  for  sanctions  will  be  minimal.  However,  sanctions  are 
provided  under  the  amendment  to  deter  improper  activity. 

On  the  basis  of  its  investigations  of  situations  of  possible  abuse 
identified  in  its  own  review  or  referred  to  it  by  the  Secretary  or  his 
administrative  agents,  the  PSRO  would  (after  reasonable  notice  and 
opportunity  for  discussion  with  the  practitioner  or  provider  involved) 
recommend  to  the  Secretary  appropriate  action  against  persons 
responsible  for  gross  or  continued  overuse  of  services,  for  use  of  serv- 
ices in  an  unnecessarily  costly  manner,  or  for  inadequate  quality  of 
services  and  would  act  to  the  extent  of  its  authority  and  influence  to 
correct  improper  activities. 

In  determining  responsibility  for  overuse  of  services,  uneconomical 
use  of  services  or  the  provision  of  substandard  services,  the  PSRO 
would  take  into  account  actual  ability  of  the  provider  or  physician 
to  control  the  activities  in  question. 

Where  a  review  organization  finds  that  voluntary  and  educational 
efforts  fail  to  correct  or  remedy  an  improper  situation  with  respect 
to  a  practitioner  or  provider,  it  would  transmit  its  recommendations 
concerning  sanctions  through  the  statewide  council  to  the  Secretary 
of  HEW.  Protective  appeals  procedures  are  afforded  to  those  against 
Avhom  sanctions  have  been  recommended.  Where  he  receives  such  a 
recommendation,  the  Secretary  could  terminate  or  suspend  medicare 
and  medicaid  payment  for  the  services  of  the  practitioner  or  provider 
involved,  or  assess  an  amount  reasonably  related  to  the  excessive  costs 
to  the  programs  deriving  from  the  acts  or  conduct  involved — but  not 
to  exceed  $5,000  against  persons  or  institutions  found  to  be  at  fault. 
In  such  cases  the  practitioner  or  provider  would  be  granted  a  hearing 
by  the  Secretary  on  request  and  could  seek  judicial  review  of  the  final 
determination  of  the  Secretary. 

The  amendment  provides  protection  from  civil  liability  for  those 
engaged  in  required  review  activities,  or  who  provide  information  to 
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PSRO's  in  good  faith,  for  actions  taken  in  the  proper  performance 
of  these  duties.  Activities  taken  with  malice  toward  a  practitioner  or 
institution,  or  group  of  practitioners  would  not  be  considered  action 
taken  in  the  proper  performance  of  these  duties.  In  addition,  physi- 
cians and  providers  would  be  exempt  from  civil  liability  arising  from 
adherence  to  the  recommendations  of  the  review  organization  (where 
it  was  a  physician-sponsored  and  operated  PSRO)  provided  they  ex- 
ercise due  care  in  the  performance  of  their  functions.  The  intention 
of  this  provision  in  the  amendment  is  to  remove  any  inhibition  to 
proper  exercise  of  PSRO  functions,  or  the  following  by  practitioners 
and  providers,  of  standards  and  norms  recommended  by  the  review 
organization.  Thus,  a  physician  following  practices  which  fall  within 
the  scope  of  those  recommended  by  a  PSRO  would  not  be  liable,  in  the 
absence  of  negligence  in  other  respects  for  having  done  so. 

Failure  to  order  or  provide  care  in  accordance  with  the  norms  em- 
ployed by  the  PSRO  is  not  intended  to  create  a  legal  presumption  of 
liability. 

The  exemptions  from  civil  liability  would  apply  to  a  range  of 
patterns  which  fall  within  the  scope  of  the  norm,  to  the  extent  that 
such  a  range  is  considered  acceptable  by  the  PSRO  in  accordance  with 
regulations  of  the  Secretary.  For  example,  the  usual  length  of  stay  for 
a  given  illness  might  be  6  days,  but  an  individual  practitioner  might 
only  hospitalize  his  patient  for  4  days.  In  this  case  the  doctor 
might  be  motivated  to  keep  his  patient  in  the  hospital  for  an  extra 
2  days  to  assure  himself  of  exemption  from  liability.  However,  as 
described  above,  the  PSRO  could  approve  a  range  of  norms,  each  of 
which  was  considered  medically  acceptable  by  the  PSRO,  which  could 
encompass  a  hospital  stay  of  4  days  as  being  sufficient.  It  is  not 
intended,  however,  that  this  protection  preclude  the  liability  of  any 
person  who  is  negligent  in  performing  PSRO  functions  or  who  mis- 
applies or  causes  to  be  misapplied  the  professional  standards  promul- 
gated by  a  review  organization. 

A  physician  or  provider  should  not  be  relieved  of  responsibility 
where  standards  or  norms  are  followed  in  an  inappropriate  manner 
or  where  an  incorrect  recommendation  by  the  PSRO  is  induced 
through  provision  of  erroneous  or  incomplete  information. 

Objective  and  impartial  review  must  be  provided  by  a  PSRO  if 
it  is  to  be  effective  and  respected.  Malice,  vendettas,  or  other  arbitrary 
and  discriminatory  practices  or  policies  are  by  definition  "nonprofes- 
sional," and  in  the  unlikely  event  of  such  occurrences  the  Secretary 
is  expected  to  promptly  act  to  terminate  the  contract  with  the  orga- 
nization involved  unless  it  immediately  undertakes  voluntary  cor- 
rective measures. 

Hearings,  Review  and  Waiver  of  Liabilitt 

A  medicare  beneficiary,  medicaid  recipient,  provider  of  services  or 
health  care  practitioner  who  was  dissatisfied  with  a  determination  by 
a  PSRO  under  this  provision  would  be  entitled  to  reconsideration  of 
the  determination  by  the  PSRO ;  where  the  matter  in  controversy  is 
$100  or  more  the  reconsideration  would  be  subject  to  review,  on  ap- 
peal, by  a  State  Professional  Standards  Review  Council  or  by  the  Sec- 
retary. Where  the  amount  in  question  exceeded  $1,000,  the  Secretary's 
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final  decision  would  be  subject  to  judicial  review.  A  review  or  appeal 
proceeding  under  the  PSRO  provision  would  be  in  lieu  of  any  other 
review  under  the  Social  Security  Act  with  respect  to  the  same  issue. 

Generally,  where  the  PSRO  disapproved  items  or  services  furnished 
under  medicare  and  medicaid,  payment  for  such  items  and  services 
could  not  be  made  by  these  programs.  However,  provision  is  made  for 
the  Secretary  to  make  payment  for  disapproved  items  and  services 
where  he  determined  that  a  claimant  was  without  fault  with  respect 
to  the  provision  of  items  or  services.  This  provision  is  needed  to  pre- 
vent making  individuals  liable  for  payment  for  the  disapproved  serv- 
ices when  they  accepted  the  services  under  the  impression  they  would 
be  paid  for  by  medicare  or  medicaid. 

State  and  National  Organizations 

Under  the  amendment  statewide  professional  standards  review 
councils  (and  an  advisory  group  to  each  council)  would  be  established 
in  States  which  have  three  or  more  PSRO's.  A  council  would  consist 
of  one  representative  from  each  PSRO,  two  physicians  designated 
by  the  State  medical  society,  two  physicians  designated  by  the  State 
hospital  association,  and  four  persons,  knowledgeable  in  health  care, 
selected  by  the  Secretary  as  public  representatives.  Two  of  the  public 
representatives  would  be  selected  from  nominees  recommended  by  the 
Governor  of  the  State. 

A  statewide  council  would  serve  to  coordinate  the  activities  of  the 
PSRO's  within  the  State,  disseminate  information  and  other  data  to 
them  and  review  the  overall  effectiveness  of  each  of  the  PSRO's 
operations.  The  council  would  be  advised  and  assisted  in  its  activities 
by  an  advisory  group  consisting  of  representatives  of  health  care 
practitioners  (other  than  physicians)  and  health  care  institutions. 

Completing  the  structure,  a  national  professional  standards  review 
council  would  be  established.  That  council  would  consist  of  11  physi- 
cians of  recognized  standing  and  distinction  in  the  review  of  medical 
practice  who  would  be  appointed  by  the  Secretary.  A  majority  of  the 
members  would  be  selected  from  nominees  of  national  organizations 
representing  practicing  physicians.  The  council  would  also  include 
physicians  nominated  by  consumer  groups  and  other  health  care  inter- 
ests such  as  hospitals.  The  national  council  would  arrange  for  the  col- 
lection and  distribution  of  data  and  other  information  useful  to  the 
statewide  and  local  professional  standards  review  organizations ;  par- 
ticularly, norms  of  care  employed  in  various  geographic  or  medical 
service  areas  and  various  methods  of  utilizing  and  applying  those 
norms.  The  national  council  would  also  report  regularly  to  the  Secre- 
tary and  to  the  Congress  on  the  overall  and  area-by-area  effectiveness 
of  the  review  program  and  offer  such  recommendations  as  it  might 
have  for  improvement  of  the  program. 

Role  of  the  Inspector  General 

Properly  established  and  properly  implemented  throughout  the 
Nation,  professional  standards  review  mechanisms  can  help  relieve 
the  tremendous  strain  which  soaring  health  costs  are  placing  upon  the 
entire  population.  Emphasis,  wherever  possible,  upon  the  provision  of 
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necessary  care  on  an  outpatient  rather  than  inpatient  basis  could 
operate  to  reduce  need  for  new  construction  of  costly  hospital  facilities. 
Hospital  bed  need  would  be  further  reduced  by  reductions  in  lengths 
of  hospital  stay  and  avoidance  of  admission  for  unnecessary  or  avoid- 
able hospitalization. 

To  be  effective,  the  PSRO  provisions  will  require  full  and  forth- 
right implementation.  Equivocation,  hesitance,  and  half-hearted  com- 
pliance will  negate  the  intended  results  from  delegation,  with  appro- 
priate public  interest  safeguards,  of  primary  responsibility  for  pro- 
fessional review  to  nongovernmental  physicians.  For  these  reasons, 
the  committee  expects  that  the  Inspector  General  for  Health  Admin- 
istration (whose  office  is  established  under  another  amendment)  will 
give  special  attention  to  monitoring  and  observing  the  establishment 
and  operation  of  the  PSRO's  to  assure  conformance  and  compliance 
with  congressional  intent. 

Coverage  of  Certain  Maintenance  Drugs  Under  Medicare 

(Sec.  215  of  the  bill) 
Background 

The  committee  added  an  amendment  to  the  House  bill  which  would 
provide  coverage  of  certain  maintenance  drugs  under  part  A  of  medi- 
care. Medicare  presently  covers  the  cost  of  drugs  given  to  an  inpatient 
in  a  hospital  or  extended  care  facility,  but  does  not,  however,  pay  for 
prescription  drugs  on  an  outpatient  basis. 

Beneficiaries  and  others  have  frequently  indicated  the  lack  of  cover- 
age for  outpatient  drugs  as  the  most  significant  gap  in  the  medicare 
benefit  structure.  Prescription  drug  expenses  account  for  a  large 
part  of  the  health  expenses  of  older  people.  More  important,  per- 
haps, than  the  fact  that  drugs  represent  a  large  out-of-pocket  expense 
for  the  elderly  is  that  this  expense  is  distributed  unevenly  among  the 
elderly.  Those  with  chronic  illnesses  such  as  heart  or  respiratory 
diseases  are  often  faced  with  recurring  drug  expenses  and  many  of 
these  drugs  are  critical  to  the  survival  of  these  chronically  ill  patients. 
As  a  result,  the  elderly  with  chronic  illnesses  have,  on  the  average, 
prescription  drug  expenditures  nearly  three  times  as  high  as  those 
without  chronic  illnesses. 

The  committee  believes  that  an  outpatient  prescription  drug  benefit 
is  the  most  important  and  logical  benefit  addition  to  the  Medicare  pro- 
gram. However,  the  committee  was  quite  concerned  with  the  cost  and 
administrative  problems  associated  with  proposals  to  cover  all  out- 
patient prescription  drugs  under  medicare.  Covering  all  drugs  for  the 
aged  and  disabled,  with  a  $1  copayment,  was  estimated  by  the  Social 
Security  Administration  to  cost  about  $2.6  billion.  In  addition,  the 
administrative  burden  of  covering  all  drugs  would  be  enormous  since 
the  program  would  have  to  deal  with  millions  of  small  prescriptions, 
and  the  utilization  controls  to  assure  that  prescriptions  reimbursed 
under  medicare  were  reasonable  and  necessary  and  used  only  by  bene- 
ficiaries, would  be  quite  cumbersome. 

In  studying  the  problems  posed  with  respect  to  establishing  an  out- 
patient drugs  benefit,  the  committee  concluded  that  the  problems  could 
in  large  part  be  surmounted  by  an  approach  which  focused  on  provid- 
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ing  specified  drugs  whicli  are  necessary  for  the  treatment  of  the  most 
common  crippling  or  life-threatening  chronic  diseases  of  the  elderly. 
This  approach  wonld  have  four  advantages :  ( 1 )  It  would  result  in  the 
medicare  dollar  being  targeted  toward  patients  with  chronic  diseases 
who  need  drugs  on  a  continuing  basis  for  a  lengthy  period  of  time: 
(2)  it  would  substantially  simplify  administration  of  a  drugs  bene- 
fit; (3)  it  would  incorporate  almost  self -policing  utilization  con- 
trols at  a  relatively  low  administrative  cost,  since  the  program  would 
involve  only  a  relatively  small  number  of  drug  entities  and  the  neces- 
sity for  these  drugs  would  be  comj^aratively  easy  to  establish;  and  (4) 
this  approach  would  substantially  lower  the  cost  of  providing  a  drugs 
benefit.  The  cost  of  the  amendment  is  estimated  at  $740  million  for 
the  first  full  year  beginning  July  1, 1973. 

The  committee  approach  is  consistent  with  the  recommendation  of 
the  Task  Force  on  Drugs  of  the  Department  of  Health,  Education, 
and  Welfare.  The  Task  Force,  in  accordance  with  the  Social  Security 
Amendments  of  1967,  undertook  many  months  of  study  concerning 
the  appropriateness  and  possible  methods  of  covering  drugs  under 
medicare.  In  their  final  report,  issued  in  February  1969,  the  Task 
Force  stated : 

"Available  data  on  drug  use  by  the  elderly  support  the 
hypothesis  that  coverage  of  only  those  drugs  which  are  im- 
portant for  the  treatment  of  chronic  illness  among  the 
elderly,  and  which  usually  are  required  on  a  continuing  or 
recurring  basis,  would  concentrate  the  protection  provided 
by  a  drug  program  where  it  is  most  clearly  needed.*' 

After  reviewing  the  relative  advantages  of  this  approach,  the  Task 
Force  recommended : 

"In  order  to  achieve  maximum  benefits  with  whatever  funds 
may  be  available,  and  to  give  maximum  help  to  those  of  the 
elderly  whose  drug  needs  are  the  most  burdensome,  the  Task 
Force  finds  that  particular  consideration  should  be  given  to 
providing  coverage  at  the  outset  mainly  for  those  prescription 
drugs  which  are  most  likely  to  be  essential  in  the  treatment  of 
serious  long-term  illness." 

The  committee  commends  the  Task  Force  for  its  exhaustive  and 
definitive  eiforts  and  agrees  with  its  recommendation. 

SinviMAKY  or  Committee  Amexdiviext 

Basically,  the  committee  amendment  would  cover  specific  drugs 
necessary  for  the  treatment  of  the  many  crippling  or  life -threatening 
diseases  of  the  elderly  with  the  beneficiary  subject  to  a  copayment  of 
$1  per  prescription. 

The  chronic  illnesses  covered  under  the  amendment  were  carefully 
chosen.  The  Task  Force  on  Prescription  Drugs  issued  a  voluminous 
study  containing  extensive  data  with  respect  to  drug  utilization  among 
the  elderly.  The  table  below,  taken  from  the  Task  Force  report,  lists 
the  more  common  chronic  illnesses  of  the  elderly,  in  order  of  the  nimi- 
ber  of  prescriptions  related  to  each  condition. 
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DESCENDING  ORDER  FOR  NUMBER  OF  PRESCRIPTIONS  USED  IN  TREATMENT 
OF  ILLNESSES  AMONG  THE  AGED 

[Excluding  mental  conditions,  gastrointestinal  disorders,  chronic  skin  diseases 

and  anemia] 

Number  of  Rx's 


Diagnosed  Conditions  in  thousands 

Heart   46,512 

High  blood  pressure   19,681 

Arthritis  and  rheumatism   17,343 

Gen ito- urinary  conditions   9,127 

Diabetes   8,085 

Colds,  coughs,  throat  conditions  and  influenza  '   7,504 

Other  disorders  of  circulatory  system   4,776 

Injuries  and  adverse  reactions'..-    4,000 

Neoplasm      3,701 

Eye    3,683 

Emphysema  -   2,766 

Asthma  and  hay  fever   2,547 

Other  respiratory  conditions   2,415 

Sinus  and  bronchial  conditions  ..   2,138 

Ear    2,113 

Pneumonia   1,531 

Thyroid   1,491 


^  Not  included  in  amendment  because  of  generally  short-term  nature  of  condition  and  need 
for  prescriptions. 

The  amendment  would  cover  serious  chronic  conditions  necessitat- 
ing long-term  drug  treatment  with  the  exception  of  mental  and 
nervous  conditions,  chronic  skin  disease,  anemia,  and  gastrointestinal 
disorders.  These  diagnoses  are  excepted  because  many  of  the  drugs 
used  in  their  treatment  (for  example,  tranquilizers,  antacids,  anti- 
spasmodics, antidiarrheals,  vitamins,  iron,  and  skin  ointments)  are 
drugs  which  are  also  used  by  many  people  for  general  reasons  and 
are,  therefore,  difficult  to  confine  to  appropriate  usage  by  beneficiaries 
only  (for  example,  they  could  be  acquired  for  use  by  nonbeneficiaries) 
as  opposed  to  drugs  such  as  insulin  or  digitalis  which  are  almost  in- 
variably used  only  by  those  who  have  a  specific  need  for  them.  In  addi- 
tion, concern  has  been  expressed  that  coverage  of  the  "major"  tran- 
quilizers used  in  the  treatment  of  mental  illnesses  might  encourage 
over-prescribing  of  potent  tranquilizers  for  older  people. 

The  amendment  would  further  limit  coverage  to  only  certain  drugs 
used  in  the  treatment  of  covered  conditions.  In  other  words,  people 
with  chronic  heart  disease  often  use  digitalis  drugs  to  strengthen  their 
heartbeat,  anticoagulant  drugs  to  reduce  the  danger  of  blood  clots  and 
other  drugs  to  lower  their  blood  pressure.  These  types  of  drugs  would 
be  covered  under  the  amendment  as  they  are  necessary  in  the  treatment 
of  the  heart  condition  and  they  are  not  types  of  drugs  generally  used 
by  people  without  heart  conditions.  However,  other  drugs  which  might 
be  used  by  those  with  chronic  heart  conditions  (such  as  sedatives,  tran- 
quilizers and  vitamins)  would  not  be  covered  as  they  are  drugs  which 
are  generally  less  expensive,  less  critical  in  treatment  and  much  more 
difficult  to  handle  administratively,  as  many  patients  without  chronic 
heart  disease  may  also  utilize  these  types  of  medications. 

The  provision  is  designed  to  establish  a  basis  for  coverage  of  drugs 
capable  of  administration  at  reasonable  cost.  In  this  form  and  scope 
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it  is  an  approach  capable  of  providing  significant  help  and  of  allowing 
for  orderly  future  expansion  if  that  were  later  decided. 

It  is  expected  that  the  Formulary  Committee  will  study  the  prob- 
lems related  to  the  question  of  possible  medicare  coverage  of  drugs 
used  in  the  treatment  of  mental  illness  with  particular  attention  to 
development  of  means  of  assuring  appropriate  usage  of  such  drugs. 
The  Formulary  Committee  would  submit  to  the  Congress,  through  the 
Secretary,  a  report  concerning  its  findings,  conclusions  and  recom- 
mendations with  respect  to  this  matter. 

Eligibility 

All  persons  covered  under  part  A  of  medicare  would  be  eligible  for 
the  new  outpatient  drugs  benefit.  Under  the  provision,  the  drugs  cov- 
ered are  necessary  in  the  treatment  of  the  following  conditions : 

Diabetes  Gout 

High  blood  pressure  Tuberculosis 

Chronic  cardiovascular  Glaucoma 

disease  Thyroid  disease 

Chronic  respiratory  disease  Cancer 

Chronic  kidiiey  disease  Epilepsy 

Arthritis  and  Rheumatism  Parkinsonism 

Myasthenia  gravis 

The  fact  that  the  patient  needs  the  drug  would  indicate  that  he 
suffers  from  one  of  the  above  illnesses.  Thus  generally  the  existence  of 
a  specific  chronic  illness  would  not  have  to  be  established  in  connection 
with  the  application  for  payment  for  the  prescription. 

Benefits 

The  covered  drug  therapeutic  categories  are  as  follows : 

Andrenocorticoids  Cardiotonics 
Anti-anginals  Cholinesterase  inhibitors 

Anti-ar  rhythmics  Diuretics 
Anti- coagulants  Gout  suppressants 

Anti-con  vulsants  Hypoglycemics 

( excluding  phenobarbital )  Miotics 
Anti-hypertensives  Thyroid  hormones 

Anti-neoplastics  Tuberculostatics 
Anti -Parkinsonism  agents 
Anti-rheumatics 
Bronchodilators 

Within  these  categories,  eligible  drugs  would  be  those  prescription 
drug  entities  which  are  included  by  dosage  form  and  strength  in  the 
Medicare  Formulary  described  below.  The  amendment  would  exclude 
drugs  not  requiring  a  physician's  prescription  (except  for  insulin), 
drugs  such  as  antibiotics  which  are  generally  used  for  a  short  period 
of  time  and  drugs  such  as  tranquilizers  and  sedatives  which  may  be 
used  not  only  by  beneficiaries  suffering  from  serious  chronic  illnesses, 
but  also  by  many  other  persons  as  well.  Beneficiaries  would  incur  a  $1 
copayment  obligation  for  each  prescription.  They  would  also  be 
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obliged  to  pay  any  charges  in  excess  of  the  product  price  component  of 
the  reasonable  allowances  where  a  higher-priced  product  of  a  drug 
included  in  the  Formulary  was  prescribed  and  where  the  allowances 
were  based  upon  generally  available  lower  cost  products  (see  "reason- 
able allowance"  below).  Payment  under  this  program  would  not  be 
made  for  drugs  supplied  to  beneficiaries  who  are  inpatients  in  a  hos- 
pital or  skilled  nursing  facility  because  their  drugs  are  already  cov- 
ered under  medicare. 

Formulary  Committee 

To  assure  rational  and  professional  control  over  the  drugs  covered 
and  the  cost  of  the  drugs  benefit,  and  to  assure  that  funds  are  being 
targeted  toward  the  most  necessary  drug  entities  within  each  covered 
therapeutic  category,  a  Medicare  Formulary  would  be  established. 

The  Formulary  would  be  compiled  by  a  committee  consisting  of 
five  members,  a  majority  of  whom  would  be  physicians.  The  members 
would  include  the  Commissioner  of  Food  and  Drugs  and  four  individ- 
uals of  recognized  professional  standing  and  distinction  in  the  fields 
of  medicine,  pharmacology  or  pharmacy  who  are  not  otherwise  em- 
ployed by  the  Federal  Government  and  who  do  not  have  a  direct  or  in- 
direct financial  interest  in  the  economic  aspects  of  the  committee's  deci- 
sions. Members  would  be  appointed  by  the  Secretary  for  5 -year  stag- 
gered terms  and  would  not  be  eligible  to  serve  continuously  for  more 
than  two  terms.  The  Chairman  would  be  elected  by  and  from  the  public 
members  for  renewable  one-year  terms. 

It  is  expected  that  appointees  to  the  Formulary  Committee  will 
have  the  stature  and  expertise  to  assure  objective  effort  and  informed 
decision-making  of  a  level  engendering  public  and  professional  con- 
fidence in  their  integrity  and  judgment. 

The  Formulary  Committee  would  be  authorized,  with  the  approval 
of  the  Secretary,  to  engage  or  contract  for  such  reasonable  technical 
assistance  as  it  determined  it  might  need  from  time  to  time  to  enhance 
its  capacity  for  judgment  concerning  inclusion  of  drugs  in  the  Formu- 
lary. This  could  include  utilizing  the  services  of  the  committees  and 
technical  staff  of  the  official  compendia  (the  United  States  Pharma- 
copeia and  the  National  Formulary) .  The  committee  expects  that  such 
contracting  would  be  undertaken  on  a  limited  ad  hoc  basis,  and  will 
be  used  to  supplement,  as  necessary,  the  services  available  within  the 
Department. 

The  Formulary  Committee's  primary  responsibility  would  be  to 
compile,  publish,  and  revise  periodically  a  Medicare  Formulary  which 
would  contain  a  listing  of  the  drug  entities  (and  dosage  forms  and 
strengths)  within  the  therapeutic  categories  covered  by  the  program 
which,  based  upon  its  professional  judgment,  the  committee  finds  neces- 
sary for  proper  patient  care,  taking  into  account  other  drug  entities 
included  in  the  Formulary.  To  aid  fully  its  consideration  as  to  whether 
a  drug  entity  should  be  included  in  the  Formulary,  the  Formulary 
Committee  would  be  authorized  to  obtain  any  records  pertaining  to  a 
drug  which  were  available  to  any  other  department  or  agency  of  the 
Federal  Government  and  to  request  of  suppliers  of  drugs  and  other 
knowledgeable  persons  or  organizations  pertinent  information  concern- 


274 


ing  the  drug.  The  committee  would  be  authorized  to  establish  pro- 
cedures which  it  might  require  to  determine  the  appropriateness  of 
including  or  excluding  a  given  drug  from  the  Formulary. 

The  Formulary  Committee  would  exercise  utmost  care  in  main- 
taining the  confidentiality  of  any  material  of  a  confidential  nature 
made  available  to  it. 

For  purposes  of  inclusion  in  or  exclusion  from  the  Formulary  of  any 
drug  entity  (in  a  given  dosage  form  and  strength),  the  principal 
factors  to  be  taken  into  account  by  the  committee  would  be :  (1)  Clini- 
cal equivalence,  in  the  case  of  the  same  dosage  forms  in  the  same 
strength  of  the  same  drug  entity;  and  (2)  relative  therapeutic  value 
in  the  case  of  similar  or  dissimilar  drug  entities  in  the  same  thera- 
peutic category.  The  price  of  a  drug  entity  would  not  be  a  considera- 
tion in  the  judgment  of  the  Formulary  Committee. 

In  considering  which  drug  entities  and  strengths,  and  dosage  forms, 
to  include  in  the  Medicare  Formulary,  the  Formulary  Committee  is 
expected,  on  the  basis  of  its  professional  and  scientific  analysis  of 
available  information,  to  exclude  such  drugs  as  it  determines  are  not 
necessary  for  proper  patient  care  taking  into  account  those  drugs  (or 
strengths  and  dosage  forms)  which  are  included  in  the  Formulary. 

For  example,  in  their  consideration  of  drug  entities  in  the  therapeutic 
category  known  as  anti-anginals,  a  therapeutic  category  included  in 
the  covered  categories,  the  Formulary  Committee  would  be  expected 
to  take  into  account  professional  appraisals  such  as  the  following 
which  appears  in  ''Drug  Evaluations — 1971.''  an  authoritative  publica- 
tion of  the  American  Medical  Association : 

"The  effectiveness  of  the  short -acting  agents,  such  as  nitro- 
glycerin and  amyl  nitrite,  has  been  established  through  many 
years  of  use.  *  *  *  The  oral  administration  of  the  so-called 
'long-acting  nitrates  e.g.,  pentaerythritol  tetranitrate,  .  .  . 
erythrityl  tetranitrate,  .  .  .  isosorbide-dinitrate,  as  well  as 
some  preparations  of  nitroglycerin  are  alleged  to  reduce  the 
number  of  episodes  and  the  severity  of  the  pain  of  angina 
pectoris.  The  effectiveness  of  these  agents  is  even  more  diffi- 
cult to  determine  than  that  of  the  short-acting  nitrates,  and 
thus  the  beneficial  value  of  their  long-term  use  is  contro- 
versial. *  *  *  Thus,  it  cannot  be  concluded  that  the  long  act- 
ing nitrates  are  of  definite  therapeutic  value  for  prolonged 
use. 

"Many  products  are  available  that  contain  a  mixture  of 
antianginal  agents  or  an  antianginal  agent  with  a  sedative  or 
'   other  drug(s)  ;  however,  none  of  these  fixed-dose  combina- 
tions is  rational.  There  is  no  evidence  that  a  combination  of 
antianginal  agents  has  any  advantage  over  the  individual 
agents  and,  if  more  than  one  type  of  drug  is  needed,  they 
should  be  prescribed  separately." 
The  above  quotation  is  illustrative  of  the  type  of  source  and  infor- 
mation to  which  the  Formulary  Committee  is  anticipated  to  give  seri- 
ous consideration  and  weight  in  determining  those  drug  entities  (and 
dosage  forms  and  strengths)  which  are  reasonably  appropriate  as  eli- 
gible drugs  for  purposes  of  medicare  reimbursement. 
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Prior  to  removing  any  drug  entity  (or  a  particular  dosage  form 
or  strength)  from  the  Formulary,  the  committee  would  afford  reason- 
able opportunity  for  a  hearing  on  the  matter  to  persons  engaged  in 
manufacturing  or  supplying  the  drug  involved.  Similarly,  any  person 
manufacturing  or  supplying  a  drug  entity  not  included  in  the  Formu- 
lary, but  which  he  believed  to  possess  the  requisite  qualities  for  inclu- 
sion, could  petition  the  committee  for  consideration  of  the  inclusion  of 
his  drug  and,  if  the  petition  was  denied,  might,  at  the  discretion  of  the 
committee,  upon  reasonable  showing  to  the  Formulary  Committee  of 
ground  for  a  hearing,  be  afforded  a  hearing  on  the  matter. 

In  addition  to  the  list  of  drug  entities  included  in  the  Formulary, 
the  Formulary  would  also  include  a  listing  of  the  prices  (generally 
the  average  wholesale  prices)  at  which  the  various  products  of  the 
drug  entities  are  usually  sold  by  suppliers  to  establishments  dispensing 
drugs. 

The  Formulary  Committee  would  be  solely  responsible  for  profes- 
sional judgment  as  to  which  drug  entities  (and  dosage  forms  or 
strengths)  are  included  in  the  Formulary.  The  Secretary  would  not 
be  involved  in  the  making  of  those  professional  determinations. 

Reimbursement 

Reimbursement  would  be  based,  generally,  on  the  average  wholesale 
price  at  which  the  prescribed  product  of  the  drug  entity  included  in  the 
Formulary  is  sold  to  pharmacies  plus  a  professional  fee  or  other 
dispensing  charges,  except  that  reimbursement  could  not  exceed  an 
amount  which,  when  added  to  the  copayment  required  of  the  bene- 
ficiary, exceeded  the  actual  customary  charge  at  which  the  dispenser 
sells  the  prescription  to  the  general  public. 

Both  components  of  the  reimbursement  would  be  subject  to  overall 
limitations  just  as  medicare's  reimbursement  to  physicians,  hospitals 
and  other  suppliers  is  subject  to  overall  limitations.  The  professional 
fee  or  other  dispensing  charge  would  not  be  recognized  for  medicare 
reimbursement  purposes  to  the  extent  that  it  was  in  excess  of  the 
75tli  percentile  of  fees  or  charges  for  other  pharmacies  in  the  same 
census  region.  In  establishing  the  75th  percentile  limit  in  an  area 
where  some  pharmacies  use  one  system  of  calculation  and  others  use  a 
different  system,  it  is  the  intent  that  the  75th  percentile  of  charges  be 
calculated  independently  for  the  two  systems  only  where  a  substantial 
number  of  pharmacists  in  an  area  used  each  of  the  methods  of  charg- 
ing for  dispensing  costs.  Otherwise,  use  of  the  percentile  would  have 
the  result  that  a  scattering  of  pharmacists  using  a  given  form  could  set 
their  own  limit  which  might  not  be  reasonable  in  relation  to  the  usual 
practices  in  a  community.  In  order  to  avoid  this  undesirable  effect, 
where  only  a  few  pharmacists  in  an  area  used  a  given  form  of  dispens- 
ing charge,  the  limit  on  this  charge  would  normally  be  set  at  a  level 
essentially  equivalent  to  the  75th  percentile  for  the  form  of  dispensing 
charge  most  frequently  used  by  pharmacists  in  an  area.  In  determin- 
ing the  75th  percentile,  pharmacies  with  a  lesser  volume  of  prescrip- 
tion business  would  be  compared  with  each  other  and  all  larger  volume 
pharmacies  Avould  be  similarly  compared  ^v^ith  each  other. 

Increases  in  the  prevailing  professional  fees  or  other  dispensing 
charges  would  be  recognized  in  a  manner  similar  to  recognition  of 
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increases  in  prevailing  physicians'  fees.  That  is  to  say,  increases  in  pre- 
vailing fees  or  dispensing  charges  could  be  recognized  (not  more  than 
annually)  up  to  limits  established  for  program  purposes  by  factors 
based  upon  changes  in  costs  of  doing  business  and  average  earnings 
levels  in  an  area  during  a  given  period  of  time.  A  given  pharmacy 
could  change  from  a  professional  fee  to  another  dispensing  charge 
basis  or  vice  versa,  but  for  program  reimbursement  purposes  the  net 
effect  of  such  change  should  be  neutral. 

Program  payment  for  the  drug  entity  (in  given  dosage  forms  and 
strengths)  would  be  limited  to  reasonable  allowances  determined  by 
the  Secretary  on  the  basis  of  the  average  wholesale  prices  at  which  the 
various  products  of  the  drug  entity  (in  a  given  dosage  form  and 
strength)  are  commonly  sold  to  pharmacies  in  a  region  plus  the  pro- 
fessional fee  or  dispensing  charge.  The  beneficiary  would  be  obligated 
to  pay  $1  of  the  reasonable  allowance.  If  there  was  only  one  supplier 
of  a  drug  entity,  the  price  at  which  it  was  generally  sold  (plus  the  fee 
or  dispensing  charge)  would  represent  the  reasonable  allowance.  If, 
however,  several  products  of  the  drug  (in  the  same  strength  and  dosage 
form)  were  generally  available,  reasonable  allowances  would  be  estab- 
lished which  would  encompass  the  lower  priced  products  which  were 
generally  available  and  sold  to  pharmacies  in  a  region.  The  number  of 
lower  priced  products  selected  would  stop  at  the  point  where  reason- 
able availability  of  the  drug  entity  is  assured.  In  the  latter  case,  other 
products  of  the  drug  entity  (in  the  covered  dosage  form  and  strength) 
could  also  be  reimbursable — even  though  not  specifically  included  in 
the  range  of  lower-priced  products — where  the  average  wholesale 
price  of  any  such  product  was  at  or  below  the  point  used  by  the  Secre- 
tary in  establishing  a  reasonable  allowance.  This  procedure  avoids  the 
problem  of  having  to  list  every  eligible  drug  product  falling  within 
the  range  of  acceptable  supplier  prices  in  order  for  it  to  be  re- 
imbursable. 

Products  of  a  drug  entity  included  in  the  Formulary  which  are 
priced  above  the  highest  reasonable  allowance  would  be  reimbursable 
but  only  to  the  extent  of  the  highest  reasonable  allowance.  The  bene- 
ficiary would  be  obligated  to  pay  the  excess  cost. 

There  would  be  three  circumstances  under  which  the  program  pay- 
ment for  a  prescription  could  exceed  reasonable  allowances.  First,  if 
the  supplier  of  a  given  drug  product  (of  a  drug  entity  in  a  strength 
and  dosage  form  included  in  the  Formulary)  can  demonstrate  to  the 
Formulary  Committee  that  his  product  possesses  distinct  therapeutic 
advantages  over  other  products  (of  the  same  dosage  form  and 
strength)  of  that  drug  entity,  then  the  reasonable  allowance  for  that 
drug  product  would  be  based  upon  the  price  at  which  it  was  generally 
sold  to  pharmacies.  Second,  where  the  Formulary  Committee  believed 
there  was  legitimate  question  concerning  the  clinical  equivalency  of 
the  various  products  of  different  suppliers  of  a  covered  drug  entity 
(or  of  given  dosage  forms  and  strengths)  the  Formulary  Committee 
w^ould  be  expected  to  list  all  of  the  products  of  the  covered  drug  entity 
(in  the  dosage  forms  and  strengths  in  question)  so  as  to  provide  the 
prescriber  with  complete  discretion  until  such  time  as  the  matter  Avas 
resolved.  Thus,  the  reasonable  allowance  would  be  based  upon  the  rea- 
sonable customary  price  to  the  pharmacy  for  the  product  prescribed  by 
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the  physician  in  such  cases.  Third,  if  the  physician  felt  in  a  specific 
instance  that  a  particular  manufacturer's  product  of  a  drug  entity 
included  in  the  Formulary,  but  which  was  priced  above  the  highest 
product  price  component  of  the  reasonable  allowance,  provides  su- 
perior therapy  to  his  patient  and  if  he  prescribes  that  product  in  his 
own  handwriting  by  its  established  name  and  the  name  of  its  supplier, 
the  reasonable  allowance  for  the  product  would  be  based  upon  the 
price  at  which  it  was  generally  sold  to  pharmacies.  Thus,  a  physician's 
reasonable  discretion  to  prescribe  a  particular  product  of  a  drug  entity 
included  in  the  Formulary  would  be  accommodated.  In  such  cases, 
however,  the  reasonable  allowance  would  not  be  greater  than  the  actual 
usual  or  customary  charge  at  which  the  pharmacy  sells  that  particular 
drug  product  to  the  general  public.  The  committee  expects  that  these 
unusual  prescribing  situations  will  occur  in  only  a  small  percent  of 
cases,  and  this  procedure  would  not  negate  the  overall  medicare  re- 
quirement that  services  be  reasonable  and  necessary.  The  Professional 
Standards  Eeview  Organizations  (or,  in  the  absence  of  a  PSRO,  other 
appropriate  professional  revieAv),  would  be  available  to  routinely  re- 
view prescribing  practices. 

In  circumstances  other  than  those  described  above,  where  the  cost 
of  the  drug  product  prescribed  by  the  physician  exceeds  the  highest 
product  price  component  of  the  reasonable  allowance,  the  beneficiary 
would  be  liable  for  charges  to  the  extent  of  this  excess  including  any 
related  dispensing  fee  or  charge. 

Ordinarily,  however,  the  beneficiary's  obligation  would  be  $1  per 
prescription,  with  the  program  paying  the  balance  to  the  pharmacy. 

Reimbursement  to  providers  participating  under  medicare  for 
other  than  the  drugs  program  (such  as  hospitals)  would  be  made  on 
the  regular  reasonable  costs  basis. 

In  the  case  of  insulin,  reimbursement  Avould  be  made  to  a  phar- 
macy for  its  reasonable,  usual  and  customary  charge  to  the  general 
public,  plus  a  reasonable  billing  allowance  less  the  $1  copayment. 

Reimbursement  would  generally  be  made  only  to  participating 
pharmacies.  The  exception  would  be  that  payment  may  be  made 
for  covered  drugs  dispensed  by  a  physician  where  the  Secretary  de- 
termines that  the  drug  was  required  in  an  emergency  or  that  no 
pharmacy  Avas  reasonably  available  in  the  area. 

Participatixg  Pharmacies 

As  mentioned  above,  reimbursement  under  this  program  would  be 
limited  to  participating  pharmacies.  No  program  reimbursement  would 
be  made  either  to  the  beneficiary  or  to  a  pharmacy  whei'e  the  prescrip- 
tion was  dispensed  by  a  non-participating  pharmacy.  The  use  of  par- 
ticipating pharmacies  would  substantially  decrease  the  administrative 
costs  of  the  program,  as  participating  pharmacies  would  generally 
submit  batches  of  prescriptions  and  the  program  would  not  need  to 
reimburse  individual  beneficiaries  on  a  prohibitively  costly  prescrip- 
tion-by-prescription basis. 

Such  pharmacies  would  have  to  be  licensed  (where  required)  in 
the  State  in  which  they  operate  and  would  have  to  meet  conditions 
of  participation  established  by  the  Secretary  of  Health,  Education, 
and  Welfare.  Participating  pharmacies  would  file  with  the  Secretary 
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a  statement  of  their  professional  fee  or  dispensing  charges  (including 
minimum  charges)  as  of  June  1,  1972,  so  that  the  Secretary  could 
determine  the  initial  prevailing  fee  or  charges  in  the  census  region  for 
purposes  of  calculating  reasonable  allowances. 

Participating  pharmacies  would  agree  to  accept  medicare  reim- 
bursement as  payment  in  full  and  would  further  agree  not  to  charge 
the  beneficiary  more  than  $1  copayment  (except  to  the  extent  that  a 
product  prescribed  by  a  physician  was  one  whose  cost  exceeded  the 
reasonable  allowance). 

The  participating  pharmacy  would  be  paid  directly  by  medicare 
on  a  prompt  and  timely  basis  with  respect  to  eligible  prescriptions 
submitted.  The  prescriptions  from  each  pharmacy  would  be  audited 
from  time  to  time,  on  a  sample  basis  to  assure  compliance  with  pro- 
gram requirements. 

Administration 

The  committee  amendment  has  been  structured  in  such  a  way  as 
to  simplify  and  facilitate  provision  of  and  payment  for  benefits. 

However,  the  committee  has  chosen  not  to  specify  a  particular 
method  or  mold  of  administration.  Because  this  is  a  new  benefit,  it 
is  difficult  to  forecast  which  methods  or  organizational  structures 
might  most  suitably  implement  the  committee's  intent  that  the  drugs 
benefit  be  administered  in  the  most  efficient,  expeditious  and  economi- 
cal fashion.  Fulfillment  of  the  committee's  intent  would  not  neces- 
sarily entail  uniform  organization  and  procedures  in  each  region.  The 
Secretary  could  find  that  different  means  of  administration  in  differ- 
ent regions  or  areas  were  appropriate  in  achieving  the  administrative 
objectives  of  the  committee. 

Inspector  General  for  Health  Administration 

(Sec.  216  of  the  bill) 

Based  upon  its  years  of  inquiry  and  extensive  examination  of  the 
medicare  and  medicaid  programs,  the  committee  found  that  these  pro- 
grams have  suffered  from  the  lack  of  a  dynamic  and  ongoing  mecha- 
nism with  specific  responsibility  for  continuing  review  of  medicare 
and  medicaid  in  terms  of  the  effectiveness  of  program  operations  and 
compliance  with  congressional  intent. 

While  the  Comptroller  General  and  the  Department  of  Health, 
Education,  and  Welfare's  Audit  Agency  have  done  some  valuable  and 
helpful  work  along  the  above  lines,  there  is  a  pronounced  need  for 
vigorous  day-to-day  and  month-to-month  monitoring  of  these  pro- 
grams, conducted  by  a  unit  relatively  free  of  constant  pressures  from 
various  nonpublic  interests  at  a  level  which  can  promptly  call  the 
attention  of  the  Secretary  and  the  Congress  to  important  problems  and 
which  is  charged  with  authority  to  remedy  such  problems  in  timely, 
effective,  and  fully  responsible  fashion. 

To  achieve  the  above  objectives,  the  committee  has  approved  an 
amendment  w^hich  would  establish  an  Office  of  Inspector  General  for 
Health  Administration  in  the  Department  of  Health,  Education,  and 
Welfare.  The  amendment  is  similar  to  the  amendment  approved  by 
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the  committee  in  1970  and  included  in  H.R.  17550  as  passed  by  the 
Senate. 

The  responsibilities  and  role  envisaged  for  the  Inspector  General 
for  Health  Administration  are  essentially  patterned  after  the  success- 
ful approach  employed  in  the  Agency  for  International  Development 
and  the  investigative  and  reporting  responsibilities,  with  respect  to 
congressional  requests,  required  of  the  U.S.  Tariff  Commission. 

The  Inspector  General  would  be  provided  with  authority  sufficient 
to  assure  that  medicare  and  medicaid  function  as  Congress  intends. 

He  would  be  appointed  or  reappointed  by  the  President  with  the 
consent  of  the  Senate  for  a  term  of  6  years.  A  Deputy  Inspector 
General  and  such  additional  personnel  as  are  necessary  to  carry  out 
the  functions  of  the  Inspector  General's  office  are  also  authorized. 

The  Inspector  General  is  to  report  directly  to  the  Secretary  of  HEW 
and  in  carrying  out  his  responsibilities  he  is  not  to  be  under  the  con- 
trol of,  or  subject  to  supervision  by,  any  officer  of  HEW  other  than 
the  Secretary. 

The  Inspector  General  will  have  the  duty  and  responsibility  of 
arranging,  conducting,  or  directing  reviews,  investigations,  inspections, 
and  audits  of  medicare,  medicaid,  and  any  other  programs  of  health 
care  established  under  the  Social  Security  Act  as  he  considers  neces- 
sary for  determining — 

{a)  Efficiency  and  economy  of  administration; 
( h )  Consonance  with  provisions  of  law ;  and 
{c)  The  attainment  of  the  objectives  and  purposes  for  which 
the  provisions  of  law  were  enacted. 

He  will  be  required  to  maintain  continuous  observation  and  review 
of  the  programs  to  determine  the  extent  to  which  they  comply  with 
applicable  laws  and  regulations  and  to  evaluate  the  extent  to  which 
the  programs  attain  the  legislative  objectives  and  purposes.  The  Inspec- 
tor General  is  to  make  recommendations  for  correction  of  deficiencies 
or  for  improving  the  organization,  plans,  procedures,  or  administration 
of  the  health  care  programs. 

In  carrying  out  his  duties,  the  Inspector  General  will  have  access  to 
all  records,  reports,  audits,  reviews,  documents,  papers,  recommenda- 
tions, or  other  material  of  or  available  to  the  Department  of  Health, 
Education,  and  Welfare  which  relate  to  the  health  care  programs.  The 
head  of  any  Federal  department,  agency,  bureau,  office,  et  cetera,  and 
the  head  of  any  State  agency  administrating  an  approved  medicaid 
plan  would  also,  upon  his  request,  provide  any  information  which  the 
Inspector  General  determines  would  assist  in  the  carrying  out  of  his 
responsibilities. 

The  Inspector  General  will  have  authority  to  suspend  (upon  at  least 
30  days'  notice  to  the  Secretary)  any  regulation,  practice,  or  procedure 
employed  in  the  administration  of  any  of  the  health  care  programs  if 
he  determines  (as  a  result  of  any  study,  investigation,  review,  or  audit) 
that  the  suspension  will  promote  efficiency  and  economy  in  the  admin- 
istration of  the  program,  or  that  the  regulation,  practice,  or  procedure 
involved  is  contrary  to  or  does  not  carry  out  the  objectives  and  purposes 
of  applicable  provisions  of  law.  Any  suspension  would  remain  in  effect 
until  an  order  of  reinstatement  was  issued  by  the  Inspector  General 
except  that  the  Secretary  might,  at  any  time  prior  to  or  after  any  such 
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suspension  by  the  Inspector  General,  issue  an  order  revoking  the 
suspension. 

AVhen  the  Inspector  General  issued  any  order  of  suspension  or 
reinstatement,  he  would  promptly  notify  the  Committee  on  Ways 
and  Means  of  the  House  of  Kepresentatives,  the  Committee  on  Fi- 
nance of  the  Senate  and,  in  the  case  of  an  order  relating  to  a  State 
medicaid  plan,  the  Governor  or  other  chief  executive  officer  of  the 
State,  of  the  order,  and  submit  to  them  information  explaining  the 
reasons  for  suspension  or  lifting  of  suspension.  Where  the  Secretary 
terminates  an  order  of  suspension  issued  by  the  Inspector  General, 
he  is  required  also  to  submit  an  explanation  of  his  reasons  to  the  two 
committees. 

T\'liere  the  Inspector  General  issues  an  order  suspending  any  State 
regulation,  practice,  or  procedure  regarding  its  approved  medicaid 
plan,  and  the  State  fails  to  comply  with  the  order,  the  amount  of 
Federal  medicaid  payment  due  the  State  during  the  period  it  so  fails 
to  comply  will  be  reduced  by  an  amoimt  equal  to  the  excess  of  the 
Federal  medicaid  funds  payable  to  the  State  during  the  period  it  so 
fails  to  comply  over  the  amount  of  Federal  funds  payable  to  the  State 
if  it  had  complied  with  the  order. 

The  Inspector  General  could  submit  to  the  Committees  on  Ways  and 
Means  and  Finance  such  reports  relating  to  his  activities  as  he  deemed 
appropriate.  He  would,  upon  the  request  of  either  committee  for  any 
information,  study,  or  investigation  relating  to,  or  within  his  responsi- 
bilities, cause  such  information  to  be  furnished  and  such  study  or  inves- 
tigation to  be  undertaken. 

This  new  office,  with  lines  of  communication  direct  to  the  Secretary 
of  the  Department  and  to  the  concerned  committees  of  Congress,  will 
make  a  major — and  badly  needed — contribution  to  the  efficiency  of 
the  massive  Federal  health  programs  reflected  in  the  medicare  and 
medicaid  statutes. 

Expenses  of  the  Inspector  General  are  authorized  in  such  amomits 
as  are  necessary  to  carry  out  the  purposes  of  the  amendment  with 
the  Secretary  of  HEW  allocating  proportions  of  the  total  amount 
to  the  various  health  care  programs  and  trust  fimds  involved. 

The  Inspector  General  may  make  confidential  expenditures  of  up  to 
$50,000  in  any  fiscal  year,  except  that  not  more  than  $2,000  may 
ever  be  paid  with  respect  to  any  one  individual.  He  would  submit  an 
annual  confidential  report  of  any  such  expenditures  to  the  Committee 
on  Finance  and  to  the  Connnittee  on  Ways  and  INIeans. 

Medicaid  Coverage  of  Mentally  111  Children 

(Sec.  299B  of  the  bill) 

Under  present  medicaid  law.  reimbursement  for  inpatient  care  of 
individuals  in  institutions  for  mental  diseases  is  limited  to  those  other- 
wise eligible  individuals  who  are  65  years  of  age  or  older. 

Matching  for  outpatient  care  for  mentally  ill  children,  as  well  as 
needy  adults,  is  currently  available  under  title  XIX.  The  committee 
supports  use  of  these  funds  where  appropriate,  and  believes  that  out- 
patient treatment  in  the  patient's  own  community  should  be  used  wher- 
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ever  possible.  However,  in  some  cases,  inpatient  care  in  an  institution 
for  mental  diseases  is  necessary. 

The  committee  amendment  would  therefore  authorize  Federal 
matching  under  medicaid  for  eligible  children,  age  21  or  under,  receiv- 
ing active  care  and  treatment  for  mental  diseases  in  an  accredited 
medical  institution.  The  definitions  of  active  care  and  treatment  in 
accredited  mental  institutions  are  those  applicable  to  psychiatric  insti- 
tutional care  under  the  medicare  program.  An  appropriate  "mainte- 
nance of  effort"  provision  is  included  to  assure  that  the  new  Federal 
dollars  are  utilized  to  improve  and  expand  treatment  of  mentally- ill 
children. 

The  committee  believes  that  the  nation  cannot  make  a  more  com- 
passionate or  better  investment  in  medicaid  than  this  effort  to  restore 
mentally  ill  children  to  a  point  where  they  may  very  well  be  capable 
of  rejoining  and  contributing  to  society  as  active  and  constructive 
citizens. 

The  committee  also  believes  that  the  potential  social  and  economic 
benefits  of  extending  medicaid  inpatient  mental  hospital  coverage  to 
mentally  ill  persons  between  the  ages  of  21  and  65  deserves  to  be 
evaluated  and  has  therefore  authorized  demonstration  projects  for  this 
purpose. 

The  amendment  is  effective  J anuary  1, 1973. 

Uniform  Standards  for  Skilled  Nursing  Facilities  Under 
Medicare  and  Medicaid 

(Sec.  246  of  the  bill) 

Under  current  law,  skilled  nursing  facilities  wishing  to  participate 
in  both  the  medicare  and  medicaid  programs  are  subject  to  similar  con- 
ditions of  participation  although  there  are  differences  in  the  way  reg- 
ulations governing  participation  in  the  two  programs  are  interpreted 
and  applied  from  State  to  State. 

While  the  emphasis  of  the  care  in  skilled  nursing  facilities  covered 
under  the  two  programs  differs  somewhat — medicare  focusing  on  the 
short-term  care  patient  and  medicaid  on  the  long-term  care  patient — 
patients  in  these  facilities  intended  to  be  covered  under  both  plans 
require  the  availability  of  essentially  the  same  types  of  services  and 
are  often  in  the  same  institution.  Indeed,  not  infrequently,  after  ex- 
piration of  medicare  benefits,  the  patient  may  remain  in  the  same 
facility — even  in  the  same  room — continuing  on  as  a  medicaid 
recipient. 

Because  of  the  substantial  similarities  in  the  services  required  of 
skilled  nursing  facilities  under  the  two  programs,  the  existence  of 
separate  requirements  (which  may  differ  only  slightly)  and  separate 
certification  processes  for  determining  institutional  eligibility  to  par- 
ticipate in  either  program  is  both  administratively  cumbersome  and 
unnecessarily  expensive.  The  same  facility  is  more  often  than  not  ap- 
proved to  provide  care  under  both  medicare  and  medicaid.  The  com- 
mittee believes  therefore  that  it  would  be  desirable  to  apply  a  single 
set  of  requirements  to  skilled  nursing  facilities  under  both  medicare 
and  medicaid. 


282 


The  committee  amendment  provides  for  a  single  definition  (skilled 
nursing  facility)  and  a  single  set  of  requirements  for  the  skilled  nurs- 
ing home  and  the  extended  care  facility.  The  definition  would  incor- 
porate the  best  features  of  the  medicaid  and  medicare  requirements. 
The  amendment  would  further  provide  that  facilities  which  satisfy 
the  new  definition  of  "skilled  nursing  facility"  under  one  program 
shall  be  eligible  to  participate  in  the  other  provided  it  agreed  to  con- 
tract terms.  The  amendment  would  incorporate  the  present  medicare 
definition  and  requirements  for  an  extended  care  facility  and  would 
add  the  following  three  requirements : 

(a)  That  it  supply  full  and  complete  information  as  to  the 
identity  of  each  person  having  (directly  or  indirectly)  an 
ownership  interest  of  10  percent  or  more  in  sucli  facility ;  in 
case  a  facility  is  organized  as  a  corporation,  of  each  officer 
and  director  of  the  corporation ;  and  in  case  a  facility  is  or- 
ganized as  a  partnership,  of  each  partner;  and  promptly 
report  any  change  which  would  affect  the  current  accuracy 
of  the  information  so  required  to  be  supplied ; 

(b)  That  it  cooperate  in  an  effective  program  of  independ- 
ent medical  evaluation  and  audit  of  the  patients  in  the 
facility ; 

(c)  That  it  meet  such  provisions  of  the  Life  Safety  Code  of 
the  National  Fire  Protection  Association  (21st  edition,  1967) 
as  are  applicable  to  nursing  homes ;  except  that  the  Secretary 
may  waive,  for  such  periods  as  he  deems  appropriate,  specific 
provisions  of  such  Code  which  if  rigidly  applied  would  result 
in  unreasonable  hardship  upon  a  nursing  facility,  but  only  if 
such  waiver  will  not  adversely  affect  the  health  and  safety  of 
the  patients. 

A  single  consolidated  survey  would  be  performed  at  least  every  12 
months  to  determine  a  facility's  qualifications  for  both  medicare  and 
medicaid. 

The  committee's  amendment  is  not  intended  to  result  in  any  dilution 
or  weakening  of  standards  for  skilled  nursing  facilities.  As  at  present, 
a  State  may  continue  to  require  higher  standards  of  skilled  nursing 
facilities  than  those  mandated  by  Federal  statute  and  regulation. 
Where  a  State  imposes  additional  requirements  in  its  own  right,  then, 
as  under  the  present  section  1863,  those  standards  would  apply  to  both 
medicare  and  medicaid  skilled  nursing  facilities  in  the  State. 

This  amendment  incorporates  the  general  thrust  of  an  amendment 
previously  developed  by  the  committee  and  included  in  H.R.  17550. 

The  amendment  is  effective  July  1, 1973. 

Definition  of  Care  in  Skilled  Nursing  Facilities 

(Sec.  247  of  the  bill) 

The  committee  bill  contains  a  provision  which  would  conform  the 
definition  and  the  participation  standards  for  skilled  nursing  facili- 
ties under  medicare  and  medicaid.  A  common  definition-of-care  re- 
quirement under  medicare  and  medicaid  to  assure  that  the  benefits  are 
payable  on  behalf  of  those  types  of  patients  Avho  can  best  utilize  the 
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skilled  types  of  services  available  in  such  institutions  would  be  con- 
sistent with  the  role  these  skilled  nursing  facilities  should  play  in 
medical  care. 

The  committee  bill  would  establish  a  single  common  definition  of 
care  requirements  for  extended  care  services  under  medicare  and  skilled 
nursing  services  under  medicaid  as  follows :  Services  provided  directly 
by  or  requiring  the  supervision  of  skilled  nursing  personnel,  or  skilled 
rehabilitation  services,  which  the  patient  needs  on  a  daily  basis,  and 
which  as  a  practical  matter  can  only  be  provided  in  a  skilled  nursing 
facility  on  an  inpatient  basis. 

Skilled  nursing  services  include:  assessment  of  the  total  needs  of 
the  patient,  planning  and  management  of  a  patient  care  plan,  obser- 
vation and  monitoring  of  the  patient's  responses  to  care  and  treatment, 
and  rendering  or  supervising  the  rendering  of  direct  services  to  the 
patient  where  the  ability  to  provide  the  services  or  supervise  the  pro- 
vision of  the  services  requires  specialized  training. 

Services  such  as  help  in  walking  and  getting  in  and  out  of  bed,  as- 
sistance in  bathing,  dressing,  feeding  and  using  the  toilet,  preparation 
of  special  diets,  and  supervision  of  medication  which  can  usually  be 
self-administered  and  which  does  not  require  the  continuing  attention 
of  trained  paramedical  personnel,  would  not  be  included  as  skilled 
nursing  services.  Of  course,  if  a  patient  needed  a  variety  of  unskilled 
services  on  a  regular  daily  basis,  that  patient  could,  nonetheless,  be 
considered  a  skilled  care  patient  if  the  planning  and  overseeing  of  the 
aggregate  of  the  unskilled  services  required  regular  daily  involve- 
ment of  skilled  personnel. 

Some  examples  of  services  which  meet  the  definition  of  skilled  nurs- 
ing services  are : 

— Intravenous  or  intramuscular  injections  and  intravenous  feeding. 
(Injections  which  can  usually  be  self -administered — for  example, 
the  well-regulated  diabetic  who  receives  a  daily  insulin  injection- 
do  not  require  skilled  services.) 

— Levine  tube  and  gastrostomy  feedings. 

— Naso-pharyngeal  and  tracheotomy  aspiration. 

— Insertion  or  replacement  of  catheters. 

— Application  of  dressings  involving  prescription  medications  and 

aseptic  techniques. 
— Care  of  extensive  decubitus  ulcers  and  other  widespread  skin 

disorders. 

— Initial  phases  of  a  regimen  involving  administration  of  medical 
gases. 

— Restorative  nursing  procedures,  including  the  related  teaching 
and  adaptive  aspects  of  skilled  nursing,  which  are  part  of  active 
treatment  and  require  the  presence  of  licensed  nurses  at  the  time 
of  performance,  e.g.,  teaching  the  skills  and  facts  necessary  for 
understanding  adherence  to  a  regimen  such  as  bowel  and  bladder 
training. 

Both  the  availability  of  alternative  health  care  facilities  and  services 
and  the  patient's  condition  would  be  taken  into  account  in  determining 
whether  his  need  for  care  or  supervision  justifies  the  utilization  of  a 
skilled  nursing  facility  rather  than  a  more  economical  alternative.  (In 
other  words,  if,  in  the  case  of  medicaid,  there  were  no  intermediate 
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care  facility  beds  available,  placement  in  a  skilled  nursing  facility 
might  be  appropriate  for  a  patient  who  did  not  need  skilled  services 
as  defined  above  although,  in  such  cases,  reimbursement  to  the  facility 
should  be  at  a  reduced  rate  commensurate  with  the  services  provided. ) 

The  types  of  services  which  would  be  covered  under  both  medicare 
and  medicaid  would  include  those  skilled  services  which  are  essential 
to  the  rehabilitation  and  recovery  of  the  patient,  and  also  those  which 
are  necessary  to  prevent  deterioration  of  the  patient's  condition  and 
sustain  the  patient's  current  capacities  even  when  full  recovery  or 
medical  improvement  is  not  imminent. 

Since  the  principal  aspect  of  covered  care  relates  to  the  skilled  serv- 
ices being  rendered,  the  restorative  potential  of  the  patient  is  not  con- 
trolling. Many  patients  who  have  no  potential  for  rehabilitation  require 
a  level  of  care  which  is  covered  under  the  program.  For  example,  a 
terminal  cancer  patient  whose  life  expectancy  is  not  more  than  a  few 
months  who  requires  palliative  treatment,  periodic  "tapping"  to  relieve 
fluid  accumulation,  and  careful  skin  care  and  hygiene  to  minimize  dis- 
comfort is  receiving  care  covered  by  this  definition.  Thus,  the  control- 
ling factor  in  determining  whether  a  person  is  receiving  covered  care 
is  the  skill  and  frequency  involved  and  the  supervision  that  the  patient 
requires,  rather  than  considerations  such  as  diagnosis,  type  of  condi- 
tion, or  degree  of  functional  limitation. 

In  the  case  of  medicare,  the  services  must  be  a  continuation  of  treat- 
ment of  a  condition  for  which  the  beneficiary  received  hospital  services 
in  the  period  immediately  before  his  admission  to  the  skilled  nursing 
facility. 

It  has  come  to  the  committee's  attention  that  the  application  of 
the  definition  of  the  extended  care  level  of  services  can  result  in 
denial  of  medicare  payment  for  services  received  in  skilled  nursing 
facilities  by  patients  who  are  in  regular  need  of  skilled  rehabilita- 
tion services  (other  than  nursing)  which  are  essential  to  their  re- 
covery from  an  inhospital  stay  or  to  prevent  their  condition  from 
worsening  and  which  as  a  practical  matter  should  be  provided  in  an 
institution.  Often,  transporting  a  patient  from  his  home  to  a  place 
where  he  may  receive  the  needed  rehabilitation  is  an  excessive  physi- 
cal hardship  on  ill  patients  and  uneconomical,  especially  when  the 
patient  requires  ambulance  transportation. 

The  recognition  of  a  patient's  need  for  skilled  rehabilitative  services 
as  a  basis  for  meeting  the  level  of  care  requirement  is  intended  to 
cover  situations  such  as  the  following:  (1)  non- ambulatory  stroke 
patients  who  need  daily  skilled  rehabilitative  services  such  as  speech 
therapy,  but  who  do  not  necessarily  need  skilled  nursing  services ;  and 
(2)  hip  fracture  patients  who  need  daily  physical  therapy  services 
after  the  fracture  has  healed  to  the  weight-bearing  stage. 

These  kinds  of  services,  however,  would  be  covered  only  if  they 
can  as  a  practical  matter  be  provided  only  in  the  skilled  nursing  fa- 
cility setting  because  other  arrangements  that  could  be  made  to  pro- 
vide the  needed  services  (e.g.,  bringing  the  services  to  the  patient  in 
his  place  of  residence  or  daily  transportation  to  an  outpatient  facil- 
ity) are  not  practical  because  of  the  patient's  condition  or  from  the 
standpoint  of  efficient  delivery  of  the  required  services.  In  determin- 
ing whether  other  arrangements  would  be  practical,  the  coverage  or 
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noncoverage  of  the  various  alternatives  under  medicare  or  medic- 
aid should  not  be  taken  into  account — the  issue  is  feasibility  and  not 
whether  coverage  is  provided  in  one  setting  and  not  provided  in 
another. 

In  some  cases  a  skilled  nursing  facility  may  have  patients  who  re- 
quire only  intermediate  care  rather  than  daily  services  which 
must  be  provided  by  or  under  the  supervision  of  skilled  personnel. 
When  regular  skilled  care  is  not  required,  medicare  would  make  no 
payment  unless  the  care  was  received  during  a  posthospital  stay  in 
which  skilled  services  were  normally  required  and  provided  there  was 
only  a  day  or  two  on  which  no  skilled  services  were  provided  but 
discharge  from  the  skilled  nursing  facility  was  not  practical.  Under 
medicaid,  intermediate  care  is  usually  covered  and  would  be  paid  for 
at  an  amount  commensurate  with  the  level  of  service  required  and  pro- 
vided, not  at  the  amount  paid  for  skilled  care.  However,  a  State  could, 
with  respect  to  those  patients  needing  skilled  care,  as  defined  herein, 
reasonably  classify  such  patients  (for  reimbursement  or  other  appro- 
priate purposes)  so  as  to  distinguish  between  those  who  require  a 
greater  or  lesser  range  or  quantity  of  skilled  services  or  supervision. 

The  committee  expects  that  the  Professional  Standards  Keview 
Organizations  (established  under  another  provision  of  the  commit- 
tee's bill)  would  provide  scrutiny  over  whether  appropriate  patient 
placement  was  being  made  and  that  the  Inspector  General  (also 
established  under  this  bill)  would  also  observe  the  operation  of  the 
provision. 

The  committee  recognizes  that  the  modified  definition  of  care 
which  would  be  reimbursable  in  skilled  nursing  facilities  may 
have  a  substantial  impact  on  extended  care  benefit  costs.  The  Depart- 
ment of  Health,  Education,  and  Welfare  has  estimated  that  the  cost 
of  extended  care  benefits  in  skilled  nursing  facilities  under  medi- 
care may  increase  some  $90  million  during  the  first  full  year  of  oper- 
ation. However,  the  committee  believes  that  to  some  extent  these  costs 
would  be  offset  by  reduced  expenditures  for  hospital  care  and  reduced 
medicaid  expenditures.  Under  medicaid,  the  impact  of  the  change 
will  vary  among  the  States,  but  to  some  degree  it  should  have  the 
effect  of  stimulating  the  removal  of  patients  requiring  only  inter- 
mediate care  or  the  reclassification  of  such  patients  in  skilled  nursing 
facilities  which  also  provide  intermediate  care. 

The  amendment  would  become  effective  with  respect  to  services 
furnished  on  and  after  January  1,  1973. 

Authorization  for  the  Secretary  to  Determine  Whether  a  Facility 
Is  Qualified  to  Participate  as  a  "Skilled  Nursing  Facility"  in 
Both  Medicare  and  Medicaid 

(Sec.  249Aofthebill) 

At  present,  the  decision  as  to  whether  a  skilled  nursing  home  is 
qualified  to  participate  in  the  medicaid  program  is  ultimately  deter- 
mined by  each  State  medical  assistance  agency  (the  title  XIX 
agency) .  The  facility  makes  application  to  the  State  medical  assistance 
agency  which  in  turn  makes  the  arrangements  for  a  survey  of  the 
facility  by  the  surveying  agency  (generally  the  State  health  agency). 
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The  title  XIX  agency  re^^ews  the  survey  findings  and  makes  the 
final  decision  regarding  the  facility's  qualifications  for  participation. 

Unlike  medicaid  facilities,  facilities  participating  in  the  medicare 
program  are  subject  to  a  certification  process  wliich  reduces — ^but 
does  not  totally  avoid — State  to  State  variability.  The  Secretary 
of  Health.  Education,  and  T\"elfare,  acting  through  the  appropriate 
Regional  Office  staff  of  the  Social  Security  Administration,  arranges 
for  the  State  health  agency  to  survey  the  facility  desiring  to  participate 
under  medicare  and  uses  the  results  of  the  sur^^ey  to  make  the  final 
determination  on  certification  of  the  facility. 

Facilities  certified  to  participate  under  both  medicare  and  medicaid 
may  be  subject  to  differences  in  application  of  requirements  inherent 
in  the  different  certification  operations  of  each  program.  The  com- 
mittee believes  that  present  State  certification  of  skilled  nursing  facili- 
ties has  certain  disadvantages,  including  lack  of  miiformity  in  applica- 
tion of  standards  to  Trliich  all  facilities  are  subject  and  duplication  of 
certification  efforts  by  State  and  Federal  Govermnents.  In  addition, 
development  of  common  standards  for  skilled  nursing  homes  and  ex- 
tended care  facilities  as  skilled  nursing  facilities.  approvo,d  by  the 
committee  in  another  section  of  this  bill,  makes  separate  c-ertification 
procedures  uimecessary. 

The  committee's  amendment  pro^-ides.  therefore,  that  determination 
of  basic  eligibility  of  skilled  nursino-  home  under  title  XIX  be  made 
by  the  Secretary.  The  appropriate  State  health  agency  would  survey 
facilities  wishing  to  participate  in  either  (or  both)  the  medicare  or 
medicaid  programs  and  report  its  findings  and  recommendations  to 
the  Secretary.  The  Secretary  would  make  a  determination  as  to  eligi- 
bility and  advise  the  State  if  a  facilitv  meets  the  basic  requirements 
for  participation  as  a  skilled  nursing  facility. 

A  State  could  for  good  cause  decline  to  accept  as  a  participant  in 
the  medicaid  prosfram  a  facility  certified  by  the  Secretary.  Good  cause, 
for  exanij^le.  could  include  non-usage  of  a  facility  because  an  area  is 
'"overbedded"  as  determined  bv  an  areawide  facilities  plan  or  because 
the  rates  charged  were  out-of-line. 

A  State  could  not  receive  Federal  m.atching  funds  for  services  pro- 
vided by  any  facility  not  approved  by  the  Secretary. 

In  applving  uniform  certification  standards  for  skilled  nursing 
facilities,  the  test  will  be  whether  the  facility  is  in  full  compliance 
with  all  certification  requirements.  The  State's  judgment  as  to  whether 
a  facility  is  in  full  compliance  with  a  requirement  will  be  subject  to 
the  Secretary's  review  and  approval.  If  it  is  determined  that  a  facility 
is  not  in  full  compliance  with  one  or  more  requirements  (which  do  not 
jeopardize  the  health  or  safetv  of  patients)  reasonable  time  will  be 
pennitted  for  correction  of  deficiencies.  Use  of  provider  agreements 
without  fixed  expiration  dates  would  not  be  continued  because  this 
procedure  has  in  the  past  caused  serious  difficulties  and  delays  in  de- 
certifv'ing  a  facility  with  deficiencies.  Therefore,  a  facility  will  be 
issued  time-limited  provider  acrreements  of  up  to  twelve-months  dura- 
tion. But  in  no  case  longer  than  the  period  allowed  for  correction  of 
deficiencies  as  determined  by  the  Secretary. 

The  Dei^artment  would  be  provided  with  sufficient  flexibility  in 
applying  this  procedure  in  its  initial  year  of  implementation  to  estab- 
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lish  a  staggered  schedule  of  surveys  and  expiration  of  contracts  to 
avoid  "peaking"  of  workloads.  It  would  be  expected  that  surveys 
would  ordinarily  be  scheduled  at  least  60  days  before  the  expiration 
of  the  contract. 

Review  and  certification  of  intermediate  care  facilities  would  remain 
a  State  responsibility. 

This  amendment  would  be  effective  July  1, 1973. 

Requirements  for  States  Participating  in  Medicaid  To  Pay  Skilled 
Nursing  and  Intermediate  Care  Facilities  on  a  Reasonable 
Cost-Related  Basis 

(Sec.  249  of  the  bill) 

Under  the  medicare  program  extended  care  facilities  are  reimbursed 
for  the  reasonable  costs  they  incur  in  providing  covered  services  plus, 
in  the  case  of  proprietary  institutions,  an  allowance  related  to  net 
capital  equity.  Under  medicaid  States  have  been  free  to  develop 
their  own  bases  for  reimbursement  to  skilled  nursing  facilities  and  in- 
termediate care  facilities.  States  generally  establish  (in  advance)  per 
diem  or  similar  basic  rates  payable  for  patients  receiving  skilled  nurs- 
ing facility  and  ICF  care.  Concern  has  been  expressed  that  some 
skilled  nursing  facilities  and  ICF's  are  being  overpaid  by  medicaid, 
while  others  are  being  paid  too  little  to  support  the  quality  of  care  that 
medicaid  patients  are  expected  to  need  and  receive. 

On  the  other  hand  the  reasonable  cost  reimbursement  approach  of 
the  medicare  program  has  in  many  cases  created  difficulties  for  ex- 
tended care  facilities.  The  detailed  and  expensive  cost-finding  require- 
ments can  prove  cumbersome. 

The  committee  bill  would  require  States  to  reimburse  skilled  nursing 
and  intermediate  care  facilities  on  a  reasonable  cost-related  basis  by 
July  1,  1974.  This  approach  is  preferable  to  the  arbitrary  rate-setting 
currently  in  effect  in  some  States  which  provide  no  incentive  to  facili- 
ties to  upgrade  the  level  of  care  provided.  The  States  would  use  accept- 
able cost-finding  techniques  (not  necessarily  those  utilized  for  medi- 
care purposes)  to  determine  reasonable  reimbursement  and  apply 
to  the  results  appropriate  methodologies  for  determining  payment. 
The  methods  would  have  to  be  approved  and  validated  by  the  Secre- 
tary. The  committee  does  not  intend  that  this  provision  should  require 
use  of  the  specific  medicare  reasonable  cost  reimbursement  formula 
by  States  for  purposes  of  reimbursing  skilled  nursing  homes  and 
intermediate  care  facilities  under  medicaid,  although  States  are 
free  to  choose  this  option.  Rather,  the  States  could  develop 
other  reasonable  cost-related  methods  of  rate-setting.  Whatever  meth- 
odology is  authorized  should  include  adequate  procedures  for  auditing, 
as  necessary,  the  financial  records  of  an  institution.  States  would  not 
be  required  to  reimburse  for  luxury  services,  questionable  allowances 
for  depreciation  and  similar  items  which  they  might  reasonably  choose 
not  to  recognize  as  "reasonable."  States  would  be  free  to  provide  for 
retroactive  adjustments  of  rates  or  costs  to  the  extent  necessary  to 
prevent  "windfalls"  or  unjustifiably  low  payment.  The  Secretary 
would  be  expected  to  validate,  on  site,  a  State's  methodology  through 
sample  audits.  Reasonable  cost-related  rates  could  be  determined  on  a 
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geo,2:raphic  basis,  a  class  basis,  or  on  an  institution-by-institution  basis. 

The  committee  amendment  provides  that  cost  reimbursement  meth- 
ods which  the  Secretary  would  find  acceptable  for  a  State's  medicaid 
program  would  also  be  adapted,  with  appropriate  adjustments,  in 
the  State  for  purposes  of  medicare  reimbursement.  The  Secretary 
would  be  permitted  to  adjust  a  rate  upward  where  appropriate,  to  re- 
imburse for  specific  factors  related  to  medicare  requirements  (such  as 
keeping  a  reasonable  number  of  beds  available,  type  of  occupancy 
covered,  any  additional  administrative  costs)  which  are  not  considered 
by  the  State  or  included  in  the  computation  of  its  medicaid  rates.  Such 
adjustments  would  be  distilled  into  a  percentage  factor  (not  in  excess 
of  ten  percent)  so  as  to  simplify  reimbursement.  These  percentage 
adjustments  may  be  made  on  a  geographic  basis  of  classes  of  facili- 
ties and  not  necessarily  on  an  institution-by-institution  basis.  A  similar 
provision  was  included  in  H.R.  17550. 

Where  a  skilled  nursing  facility  is  a  distinct  part  of,  or  directly 
operated  by  a  hospital,  reimbursement  would  be  made  for  care  in 
such  facilities  in  the  same  manner  as  is  applicable  to  the  hospital's 
costs.  Where  a  skilled  nursing  facility  functions  in  a  close  formal 
medical  satellite  relationship  with  a  hospital  (which  would  be  defined 
in  regulations  of  the  Secretary)  reimbursement  would  be  made  on 
the  basis  of  costs  not  to  exceed  150  percent  of  the  adjusted  medicaid 
rate  of  payment  (if  the  Secretary  applies  such  rates  to  medicare 
facilities  in  that  State)  for  care  in  that  facility  (or  comparable 
facility. 

This  approach  avoids  substantial  auditing  and  cost-finding  expense 
and  provides  a  means  of  making  equitable  adjustments  where  appro- 
priate. 

Public  Disclosure  of  Information  Concerning  Required  Survey 
Reports  of  an  Institution 

(Sec.  299D  of  the  bill) 

At  present,  information  as  to  whether  a  hospital,  skilled  nursing 
facility,  or  other  organization  fully  meets  the  statutory  and  regulatory 
requirements  relating  to  conditions  for  participation  for  medicare  and 
medicaid  or  whether  it  has  significant  deficiencies,  is  generally  avail- 
able only  to  the  facility  involved,  and  certain  State  and  Federal  agen- 
cies. Physicians  and  the  public,  in  general,  are  currently  unaware  as  to 
which  institutions  have  significant  deficiencies  and  which  do  not.  The 
committee  believes  that  in  the  absence  of  public  knowledge  about  the 
nature  and  extent  of  deficiencies  of  individual  facilities,  it  is  difficult 
for  physicians  and  the  public  to  rationally  choose  among  health  care 
facilities  and  to  effectively  direct  their  concern  about  short-comings  to 
the  deficient  facilities  and  to  bring  pressures  for  improvement  to  bear 
on  those  facilities. 

The  committee  believes  that  ready  public  access  to  timely  informa- 
tion about  the  existence  or  absence  of  deficiencies  (such  as  in  areas  of 
staffing,  sanitation,  fire  and  other  safety  requirements)  would  help 
substantially  in  encouraging  facilities  to  correct  their  deficiencies  and, 
at  the  same  time,  enable  physicians  and  patients  to  make  sound  judg- 
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ments  about  their  own  use  of  available  facilities  in  the  community. 
Given  the  necessary  information,  the  community  should  be  able  to  exert 
greater  influence  on  institutions  to  assure  that  they  develop  and  main- 
tain high  standards  of  care. 

The  committee  bill,  therefore,  requires  the  Secretary  of  Health, 
Education,  and  Welfare,  following  completion  of  a  survey  of  a  health 
care  facility  or  organization,  to  identify  and  make  available  to  the 
public  information  from  the  survey  on  the  absence  or  presence  of  de- 
ficiencies in  every  significant  area  relating  to  requirements  in  titles 
XVIII  and  XIX  and  related  regulations.  Significant  areas  would 
include  all  statutory  requirements  such  as  those  relating  to  nursing 
personnel,  as  well  as  other  requirements  the  Secretary  establishes  by 
regulation  for  the  health  and  safety  of  patients. 

Information  on  the  significant  survey  findings  relative  to  individ- 
ual institutions  and  other  organizations  identified  in  the  course  of  a 
survey,  would  be  available  for  public  inspection  in  readily  accessible 
form  and  fashion  in  Social  Security  district  offices  and  local  welfare 
offices  upon  request  within  90  days  of  completion  of  a  survey. 

This  provision  is  similar  to  the  provision  developed  by  the  com- 
mittee in  1970  and  included  in  H.R.  17550  as  passed  by  the  Senate. 

The  provision  is  effective  beginning  with  surveys  completed  after  the 
sixth  month  following  the  month  of  enactment. 

Validation  of  Services  Made  by  the  Joint  Commission  on  the 
Accreditation  of  Hospitals  in  Medicare 

(Sec.  244  of  the  bill) 

Under  present  law  an  institution  is  deemed  to  meet  the  certification 
requirements  of  medicare  (except  for  utilization  review  requirements) 
if  such  an  institution  is  accredited  as  a  hospital  by  the  Joint  Com- 
mission on  Accreditation  of  Hospitals  ( JCAH) . 

In  addition,  the  law  states,  under  the  definition  of  a  hospital,  that  an 
institution  must  meet  such  requirements  as  the  Secretary  finds  neces- 
sary in  the  interests  of  health  and  safety,  except  that  such  other 
requirements  may  not  be  higher  than  the  comparable  requirements  pre- 
scribed for  the  accreditation  of  hospitals  by  the  Joint  Commission  on 
the  Accreditation  of  Hospitals.  However,  if  a  State  sets  higher  stand- 
ards for  institutions  within  its  jurisdiction  for  medicaid,  these  re- 
quirements are  also  used  for  medicare. 

The  JCAH,  which  consists  of  representatives  of  the  American 
Medical  Association,  the  American  Hospital  Association,  the  Ameri- 
can College  of  Surgeons,  and  the  American  College  of  Physicians,  has 
been  surveying  hospitals  which  voluntarily  request  accreditation  since 
1952.  Two-thirds  of  the  hospitals,  including  almost  all  large  hospi- 
tals certified  to  participate  in  medicare,  received  such  certification  as 
a  result  of  JCAH  accreditation.  Of  over  6,700  hospitals  approved  to 
participate  in  medicare,  about  4,500  have  been  certified  on  the  basis 
of  JCAH  accreditation.  About  2,300  additional  facilities  were  certified 
by  the  Social  Security  Administration,  following  surveys  performed 
by  State  health  facility  licensure  agencies,  as  meeting  statutory  re- 
quirements and  standards  established  by  the  Public  Health  Service. 
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Initially,  the  conditions  of  participation  were  linked  to  those  of  the 
JCAH  to  provide  assurance  to  those  who  were  concerned,  prior  to  the 
enactment  of  medicare,  that  only  professionally  established  conditions 
would  have  to  be  met  by  providers  of  health  services  who  wished  to 
participate  in  the  medicare  program  as  well  as  providing  for  use  of  a 
certification  program  which  was  operational  before  medicare.  How- 
ever, the  committee  has  since  found  several  areas  of  concern  with  re- 
spect to  the  JCAH  role  in  the  medicare  certification  process. 

The  JCAH  survey  process  is  not  subject  to  Federal  review,  and  all 
JCAH  survey  reports  are  confidential,  available  only  to  JCAH,  itself, 
and  the  concerned  facility.  These  elements  prevailed,  however,  prior  to 
medicare's  enactment  and  were  understood  at  the  time  of  enactment  of 
the  program.  No  inference  should  be  drawn  that  hospitals  and  the 
JCAH  changed  the  "rules  of  the  game"  in  any  way.  However,  since 
JCAH  survey  reports  are  not  available  to  the  Government,  the  Federal 
agencies  responsible  to  the  Congress  for  the  administration  of  medi- 
care are  not  in  a  position  to  audit  the  validity  of  the  overall  JCAH 
survey  process,  and  thus  the  Government  is  unable  to  determine  the 
extent  to  which  serious  deficiencies  may  exist  in  these  participating 
hospitals. 

A  further  potential  difficulty  arises  because,  under  present  law, 
medicare  cannot  set  standards  which  are  higher  than  comparable 
JCAH  requirements.  This  has  been  interpreted  by  the  Social  Security 
Administration  to  bar  establishment  of  any  standards  in  any  area 
where  JCAH  has  remained  silent.  Since  the  law  does  not  refer  to  any 
specific  JCAH  standard,  but  rather  to  any  standards  prescribed  by 
the  JCAH,  the  law  serves  to  provide  an  almost  blanket  delegation  of 
•authority  over  hospital  standards  to  a  private  agency.  Thus  theoreti- 
cally, if  the  Joint  Commission  chose  to  lower  a  standard,  medicare 
would  also  be  required  to  accept  that  reduced  standard.  Though  the 
Federal  Government  is  limited  to  JCAH  standards,  a  State  may 
promulgate  higher  standards  for  facilities  within  the  State  for  State 
programs.  Licensure  requirements,  of  course,  apply  to  all  facilities. 

The  committee  added  to  the  House  bill  a  provision  developed  with 
the  complete  cooperation  of  the  Joint  Commission,  which  would 
authorize  the  Secretary  to  enter  into  an  agreement  with  any  State 
under  which  the  appropriate  State  or  local  certifying  agency  would 
survey  JCAH-accredited  hospitals  on  a  selective  and  limited  sample 
basis,  or  where  the  Secretary  finds  in  the  case  of  a  given  institution 
that  a  survey,  or  more  limited  investigation,  is  appropriate  because 
he  has  received  a  substantial  allegation  with  evidence,  or  believed 
to  have  substance,  of  the  existence  of  a  condition  significantly  adverse 
to  the  health  or  safety  of  patients.  The  Secretar}^  is  expected  to  estab- 
lish procedures  for  orderly  and  timely  submission  and  transmittal  of 
any  such  allegations.  Such  a  condition  would  exist  when  there  is  a 
lack  of  conformity  with  a  standard  or  critical  factor  of  medicare  con- 
ditions of  participation  which  Avould,  under  procedures  applicable  to 
nonaccredited  hospitals,  constitute  a  deficiency  or  deficiencies  of  such 
character  as  to  seriously  limit  the  capacity  of  the  institution  to  render 
adequate  care  and  to  require  State  aefencv  survev  and  followup  action. 

One  or  more  Federal  members  could  be  added  to  a  State  team  which 
has  been  assigned  to  survey  an  accredited  hospital,  to  the  extent  that 
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the  Secretary  found  it  desirable  in  the  interest  of  maintaining  uni- 
formity of  results  in  carrying  out  sample  studies,  or  to  augment  a 
survey  team's  capability.  These  sample  and  special  surveys  would 
serve  as  a  mechanism  to  validate  the  JCAH  survey  process.  If  in  the 
course  of  such  a  survey  an  institution  were  found  to  have  significant 
deficiencies,  following  timely  discussion  of  such  deficiencies  with 
JCAH  the  detailed  medicare  standards  and  compliance  procedures 
would  be  applied  in  place  of  the  general  JCAH,  standard. 

The  requirements  of  this  provision  have  been  discussed  with  the 
JCAH  and  are  generally  acceptable  to  it  as  reasonable.  The  J CAH  has 
offered  its  full  cooperation  and  it  is  expected  that  the  Joint  Com- 
mission will  be  fully  and  continually  consulted  and  involved  (on  a 
reimbursable  basis,  where  appropriate)  in  the  implementation  of  this 
provision.  To  implement  the  sample  surveys  and  to  follow  up  effec- 
tively on  any  deficiencies  found  the  amendment  provides  that  JCAH- 
accredited  hospitals  would  have  to  agree,  in  order  to  qualify  for  reim- 
bursement under  medicare  and  medicaid,  to  authorize  JCAH  to  fur- 
nish the  Secretary  and  State  health  agencies,  on  a  confidential  basis, 
with  copies  of  the  JCAH  survey  report,  when  and  if  the  hospital  was 
to  be  surveyed.  (Significant  deficiencies  found  in  medicare-medicaid 
surveys  of  accredited  hospitals  authorized  under  this  provision  would 
be  subject  to  public  disclosure  under  another  provision  of  this  bill.) 

The  Secretary  would  be  authorized,  after  consultation  with  the 
JCAH,  to  promulgate  standards,  as  necessary  for  health  and  safety, 
which  may  be  higher  or  more  precise  than  those  of  the  JCAH  and 
which  all  hospitals  w^ould  have  to  meet  after  appropriate  and  adequate 
time  for  compliance.  It  is  expected  that  this  provision  would  seldom 
be  used  because,  if  a  worthwhile  improvement  in  accreditation  require- 
ments were  identified  by  the  Secretary,  it  would,  in  all  probability, 
be  adopted  by  the  JCAH.  If  the  JCAH,  as  a  condition  for  accredita- 
tion of  a  hospital,  requires  a  utilization  review  plan,  or  a  substantially 
equivalent  requirement,  or  imposes  a  standard  w^hich  the  Secretary 
determines  is  at  least  equivalent  to  the  standard  promulgated  by  him, 
the  Secretary  may  find  that  all  institutions  so  accredited  by  the  JCAH 
comply  with  medicare  standards. 

The  purpose  of  the  committee  amendment  is  to  provide  a  mechanism 
for  reasonable  continuing  validation  of  the  voluntary  accreditation 
process  and  not  to  duplicate  that  process.  The  Secretary  would  also  be 
required  to  include  in  his  Annual  Report  to  the  Congress  on  medicare 
an  evaluation  of  the  JCAH  accreditation  process  as  indicated  by  the 
survey  process. 

Medicare  Coverage  for  Certain  Individuals  Aged  60-64 

(Sec.  214  of  the  bill) 

Present  law  provides  hospital  insurance  protection  for  persons  aged 
65  and  over  who  are  insured  or  are  deemed  to  be  insured  for  cash  bene- 
fits under  the  social  security  or  railroad  retirement  programs.  Essen- 
tially, all  persons  aged  65  and  over  are  eligible  to  enroll  for  medical  in- 
surance (part  B)  without  regard  to  insured  status.  The  committee  has 
approved  a  provision  in  the  House  bill  which  would  permit  persons 
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aged  65  and  over  who  are  not  insured  or  deemed  insured  for  cash  bene- 
fits to  enroll  in  part  A  at  a  premium  rate  equal  to  the  cost  of  their 
protection. 

The  committee  is  concerned  that  many  social  security  and  railroad 
retirement  cash  beneficiaries  aged  60-64  and  spouses  aged  60-64  of 
medicare  beneficiaries  find  it  difficult  to  obtain  adequate  private 
health  insurance  at  a  rate  which  they  can  afford.  Frequently  these 
older  persons — retired  workers,  wives,  husbands,  widows,  widowers, 
mothers,  parents,  brothers  and  sisters,  for  example — have  been  depend- 
ent for  health  insurance  protection  on  their  own  group  coverage  or 
that  of  a  related  worker  who  is  now  retired  or  deceased.  It  is  a  difficult 
task  for  such  older  persons  to  secure  comparable  protection  at  afford- 
able cost  when  they  are  not  connected  with  the  labor  force. 

The  committee,  therefore,  has  added  to  the  House  bill  a  prmdsion 
which  would  make  medicare  protection  (both  part  A  and  part  B) 
available  on  an  optional  basis  at  cost  to  spouses  aged  60-64  of  medicare 
beneficiaries ;  others  aged  60-64  who  are  entitled  to  retirement,  wife's, 
husband's,  widow's,  widower's,  mother's,  parent's,  or  brother's  and 
sister's  benefits  under  social  security  and  the  railroad  retirement  pro- 
grams; and  disability  beneficiaries  aged  60-64  not  otherwise  eligible 
for  medicare  because  they  have  not  been  entitled  to  cash  disability 
benefits  for  24  months.  The  availability  of  medicare  protection  would 
be  limited  to  persons  aged  60-64  because  the  committee  believes  that 
people  under  age  60  who  are  not  disabled  generally  have  relatively 
little  difficulty  in  obtaining  private  health  insurance.  About  6  million 
persons  aged  60-64  would  be  potentially  eligible  to  enroll  for  medicare 
as  spouses  of  medicare  beneficiaries  or  as  t)eneficiaries  entitled  to  the 
benefits  specified  above. 

Persons  who  elect  to  avail  themselves  of  medicare  protection  under 
this  provision  AYOuld  pay  the  full  cost  of  such  protection.  Enrollees 
would  pay  a  monthly  part  A  premium  based  upon  the  estimated  cost  of 
hospital  insurance  protection  for  persons  eligible  to  enroll  plus  amounts 
sufficient  to  cover  administrative  expenses  and  underwriting  losses  or 
gains,  if  any ;  such  premium  would  be  $33  a  month  through  June  1974 
and  would  be  adjusted  for  each  12-month  period  thereafter  to  reflect 
both  the  experience  of  the  group  and  any  changes  in  costs. 

The  monthly  premium  for  persons  in  the  group  who  enroll  for  part 
B  would  be  twice  the  premium  paid  bv  an  individual  who  has  attained 
age  65  until  June  1974  and  would  be  adjusted  for  each  12-month  period 
thereafter  to  reflect  the  estimated  cost  of  supplementary  medical  insur- 
ance protection  for  persons  eligible  to  enroll  under  the  provisions  plus 
amounts  sufficient  to  cover  administrative  expenses  and  underwriting 
losses  or  gains,,  if  any.  Aliens  who  have  been  in  the  United  States  less 
than  5  years  and  persons  who  have  been  convicted  of  certain  subversive 
crimes  would  be  excluded  from  participation  under  this  provision,  just 
as  they  are  excluded  from  enrolling  for  supplementary  medical 
insurance. 

The  committee  bill  would  require,  as  it  requires  under  the  provi- 
sion in  the  bill  making  medicare  protection  available  to  uninsured 
persons  aged  65  and  over,  that  in  order  for  persons  to  be  eligible  to 
enroll  for  hospital  insurance  they  must  be  enrolled  for  supplementary 
medical  insurance.  If  a  person  terminates  his  supplementary  medical 


293 


insurance,  his  hospital  insurance  coverage  under  this  provision  would 
be  automatically  terminated  effective  the  same  date  as  his  supplemen- 
tary medical  insurance  termination.  The  committee  believes  that  such 
a  restriction  is  necessary  to  reduce  the  possibility  of  excessive  utiliza- 
tion of  the  m,ore  expensive  hospital  insurance  coverage  as  might  occur 
if  an  individual  were  enrolled  for  hospital  insurance  (covering  pri- 
marily institutional  care)  but  not  for  supplementary  medical  insur- 
ance (covering  primarily  outpatient  care) . 

Coverage  would  be  initially  available  as  of  July  1,  19Y3,  to  enrolled 
eligible  persons. 

Maternal  and  Child  Health  Project  Grants 

(Sbc.  291  of  the  bill) 

The  1967  Amendments  to  title  V  of  the  Social  Security  Act  author- 
ized $350  million  for  1972  and  each  year  thereafter  for  Maternal  and 
Child  Health  Services.  The  1967  provision  contained  an  allocation 
formula  which  divided  the  title  V  authorizations  as  follows : 

(a)  50  percent  of  any  appropriations  for  formula  grants  to  the 
States 

(h)  40  percent  of  any  appropriations  for  special  project  grants 
(c)  10  percent  of  any  appropriations  for  research  and  training 
grants. 

The  intent  of  this  portion  of  the  1967  Amendments  was  to  divide 
available  funds  in  this  fashion  for  a  few  years  so  that  the  Federal 
Government  could  fund  innovative  special  projects  which  States  might 
not  be  able  to  fund  out  of  their  formula  grants.  The  special  project 
grants  were  to  terminate  as  of  fiscal  year  1973  and  the  project  moneys 
converted  to  the  formula  grants.  The  rationale  underlying  this  ap- 
proach was  that  after  a  few  years  time,  States  would  recognize  the 
value  of  worthwhile  projects  and  continue  to  support  such  project 
grants  as  part  of  an  overall  State  program  for  improving  maternal 
and  child  health. 

Two  problems  have  developed  since  the  present  law  was  enacted. 
First,  the  special  project  grants  have  been  utilized  primarily  in  urban 
areas,  while  the  formula  grants,  on  the  other  hand,  are  weighted  in 
favor  of  rural  States.  Thus,  a  significant  shift  of  funds  from  urban 
States  with  project  grants  to  rural  States  without  project  grants 
would  occur,  if  the  project  grant  authorities  were  terminated  as  pres- 
ently scheduled.  Additionally,  many  project  grant  directors  have 
indicated  that  because  of  other  pressures  on  State  finances.  State 
health  departments  would  be  reluctant  to  use  new  formula  grant  funds 
to  continue  support  for  project  grants,  however  worthy  they  might  be. 

The  committee  is  concerned  with  the  risk  of  terminating  worthy 
projects  and  also  recognizes  the  need  for  a  full  evaluation  of  perform- 
ance under  and  reassessment  of  the  maternal  and  child  health  pro- 
gram and  its  inter-relationship  with  broader  issues  of  revenue  sharing 
and  national  health  insurance. 

The  Congress  recently  approved  an  extension  of  the  project  grant 
authority  to  June  30,  1973.  To  assist  orderly  budgeting  by  grantees 
and  to  provide  time  for  proper  evaluation  of  the  program  the  Finance 
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Committee  has  approved  an  amendment  which  extends  for  an  addi- 
tional fiscal  year  (i.e.,  through  June  30,  1974)  the  present  special 
project  grant  authorization  contained  in  title  V. 

Waiver  of  Beneficiary  Liability  in  Certain  Situation  Where 
Medicare  Claims  Are  Disallowed 

(Sec.  213  of  the  bill) 

Under  present  law,  whenever  a  medicare  claim  is  disallowedj  the 
ultimate  liability  for  the  services  rendered  falls  upon  the  beneficiary. 
This  is  true  even  where  the  pro^jram  has  paid  the  claim  and  subse- 
quently reopens  and  disallows  it.  The  result  is  that  in  many  cases  a 
beneficiary  is  liable  for  payment  even  though  he  acted  in  good  faith 
and  did  not  know  that  the  services  he  received  were  not  covered,  and 
even  though  the  hospital,  physician  or  other  provider  of  services  was 
at  fault. 

The  committee  bill  amends  title  XVIII  so  that  the  beneficiary 
could  be  "held  harmless"  in  situations  where  claims  were  disallowed 
because  the  expenses  were  incurred  for  services  which  were  not  reason- 
able or  necessary  for  the  diagnosis  or  treatment  of  an  illness  or  injury 
or  where  the  expenses  were  for  custodial  care  and  the  beneficiary  was 
without  fault.  In  such  situations  the  liability  would  shift  either  to  the 
Government  or  to  the  provider — depending  upon  whether  the  pro- 
vider utilized  due  care  in  applying  medicare  policy  in  his  dealings 
with  the  beneficiary  and  the  Government. 

Where  both  the  provider  and  beneficiary  exercised  due  care  (i.e., 
they  did  not  know,  and  had  no  reason  to  know,  that  noncovered  serv- 
ices were  involved),  the  liabilitv  would  shift  to  the  Government  and 
payment  would  be  made  as  though  covered  services  had  been  furnished. 
However,  in  making  such  a  payment  it  would  be  necessary  to  make 
certain  that  the  provider  and  patient  are  put  on  notice  that  the  service 
was  noncovered  with  the  result  that  in  subsequent  cases  involving  simi- 
lar situations  and  further  stays  or  treatments  in  the  given  case  (or 
similar  types  of  cases  in  the  instance  of  the  provider)  they  could  not 
show  they  had  exercised  due  care.  Thus,  the  Government's  liability 
would  be  progressively  limited. 

Where  the  provider  did  not  exercise  due  care,  but  there  was  good 
faith  on  the  part  of  the  beneficiary,  liability  would  shift  to  the  pro- 
vider. The  provider  would  be  told  that  he  could  appeal  the  intermedi- 
ary's decision  both  as  to  coverage  of  the  services  and  due  care.  If,  on 
the  other  hand,  he  exercised  his  rights  under  State  law  and  received 
reimbursement  from  the  beneficiary,  the  program  in  turn  would  in- 
demnify the  beneficiary  (subject  to  deductibles  and  coinsurance).  The 
indemnification  could  then  be  treated  as  an  overpayment  against  the 
provider  and  recovery  would  be  effectuated  through  a  set-off  against 
any  amounts  otherwise  payable  to  the  provider. 

Where  the  beneficiary  was  aware,  or  should  have  been  aware,  of  the 
fact  that  the  services  were  not  covered^  liability  would  remain  with 
the  beneficiary  and  the  provider  could  either  exercise  his  rights  under 
State  law  to  collect  for  the  services  furnished  or  appeal  the  determina- 
tion through  the  SSA  appeals  process.  Where  expenses  were  incurred 
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for  clearly  noncovered  services  such  as  routine  physical  checkups,  eye- 
glasses or  eye  examinations  to  determine  the  refractive  state  of  the 
eyes,  hearing  aids  or  examinations  therefor,  routine  dental  services  or 
immunizations  there  will  be  a  presumption  made  that  the  beneficiary 
and/or  the  provider  was  aware,  or  should  have  been  aware,  of  the  fact 
that  the  services  were  not  covered. 

In  providing  for  a  waiver  of  liability  in  certain  cases  it  is  not  the 
committee's  intent  to  modify  existing  provisions  of  law  which  define 
covered  services.  However,  the  committee  also  does  not  intend  that 
these  provisions  for  waiver  will  be  construed  to  encourage  overly  strict 
application  of  coverage  provisions  under  the  assumption  that  bene- 
ficiaries who  cannot  afford  to  pay  for  the  noncovered  services  will  be 
relieved  of  the  obligation  to  do  so.  For  example,  inpatient  hospital 
care  is  now  covered  under  medicare  only  when  hospital  services  are 
required  on  an  inpatient  basis  from  a  medical  standpoint.  The  decision 
as  to  the  point  in  time  when  an  individual  no  longer  requires  the 
hospital  level  of  care — i.e.,  when  he  can  be  cared  for  as  an  outpatient 
or  in  a  less  costly  type  of  facility — requires  a  careful  exercise  of  pro- 
fessional judgment  and  considerable  weight  should  be  given  to  the 
attending  physician's  opinion  because  of  his  much  greater  familiarity 
with  the  patient's  needs.  Under  certain  circumstances,  it  may  be 
reasonable  to  keep  a  medicare  patient  in  the  hospital  even  though  he 
required  only  an  extended  care  facility  level  of  care.  Sometimes  there 
may  be  no  extended  care  facility  bed  available.  Or,  there  may  be  a 
period  of  a  few  days  at  the  conclusion  of  a  hospital  confinement  when 
a  convalescing  patient  requires  only  an  extended  care  level  of  services 
but  where,  as  a  practical  matter,  it  would  be  unreasonable  to  transfer 
the  patient  to  an  extended  care  facility  for  such  a  short  period  of  time. 
Similarly,  there  are  situations  where  a  terminal  hospital  patient  could 
be  discharged  to  another  institution  or  his  home  a  few  days  before  his 
death  but  where  it  would  not  be  economical  or  humane  to  do  so.  In 
these  cases,  it  would  continue  to  be  appropriate  to  approve  the  few 
additional  days  of  the  hospital  stay  that  are  involved. 

However,  where  the  patient  remains  in  the  hospital  beyond  the  point 
where  it  would  have  been  practical  to  transfer  him  to  a  less  intensive 
setting,  coverage  ends  as  of  the  time  when,  based  on  the  information 
that  was  available  at  the  time,  it  would  be  reasonable  to  expect  the 
transfer  to  have  been  made.  Payment  of  benefits  for  hospitalization 
beyond  that  point  could  be  made  only  if  the  hospital's  and  patient's 
liability  for  the  costs  incurred  can  be  waived. 

The  provision  would  be  effective  with  respect  to  claims  filed  after 
the  month  of  enactment  or  if  filed  before  or  in  the  month  of  enactment 
was  for  services  provided  on  or  after  July  1, 1971,  and  for  which  final 
determinations  have  not  been  made. 

Family  Planning  Services 

(Sec.  299E  of  the  bill) 

The  committee  bill  provides  for  an  increase  in  Federal  funding  of 
family  planning  services  for  present  and  former  welfare  recipients  of 
child-bearing  age  and  also  for  those  persons  likely  to  become  recipients 
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in  the  absence  of  such  services  by  authorizing  100  percent  Federal 
funding  for  State  family  planning  programs,  including  both  informa- 
tion coimseling  and  the  provision  of  medical  and  social  services. 

The  committee  believes  that  its  amendment  will  give  impetus  to  the 
availability  and  provision  of  family  planning  services  in  the  States. 
A  beginning  was  made  in  1967,  when  provisions  were  included  in  the 
social  security  amendments  which  required  that  family  planning 
services  be  oifered  on  a  voluntary  basis,  to  all  appropriate  AFDC 
recipients,  and  authorized  75  percent  Federal  mat  clung  funds  for  this 
purpose.  In  addition  the  same  matching  was  made  ayailable  to  the 
States  on  an  optional  basis  for  services  for  former  or  potential  recipi- 
ents of  welfare. 

The  progress  which  has  been  made  under  the  1967  amendments, 
however,  has  not  met  the  committee  s  expectations.  The  annual  report 
by  the  Department  of  Health,  Education,  and  Welfare  covering  fam- 
ily planning  services  includes  information  which  makes  clear  that  the 
mandate  of  the  Congress  that  all  appropriate  AFDC  recipients  be 
provided  family  planning  services  has  not  been  fulfilled.  The  report 
states: 

Many  problems,  of  course,  remain.  Medical  services  [fam- 
ily planning]  still  are  too  limited,  especially  in  rural  areas 
but  frequently  in  large  urban  areas  as  well.  Replying  to  the 
question  whether  medical  family  planning  programs  cur- 
rently available  are  adequate  to  meet  the  needs  of  eligible 
clients,  36  State  welfare  agencies  answered  in  the  negative 
in  March,  197 0.  Thirty-one  cited  geographic  inaccessibility  as 
a  major  problem.  Many  reported  a  shortage  of  health  profes- 
sionals and  paraprof  essionals  and  some  reported  that  existing 
facilities  are  overcrowded.  Even  in  the  Nation's  principal 
counties  and  cities  where  clinics  are  more  likely  to  be  found 
than  in  less  populous  sections,  50  out  of  106  local  welfare 
agencies  reported  that  currently  available  medical  planning 
programs  are  inadequate. 

Looking  at  their  own  capability  of  providing  family  plan- 
ning services,  many  State  and  local  welfare  agencies  report 
a  shortage  of  staff  to  provide  services  and  to  arrange  for 
adequate  follow-up.  Training  programs  for  staff  have  not 
been  mounted  on  the  scale  required.  Although  Federal  funds 
may  be  used  to  match  $3  for  every  $1  spent  from  State  funds 
for  services,  time  and  again  agencies  emphasize  the  difficulty 
of  raising  the  25  percent  share  at  State  and  local  levels. 
Generally,  no  special  funds  have  been  made  available  to  de- 
velop family  planning  services,  as  indicated,  for  example, 
by  the  general  absence  of  full-time  staff  leadership  for  this 
program.  Expectations  among  some  groups  that  title  IV 
funds  would  be  available  to  reach  substantial  numbers  of 
low-income  families  not  currently  receiving  Avelfare  have  not 
been  realized.  ... 

Evidence  indicates  the  situation  is  not  significantly  improved  today. 

The  committee  is  persuaded  that  the  75  percent  Federal  matching 
percentage,  although  a  major  step  in  promoting  family  planning  serv- 
ices, has  not  been  sufficient  to  achieve  the  aims  of  the  Congress.  By 


297 


providing  100  percent  Federal  funding,  the  committee  bill  will  remove 
any  existing  financial  barrier  to  the  availability  of  family  planning 
counseling  and  services  to  those  desiring  those  services. 

The  committee  amendment  would  authorize  States  to  make  available 
on  a  voluntary  and  confidential  basis  family  planning  counseling,  serv- 
ices, and  supplies,  directly  and/or  on  a  contract  basis  with  family 
planning  organizations  (such  as  Planned  Parenthood  clinics  and 
Neighborhood  Health  Centers)  throughout  the  State,  to  present, 
former,  or  potential  recipients  including  any  eligible  medically  needy 
individuals  who  are  of  child-bearing  age  and  who  desire  such  services. 

In  addition  to  the  provision  of  counseling,  services  and  supplies 
designed  to  aid  those  who  voluntarily  choose  not  to  risk  an  initial 
pregnancy,  emphasis  would  be  placed  upon  assisting  those  families 
with  children  who  desire  to  control  family  size  in  order  to  enhance 
their  capacity  and  ability  to  seek  employment  and  better  meet  family 
needs. 

The  Secretary  would  be  required  to  work  with  the  States  to  assure 
that  particular  effort  is  made  in  the  provision  of  family  planning 
services  to  minors  (and  non-minors)  who  have  never  had  children  but 
who  can  be  considered  to  be  sexually  active;  for  example,  persons 
who  have  contracted  venereal  diseases,  etc. 

The  Secretary  would  also  be  required  to  work  with  States  to  assure 
maximum  utilization  of  persons  participating  in  the  Work  Incentive 
Program  as  family  planning  aides  and  to  perform  related  jobs. 

In  order  to  assure  that  States  do  in  fact  inform  welfare  recipients 
and  other  eligible  persons  of  the  availability  of  family  planning 
services,  and  that  those  who  so  desire  receive  the  necessary  medical 
and  counseling  services  the  amendment  would  reduce  the  Federal 
share  of  AFDC  funds  by  2  percent,  beginning  with  calendar  year  1974, 
if  a  State  in  the  prior  year  fails  to  inform  at  least  95  percent  of  the 
adults  in  AFDC  families  and  on  workfare  of  the  availability  of  family 
planning  services  and/or  if  the  State  fails  to  actually  provide  or 
arrange  for  such  services  for  100  percent  of  those  persons  desiring  to 
receive  them. 

Because  of  the  difficulties  of  enforcing  or  monitoring  the  mandatory 
provision  of  family  planning  services  to  former  or  potential  recipients, 
the  penalty  provision  will  be  limited  to  the  offering  and  provision  of 
services  to  present  adult  recipients  of  AFDC  and  Avorkfare.  How- 
ever, family  planning  services  must  be  offered  and  made  available 
on  an  optional  basis  to  former  and  potential  recipients  of  chiki- 
bearing  age. 

It  is  envisioned  that  individuals  of  child-bearing  age  applying  for 
or  receivinoj  AFDC  would  formally  acknowledge  that  they  have  been 
informed  that  they  are  eligible  to  receive  family  planning  services  on 
a  voluntary  and  confidential  basis.  If  they  desire  family  planning  serv- 
ices, an  appointment  would  be  set  up  at  that  time  and  a  copy  of  the 
form  would  be  sent  to  the  clinic. or  physician  providing  necessary  serv- 
ices and  supplies.  This  would  not  preclude  "walk-in"  requests  for 
family  planning  assistance  by  present  and  former  recipients  or  those 
likely  to  become  recipients  in  the  absence  of  such  services. 

The  effectiveness  of  the  program  would  be  monitored  by  Federal 
officials  on  a  sample  basis.  The  operation  of  the  program  would  also 
be  subject  of  review  by  the  Inspector- General  for  Health  Care 
Administration. 
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Although  the  committee  views  family  planning  services  as  pri- 
marily medical  services,  it  also  recognizes  the  importance  of  counseling 
and  informational  services  which  are  more  traditionally  considered 
to  be  social  services.  Therefore,  the  Committee  amendment  makes  100 
percent  Federal  financial  support  for  family  planning  services  avail- 
able under  both  the  title  XIX  and  the  title  IV-A  programs. 

The  committee  has  amended  title  XIX  to  provide  that  family  plan- 
ning services  are  a  mandatory  service  under  all  title  XIX  plans.  The 
committee  intends  that  the  100  percent  Federal  funding  of  family 
planning  services  through  titles  XIX  and  IV-A  will  reimburse  for 
the  reasonable  costs  of  directly  related  family  planning  services. 

Penalty  for  Failure  to  Provide  Required  Health  Care  Screening 

(Sec.  299Fof  the  bill) 

Under  present  medicaid  law  as  defined  in  regulation  by  the 
Department  of  Health,  Education,  and  Welfare,  States  are  required 
to  provide  health  screening  and  treatment  services  for  all  children 
under  6  and  eligible  for  medicaid  by  February  7,  1972,  and  to  provide 
screening  and  treatment  services  to  all  eligible  children  up  to  age  21 
by  July  1,1973. 

The  medicaid  health  screening  and  treatment  regulation  requires 
States  to  assure  that  eligible  children  receive  early  and  periodic 
screening  and  diagnosis  to  ascertain  physical  and  mental  defects,  and 
treatment  of  conditions  discovered,  within  the  limits  of  the  State 
plan ;  and  that  in  addition,  eye-glasses,  hearing  aids  and  other  kinds 
of  treatment  for  visual  and  hearing  defects,  and  at  least  such  dental 
care  as  is  necessary  for  relief  of  pain  and  infection  and  for  restoration 
of  teeth  and  maintenance  of  dental  health,  will  be  available,  whether 
or  not  otherwise  included  under  the  State  plan,  subject  however  to 
such  utilization  controls  as  may  be  imposed  by  the  State  agency. 

Although  States  are  required  to  provide  treatment  ser^dces  indicated 
as  necessary  by  the  screening  only  to  the  extent  that  they  are  covered 
under  the  State  plan  or  are  required  by  the  regulation,  it  is  expected 
that  States  will  be  responsible  for  referring  eligible  children  to  other 
sources  for  uncovered  services,  and  will  make  every  effort  to  arrange 
for  their  provision.  The  regulation  further  requires  States  to  establish 
administrative  mechanisms  to  identify  available  screening  and  diag- 
nostic facilities.  States  are  also  required  to  assure  referral  of  appro- 
priate children  to  the  title  V  (maternal  and  child  health)  grantees 
for  care  and  services,  and  to  effect  agreements  to  assure  maximum 
utilization  of  existing  screening,  diagnostic,  and  treatment  services 
provided  by  other  public  and  voluntary  agencies  such  as  child  health 
clinics,  neighborhood  health  centers,  day  care  centers,  nursery  schools, 
school  health  programs,  family  planning  clinics,  maternal  clinics,  and 
similar  facilities. 

The  committee  recognizes  the  significance  of  early  detection  and 
treatment  of  illness  in  children — both  in  human  and  economic  terms — 
and  therefore  believes  that  the  possibility  of  a  reduction  in  Federal 
matching  AFDC  funds  would  serve  to  assure  that  States  implement 
the  title  XIX  requirements  for  health,  screening,  diagnosis,  and  treat- 
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ment  for  eligible  children.  Moreover,  it  would  underline  the  commit- 
tee's intent  that  the  health  screening  programs  should  be  fully  imple- 
mented by  the  States. 

The  committee  has  therefore  approved  an  amendment  which  speci- 
fies that  the  Federal  share  of  AFDC  matching  funds  would  be  re- 
duced by  2  percent  beginning  in  fiscal  year  1975  if  a  State  in  the 
prior  year  has  (a)  failed  to  inform  at  least  95  percent  of  the  AFDC 
families  of  the  availability  of  child  health  screening  services  for  chil- 
dren of  ages  eligible  for  such  services;  or  (b)  failed  to  actually  pro- 
vide for  or  arrange  for  such  services;  or  (c)  failed  to  arrange  for  or 
refer  to  appropriate  corrective  treatment  children  disclosed  by  such 
screening  as  suffering:  illness  or  impairment. 

Because  of  the  difficulties  of  monitoring  the  mandatory  provision  of 
screening,  diagnosis  and  treatment  service  to  eligible  medically  needy 
children,  the  penalty  provision  will  be  limited  to  services  to  children 
in  cash  assistance  families.  However,  medically  needy  children  are  en- 
titled to  these  services,  and  States  have  an  obligation  to  provide  them 
in  accordance  with  the  law  and  regulations. 

Although  the  penalty  for  noncompliance  by  States  with  the  child 
health  screening  and  treatment  regulation  would  not  become  effective 
until  July  1, 1975,  States  will  be  expected  to  have  health  screening  and 
treatment  programs  for  eligible  children  under  age  21  by  July  1, 1973, 
as  required  by  medicaid  regulation. 

Care  and  Treatment  for  Drug  Addicts  and  Alcoholics 

(Sec.  299G  of  the  bill) 
Background 

Federal  statutes  and  legislative  history  are  silent  in  terms  of  spe- 
cific references  concerning  the  eligibility  of  alcoholics  and  drug  ad- 
dicts, on  account  of  these  diseases,  for  public  assistance  under  the  pro- 
gram of  Aid  to  the  Totally  and  Permanently  Disabled  ( APTD) .  How- 
ever, the  Department  of  Health,  Education,  and  Welfare  has  ruled  that 
otherwise  eligible  persons  whose  primary  disabling  condition  was 
alcoholism  or  addiction  could  be  classified  at  the  option  of  a  State  as 
eligible  for  APTD. 

In  June  1970,  some  12,000  APTD  recipients  were  classified  as  dis- 
abled with  a  primary  diagnosis  of  alcoholism.  The  Department  of 
Health,  Education,  and  Welfare  estimates,  in  general  terms,  that,  na- 
tionwide, under  the  HEW  ruling  approximately  200,000  alcoholics 
are  potentially  eligible  for  APTD  because  of  low  income  and  assets. 
Also,  based  upon  Department  of  Health,  Education,  and  Welfare  data, 
as  many  as  200,000  drug  addicts  may  be  eligible  or  potentially  eligible 
for  APTD  because  of  low  income  and  assets. 

APTD  recipients  are  eligible  for  cash  maintenance  payments,  medic- 
aid and  social  services.  A  recent  Department  of  Health,  Education, 
and  Welfare  agreement  with  the  State  of  New  York  resulted  in  the 
definition  of  social  services  for  addicts  being  broadened  to  include 
many  medical  services.  This  agreement  resulted  in  increased  Federal 
funds  for  New  York  because  social  services  receive  75  percent  Federal 
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matching,  whereas  medicaid  services  in  New  York  are  matched  at  only 
50  percent.  In  addition  many  services  which  previously  had  not  been 
considered  eligible  for  Federal  matching  were  reclassified  as  social 
services  and  now  qualify  for  75  percent  Federal  matching. 

House  Bill 

Under  the  House  bill,  alcoholics  and  addicts  meeting  the  definition 
of  disability  would  not  receive  cash  assistance  if  treatment  were  avail- 
able which  they  refused.  The  House  bill  did  not  provide  any  mecha- 
nisms for  assuring  the  care  and  treatment  of  those  addicts  and  alcohol- 
ics on  welfare. 

Committee  Concern 

The  Finance  Committee  is  concerned  that  this  provision  might  re- 
sult, in  many  cases,  in  alcoholics  and  addicts  receiving  cash  payments 
without  being  involved — or  while  only  being  nominally  involved — in 
treatment  programs.  Related  to  this  is  the  obvious  problem  of  alco- 
holics and  addicts  using  welfare  payments  to  support  their  addiction 
or  alcoholism.  By  the  nature  of  their  illness,  alcoholics  and  addicts 
might  well  use  cash  assistance  to  support  their  alcoholism  or  addiction 
rather  than  for  the  purposes  for  which  it  was  provided. 

Committee  Provision 

The  committee  has  therefore  approved  an  amendment  precluding 
eligibility  of  medically  determined  alcoholics  and  addicts  for  welfare 
under  the  program  of  Aid  to  Families  With  Dependent  Children 
(AFDC)  and  for  benefits,  on  the  basis  of  disability,  under  the  Sup- 
plemental Security  Income  program.  Thus  addicts  and  alcoholics  may 
not  be  eligible  for  income  maintenance  under  AFDC  and  the  Supple- 
mental Security  Income  program  in  the  future.  Instead  the  committee 
bill  would  establish  a  program  under  title  XV  of  the  Social  Security 
Act  designed  to  encourage  appropriate  care  and  treatment  of  alcoholics 
and  addicts. 

The  committee  amendment  provides  that  alcoholics  and  addicts 
who  are  otherwise  eligible  for  AFDC,  in  a  State  (in  terms  of  residency, 
income  and  resources)  or  for  Supplemental  Security  Income  and  who 
also  meet  a  definition  of  eligibility  parellel  to  the  social  security  pro- 
gram's definition,  that  is,  who  are  unable  to  engage  in  any  substantial 
gainful  activity  (regardless  of  whether  required  to  engage  in  such 
activity)  by  reason  of  a  medically  determinable  (by  a  physician 
qualified  to  make  such  determinations)  addictive  dependence  upon 
drugs  or  alcohol  which  has  lasted  or  can  be  expected  to  last  for  a 
period  of  12  months  or  more — would  be  eligible  to  receive  help 
through  an  alcoholism  and/or  addiction  treatment  program  which 
would  be  established  under  title  XV,  if  the  State  chooses  to  institute 
such  a  program. 

Recent  Federal  legislation,  particularly  the  Alcohol  Abuse  and 
Treatment  Act  of  1970  and  the  Drug  Abuse  Office  and  Treatment  Act 
of  1972,  defined  a  broad  expanded  Federal  role  in  dealing  with  prob- 
lems of  alcoholism  and  addiction.  The  Comprehensive  Alcohol  Abuse 
and  Alcoholism  Treatment  Act  authorized  the  establishment  of  the 
National  Institute  on  Alcohol  Abuse  and  Alcoholism  to  develop  and 
conduct  comprehensive  programs  of  research,  and  control  of  alcohol 
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abuse  and  alcoholism.  The  Drug  Abuse  Office  and  Treatment  Act  of 
1972  (approved  March  21)  expanded  existing  programs  for  the  con- 
trol of  drug  abuse  and  provided  for  the  coordination  of  all  Federal 
efforts  relating  to  drug  abuse,  treatment,  education  and  research.  Each 
statute  also  authorized  a  new  formula  grant  program  for  assistance  to 
States  in  planning,  establishinsf,  maintaining,  coordinating  and  evalu- 
ating alcoholism  and  drugs  abuse  projects,  respectively.  In  order  to 
qualify  for  the  formula  grants  under  either  Act,  a  State  must  submit 
a  plan  for  attaining  the  goals  of  each  program  and  must  designate  or 
establish  a  single  State  agency  for  preparation  and  administration  of 
each  plan.  To  date,  all  States  have  an  active  State  agency  designated 
pursuant  to  the  provisions  of  the  Alcoholism  Treatment  Act.  A  ma- 
jority of  the  States  have  an  agency  which  Avould  meet  the  statutory 
requirements  of  the  Drug  Abuse  Treatment  Act,  and  all  fifty  have 
some  agency  charged  with  coordinating  current  efforts  to  control  drug 
abuse. 

In  order  to  coordinate  the  new  title  XV  program  with  these 
recently  established  drug  and  alcohol  abuse  treatment  programs,  title 
XY  funds  Avould  be  made  available  only  to  local  treatment  agencies, 
institutions,  practitioners,  and  organizations  which  are  certified  to  be 
appropriate  and  qualified  to  provide  such  care  and  treatment  by  the 
designated  State  drug  or  alcohol  abuse  and  treatment  agency.  Once 
enrolled  in  the  title  XV  treatment  program,  the  alcoholic  or  addict 
would  be  referred  to  a  local  treatment  organization  or  agency.  There 
would  be  no  independent  separate  programs  of  care  and  treatment  for 
the  alcoholics  and  addicts  under  the  welfare  laws. 

To  be  eligible  for  reimbursement  under  title  XV,  the  individual 
treatment  program  must  be  carried  out  under  a  professionally  de- 
veloped plan  for  rehabilitation  designed  to  terminate  dysfunctional 
dependency  upon  alcohol  or  drugs.  The  rehabilitation  plan  must  be 
reviewed  (and  modified  as  necessary)  at  three  month  intervals  in 
order  to  formally  evaluate  the  adequacy  and  continued  necessity  of 
the  care  and  treatment.  However,  to  assure  continuity  of  necessary  care 
and  treatment,  the  initial  medical  determination  of  addiction  or 
alcoholism  could  be  deemed  valid  for  up  to  12  months.  Additionally, 
this  review  requirement  is  intended  to  guard  against  pro  forma  appli- 
cation of  the  rehabilitation  plan.  The  plan  of  treatment  must  include 
to  the  maximum  extent  feasible  Avork  rehabilitation.  Authorities  in 
treatment  and  rehabilitation  of  alcoholics  and  addicts  have  strongly 
emphasized  the  importance  of  work  therapy  as  part  of  a  comprehen- 
sive plan  of  rehabilitation  and  the  committee  bill  incorporates  this 
desirable  feature. 

Further,  the  Secretary  and  the  Inspector  General  w^ould  be  required 
to  regularly  determine  that  pro  forma  compliance  was  not  being 
undertaken.  Federal  matching  funds  Avould  be  automatically  termin- 
ated for  medically  determined  alcoholics  and  addicts  not  involved  in 
an  active  program. 

In  a  State  which  provides  assistance  under  Aid  to  Families  with 
Dependent  Children,  to  pei'sons  medically  determined  to  be  alcoholics 
or  addicts,  such  persons  would  have  to  be  referred  for  care  and  treat- 
ment to  the  Title  XV  agency  as  a  condition  of  continued  eligibility 
for  Federal  matching.  Refusal  of  care  and  treatment  by  an  addict  or 
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alcoholic  would  result  in  termination  of  assistance  payments  and 
medicaid  for  that  individual. 

Similarly,  in  States  which  do  not  opt  to  establish  a  title  XV  pro- 
gram, alcoholics  and  addicts  will  not  be  eligible  for  any  federally 
matched  cash  assistance  payments.  The  same  conditions  apply  to  ad- 
dicts and  alcoholics  eligible  for  benefit  under  the  supplemental  income 
program  on  the  basis  of  a  disability. 

Maintenance  of  Fiscal  Effort 

To  assure  maintenance  of  expenditure  levels  in  the  primary  Federal 
and  State  programs  directed  toward  treatment  and  rehabilitation  of 
alcoholics  and  addicts,  and  to  avoid  any  shifting  of  those  expenditures 
to  title  XV,  the  amendment  would  provide  that :  If  a  reduction  in  Fed- 
eral, State,  or  local  expenditures  is  made,  either  through  reduction  in 
appropriations  or  expenditure  levels  (including  impounding  of  ap- 
propriated funds),  then  the  Federal  matching  funds  available  under 
title  XV  would  be  reduced  proportionate  to  the  other  decreases. 

Funds  spent  under  the  program  for  supportive  assistance  payments 
and  medicaid  payments  to  persons  otherwise  eligible  for  those  pay- 
ments and  services  under  a  State  plan  (and  who  are  receiving  care  and 
treatment  under  title  XV)  would  be  excluded  from  the  amount  deter- 
mined to  be  spent  for  care  and  treatment  for  purposes  of  calculating 
levels  of  fiscal  effort. 

The  Finance  Committee  is  also  concerned  that  some  States  have  cir- 
cumvented the  intent  of  present  law  in  efforts  to  obtain  higher  Federal 
matching  for  services  to  rehabilitate  alcoholics  and  addicts.  Services 
which  are  health  related  should.be  reimbursed  under  the  medicaid 
matching  rates  and  not  as  social  services.  The  committee  amendment 
provides  that  matching  under  title  XV  would  be  at  the  rates  other- 
wise provided  for  the  types  of  payments  made.  For  example,  medi- 
cal care  and  treatment  would  be  matched  at  the  medicaid  rates  and 
cash  payments  and  defined  social  services  would  be  matched  or  other- 
wise financed  at  the  rate  applicable  to  the  category  under  which  the 
person  would  otherwise  be  aided. 

To  the  extent  that  at  least  50  percent  of  medically  determined 
alcoholics  and  addicts  are  not  enrolled  and  receiving  active  care 
and  treatment  under  title  XV  within  6  months  of  enactment  of  the 
amendment  States  would  lose  Federal  matching  for  those  not  in  treat- 
ment ;  similiarly  at  least  75  percent  must  be  enrolled  and  in  treatment 
within  9  months  and  all  such  persons  brought  into  title  XV  by  the 
end  of  12  months. 

Supportive  Assistance  for  Alcoholics  and  Addicts 

As  described,  the  committee  amendment  makes  medically  deter- 
mined alcoholics  and  addicts  ineligible  for  payments  under  the  AFDC 
program  and  the  supplemental  income  program.  Owing  to  the  nature 
of  their  illnesses,  alcoholics  and  addicts  might  well  use  these  payments 
to  support  their  alcoholism  or  addiction  rather  than  for  the  purposes 
for  which  the  assistance  was  provided. 

The  committee's  concern  is  shared  by  many  individuals  and  agencies 
active  in  the  treatment  of  alcoholics  and  addicts.  For  example,  in  a 
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recent  letter  to  the  committee,  the  Association  of  Voluntary  Agencies 
on  Narcotics  Treatment,  Inc  (AVANT)  of  New  York  stated : 

"The  tragedy  in  New  York  and  other  major  cities  is  that  there 
are  not  enough  treatment  facilities  like  the  member  agencies  of 
AVANT.  Welfare  officials  claim  they  frequently  approve  welfare 
payments  to  addicts  not  in  treatment  because  the  addicts  in  ques- 
tion cannot  get  into  crowded  treatment  programs.  These  officials 
naively  ignore  the  fact  that  the  addicts  will  immediately  use  the 
money  for  drugs." 

"The  solution  to  this  dilemma  is  not  to  keep  dispensing  more 
money  *  *  *  but  to  provide  more  treatment  facilities  and  to 
enact  stronger  legislation  requiring  abusers  of  all  illicit  drugs 
to  undergo  treatment." 
It  is  recognized  that,  in  some  cases,  the  plan  of  proper  treatment  or 
rehabilitation  could  be  furthered  with  protective  payments  for  the 
enrolled  alcoholic  or  addict's  needs  with  respect  to  food,  clothing  and 
shelter.  Therefore,  the  committee  amendment  provides  that  in  those 
specific  cases  where  it  is  determined  that  proper  treatment  or  re- 
habilitation would  be  aided  by  protective  assistance  payments,  such 
assistance  could  be  granted  in  a  fashion  which  would  support  the 
treatment  activities,  but  only  to  persons  otherwise  eligible  in  a  State 
for  aid  or  assistance  (except  for  their  medically  determined  alco- 
holism or  drug  addiction).  To  the  extent  that  an  enrollee  received 
food,  clothing  and  shelter  in  an  institutional  or  other  setting,  protec- 
tive payment  amounts,  if  any,  would  be  adjusted  accordingly.  At  cer- 
tain stages  of  treatment,  it  is  conceivable  that  supportive  payments 
could  be  made  (in  whole  or  part)  directly  to  the  enrollee  where  those 
in  charge  of  his  treatment  determine  that  direct  support  would  en- 
hance rehabilitation  and  further  capacity  for  independent  living.  The 
amendment  authorizes  exceptions,  in  such  cases,  to  the  protective  pay- 
ments approach.  The  determination  as  to  whether  protective  payments 
are  necessary  to  support  the  treatment  plan  would  have  to  be  specifi- 
cally reevaluated  at  least  every  three  months.  Such  payments  could 
be  no  greater  than  comparable  payments  under  the  appropriate  cash 
program  and  would  be  made  by  the  title  XV  agency.  Authorization 
as  to  payments  and  frequencies  thereof,  would  usually  be  based  upon 
the  recommendation  of  the  local  treatment  program. 

Payments  would  come  from  funds  for  the  cash  program  for  which 
the  person  would  otherwise  be  eligible. 

Modification  of  the  Role  of  the  Health  Insurance  Benefits 
Advisory  Council 

(Sec.  288  of  the  bill) 

The  Health  Insurance  Benefits  Advisory  Council  (HIBAC),  estab- 
lished under  the  1965  Social  Security  Amendments,  advises  the  Secre- 
tary of  Health,  Education,  and  Welfare  on  matters  of  general  policy 
in  the  administration  of  the  medicare  program,  including  the  formula- 
tion of  regulations.  The  1967  amendments  expanded  the  functions  of 
tho.  rounril  to  include  the  responsibility  for  reviewing  and  reporting 
to  the  Congress  on  the  eJffectiveness  of  the  medicare  program  and  on 
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possible  improvements  in  the  administration  of  the  program  and  in 
the  law  itself. 

In  keeping  with  its  concern  that  the  proliferation  of  advisory 
bodies  in  HEW  be  periodically  evaluated,  the  committee  has  found 
that  the  need  for  and  role  of  the  Health  Insurance  Benefits  Advisory 
Council  have  substantially  changed  since  the  initiation  of  medi- 
care. During  the  formative  years  of  medicare  there  was  some  ad- 
vantage to  having  a  group  such  as  HIBAC,  broadly  representative 
of  the  major  health  care  interests,  to  review  and  offer  recommenda- 
tions to  the  Secretary  on  the  formulation  of  a  large  body  of  regula- 
tions and  program  policies.  However,  much  of  that  work  is  now  com- 
pleted, and  there  seems  little  need  for  permanent  authority  to  deal 
with  the  often  routine  modifications  and  refinements  in  medicare  in 
view  of  the  program's  present  status  and  the  development  of  admin- 
istrative expertise  and  capabilities.  The  National  Professional  Stand- 
ards Keview  Council,  which  would  be  established  under  the  PSRO 
amendment  previously  approved  by  the  Committee,  would  undertake 
functions  with  respect  to  evaluation  of  utilization  of  health  care 
services  presently  part  of  HIBAC's  charge. 

The  present  status  of  medicare  would  seem  to  require  different 
kinds  of  advice  from  outside  advisors.  During  the  initial  years  of  the 
program,  advisory  bodies  broadly  representative  of  the  major  health 
care  interests  were  a  source  of  information  about  the  possible  reactions 
of  their  constituencies  to  proposed  policies  and  regulations.  Now  that 
the  major  policy  features  of  the  program  have  been  established  and 
additional  formal  and  informal  lines  of  communication  with  the 
major  interests  set  up,  there  is  a  decreased  need  for  such  advice.  For 
example,  the  Department  has  established  formal  consultation  pro- 
cedures with  medicare  carriers  and  intermediaries  to  deal  with  opera- 
tional problems  related  to  the  claims  process. 

The  committee  has,  therefore,  added  to  the  House-approved  bill  a 
provision  that  modifies  the  role  of  the  Health  Insurance  Benefits  Ad- 
visory Council  so  that  its  role  would  be  that  of  offering  suggestions 
for  the  consideration  of  the  Secretary  on  matters  of  general  policy  in 
the  medicare  and  medicaid  programs. 

Durable  Medical  Equipment 

(Sec.  245  of  the  bill) 

Present  law  provides  for  reimbursement  under  part  B  of  the  medi- 
care program  for  expenses  incurred  for  the  rental  or  purchase  of 
durable  medical  equipment  used  in  the  patient's  home.  The  beneficiary 
has  the  option  to  rent  or  purchase  such  equipment.  In  the  case  of 
purchase,  medicare  reimbursement  is  generally  made  in  monthly  in- 
stallments equivalent  to  amounts  that  would  have  been  paid  had  the 
equipment  been  rented.  Payments  continue  for  as  long  as  the  equip- 
ment is  medically  required  by  the  individual's  condition  or  until  the 
total  of  the  monthly  installments  paid  equals  80  percent  of  the  reason- 
able purchase  price  less  an  applicable  portion  of  the  deductible,  which- 
ever comes  first.  Payment  in  the  case  of  the  purchase  of  inexpensive 
equipment  (presently  defined  as  equipment  for  which  the  reasonable 


305 


charge  is  $50  or  less)  may  be  made  in  a  lump  sum  if  such  method  of 
payment  is  less  costly  or  more  practical  than  periodic  payment. 

Where  the  beneficiary  elects  to  rent,  the  program  is  bound  to  con- 
tinue indemnifying  him  for  his  rental  expenses  as  long  as  his  medical 
need  for  the  item  continues.  Extensive  review  by  the  General  Account- 
ing Office  showed  that  rental  payments  for  durable  medical  equipment 
often  exceed  the  purchase  price.  Where  it  is  reasonably  predictable 
that  rental  cost  would  exceed  the  cost  of  purchase  but  the  equipment 
is  nevertheless  rented,  the  rental  provision  may  impose  unreasonable 
expenses  on  the  program. 

The  committee  has  added  to  the  House  bill  a  provision  to  help 
avoid  unreasonable  expenses  to  the  program  which  result  from  pro- 
longed rentals  of  durable  medical  equipment.  The  Secretary  of  Health, 
Education,  and  Welfare  would  be  authorized  to  experiment  with 
reimbursement  approaches  (in  various  geographic  areas)  which  are 
intended  to  prevent  these  unreasonable  expenses  and  to  implement 
without  further  legislation  any  purchase  approach  found  to  be  work- 
able, desirable,  and  economical.  The  committee  suggests  that  among 
the  possible  approaches  to  be  evaluated  Avould  be  the  feasibility  of 
suppliers  contracting  Avith  the  Secretary  of  Health,  Education,  and 
Welfare  under  arrangements  whereby  rental  would  be  undertaken  by 
means  of  lease-purchase  arrangements  which  pro\dded  for  rental  pay- 
ments to  terminate  when  an  agreed-upon  total  for  purchase  was 
reached;  under  another  approach,  medicare  payment  for  a  covered 
item  of  durable  medical  equipment  w^ould  be  made  to  the  supplier  in  a 
lump  sum  where  it  was  determined,  in  accordance  with  guidelines  of 
the  Secretary,  that  outright  purchase  would  probably  be  more  econom- 
ical than  lease-purchase;  another  approach  would  be  to  encourage 
beneficiaries  to  purchase  used  equipment  by  waiving  the  present 
20-percent-coinsurance  requirement  where  the  purchase  price  of  the 
used  equipment  was  at  least  25  percent  less  than  the  reasonable  price 
of  new  equipment. 

Disclosure  of  Information  Concerning  the  Performance  of  Car- 
riers, Intermediaries,  State  Agencies,  and  Providers  Under 
Medicare  and  Medicaid 

(Sec.  249C  of  the  bill) 

As  part  of  his  responsibility  for  administration  of  the  medicare 
program,  the  Secretary,  through  the  Social  Security  Administration 
regularly  prepares  formal  evaluations  of  the  performance  of  contrac- 
tors— carriers,  intermediaries  and  State  agencies — which  assist  in 
program  administration.  In  addition  the  Social  Security  Administra- 
tion prepares  program  validation  review  reports,  which  are  used  as 
management  and  audit  devices  for  informing  intermediaries  of 
findings  and  recommendations  concerning  selected  providers  of  serv- 
ices and  some  of  the  aspects  of  their  ()wn  medicare  operations  and  of 
indicating  necessarv  corrective  follow-up  action  with  respect  to  both 
the  provider  as  well  as  the  intermediary. 

These  evaluations  and  reports  are  of  significant  help  in  reviewing 
either  the  overall  administrative  performance  of  an  individual  con- 
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tractor  or  a  particular  aspect  of  its  operation.  Additionally,  the  sum- 
mary evaluations  comparmg  the  periormance  of  one  contractor  with 
that  of  another  are  very  useiul.  However,  tnese  evaluations  and  reports 
are  not  available  to  the  public  in  general. 

I'he  committee  recognizes  the  dilemma  which  exists  in  this  situa- 
tion. On  the  one  hand,  is  the  neea  lor  public  awareness  of  the  de- 
ficiencies of  contractors  and  provider  pertormance  with  the  accom- 
panying pressures  for  improvement  in  administration  that  only  such 
awareness  can  bring  as  well  as  the  desire  to  conform  with  the  overall 
intent  of  the  Freedom  of  Information  Act.  On  the  other  hand,  these 
evaluations  and  reports  require  review  of  details  some  of  which  do  not 
provide  a  basis  for  conclusion  as  to  overall  performance  and  the  initial 
evaluation  may  not  always  be  based  on  all  the  pertinent  facts.  The 
possible  release  of  portions  of  a  report  which  may  include  unqualihed 
or  incomplete  information  may  be  unfair  to  the  contractors  or  pro- 
viders. Tlie  committee  recognizes  that  when  there  is  public  disclosure 
of  this  type  of  information  on  contractor  performance  there  is  a  need 
to  provide  contractors  with  sufficient  opportunity  to  respond  to  the 
information  in  the  reports  before  their  publication  so  as  to  avoid 
release  of  possibly  erroneous  findings,  without  rebuttal,  which  might 
prove  damaging  to  their  reputation. 

The  committee  bill  would  require  that  the  Secretary  make  public  the 
following  types  of  evaluations  and  reports  dealing  with  the  operation 
of  the  medicare  and  medicaid  programs:  (1)  individual  contractor 
performance  reviews  and  other  formal  evaluations  of  the  performance 
of  carriers,  intermediaries,  and  State  agencies,  including  the  reports  of 
followup  reviews;  (2)  comparative  evaluations  of  the  performance 
of  contractors — including  comparisons  of  either  overall  performance 
or  of  any  particular  contractor  operation ;  (3)  program  validation  sur- 
vey reports — with  the  names  of  individuals  deleted. 

The  bill  would  require  prompt  and  timely  public  disclosure  of  re- 
ports prepared  by  the  Secretary  and  submitted  to  any  contractor  or 
provider  of  services  for  review  and  comment  after  the  third  month 
following  enactment.  Such  reports  would  include  only  those  which  are 
official  in  nature  and  would  not  include  internal  working  documents 
such  as  informal  memoranda.  Under  the  bill,  public  disclosure  of 
evaluations  and  reports  would  not  be  required  to  be  made  until  the 
contractor.  State  agency,  or  facility  was  given  suitable  opportunity — 
not  to  exceed  60  days — for  comments  as  to  the  accuracy  of  the  find- 
ings and  conclusions  of  the  evaluation  or  report  with  such  com- 
ments being  made  part  of  the  report  where  the  portions  originally 
objected  to  have  not  been  modified  in  line  with  the  comment.  The  re- 
ports would  not  be  required  to  contain  information  concernina:  those 
deficiencies  which  are  known  by  the  Secretary  to  have  been  fully  cor- 
rected within  60  days  of  the  date  they  were  initially  brought  to  the 
attention  of  the  contractor  or  provider  of  ser^dces. 

It  is  the  committee's  intent  that  the  requirement  of  disclosure  of 
such  evaluations  and  reports  not  lessen  the  effort  of  the  Secretary  in 
his  present  information-gathering  activities  nor  is  the  provision  in 
any  way  to  be  interpreted  as  otherwise  limiting  any  disclosure  of  infor- 
mation otherwise  required  under  the  Freedom  of  Information  Act. 
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Requirement  for  States  To  Deem  Eligible  for  Medicaid  Those  As- 
sistance Recipients  Who  Would  Lose  Eligibility  Because  of  20- 
percent  Social  Security  Increase 

(See  249D  of  the  bill) 

The  Congress  recently  passed  legislation  (Public  Law  92-336)  pro- 
Adding  a  20  percent  increase  in  social  security  benefits  effective  Septem- 
ber 1, 1972.  As  a  result  of  this  increase  an  estimated  190,000  aged,  blind, 
and  disabled  persons  will  lose  their  eligibility  for  cash  assistance  and 
will  be  moved  off  the  cash  assistance  rolls.  Approximately  half  of  these 
j)ersons  reside  in  States  which  have  no  medically  needy  program. 
Their  loss  of  cash  assistance  eligibility  will  therefore  preclude  them 
from  receiving  any  medicaid  coverage. 

Persons  residing  in  States  with  medically  needy  programs  who  are 
removed  from  the  cash  assistance  rolls  are  insured  against  permanent 
loss  of  medicaid  eligibility.  In  these  States,  categorically  related 
individuals  may  lose  their  medicaid  coverage  if  their  income  resources 
exceed  the  State's  eligibility  standards  for  medicaid,  but  they  may 
regain  coverage  after  having  incurred  medical  costs  equal  to  the 
amount  by  which  their  income  exceeds  the  standard.  This  is  the 
so-called  "spend-down"  feature. 

Title  XIX  requires  States  with  a  medically  needy  program  to  dis- 
regard in  determining  income  all  expenses  incurred  by  an  individual 
for  medical  and  remedial  care  recognized  under  State  law  in  the 
process  of  determining  an  individual's  eligibility  for  medicaid.  This 
provides  a  limit  on  the  medical  costs  a  person  must  absorb  from  his 
own  income  before  he  is  eligible  to  receive  assistance  under  medicaid. 
Thus,  while  under  present  law  the  social  security  benefit  increase 
could  result  in  a  loss  of  medicaid  coverage  in  those  States  for  cash 
assistance  recipients  Avho  are  receiving  assistance  in  an  amount  less 
than  their  social  security  benefit  increase,  these  categorically  related 
individuals  could  regain  medicaid  coverage  after  "spending  down"  a 
specified  amount  of  their  income  on  covered  medical  care.  In  States 
without  programs  covering  the  medically  needy,  however,  persons  who 
lose  their  medicaid  eligibility  because  of  the  increase  in  social  security 
benefits  have  no  similar  recourse.  When  they  lose  their  cash  assistance, 
they  lose  all  opportunity  for  medicaid  coverage  no  matter  how  high 
their  medical  bills  or  how^  pressing  their  medical  needs. 

The  committee  is  particularly  concerned  that  the  recently  passed 
social  security  benefit  increase  should  not  force  formerly  eligible  in- 
dividuals to  lose  all  medicaid  coverage.  It  has  therefore  included  a 
provision  in  the  bill  which  would  require  that  in  those  States  which 
limit  medicaid  coverage  to  categorically  needy  persons  (recipients  of 
cash  assistance  or  persons  who  would  be  eligible  for  cash  payments 
except  that  they  reside  in  an  institution) ,  no  person  who  was  medicaid- 
eligible  in  August  1972  could  be  deemed  ineligible  for  medicaid  solely 
because  of  the  increase  in  income  resulting  from  the  20  percent  in- 
crease in  social  security  benefits  voted  by  the  Congress  in  June  1972. 
In  implementing  this  provision,  a  State  may  have  the  option  of  re- 
quiring a  person  who  leaves  the  cash  rolls  because  of  the  social  security 
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increase  to  incur  medical  expenses  in  the  amount  of  the  excess  income 
resulting  from  the  benefit  change  before  he  receives  medicaid  coverage 
(in  effect,  instituting  for  these  persons  a  spend-down  similar  to  that 
applied  in  States  with  programs  for  the  medically  needy).  Alter- 
nately, a  State  may  simply  disregard  that  amount  of  the  social  security 
benent  increase  by  which  income  exceeds  the  standard  for  purposes 
of  determining  medicaid  eligibility.  Such  a  disregard  would  not  be 
applicable  for  purposes  of  the  cash  assistance  program. 

The  committee  has  included  this  amendment  to  prevent  total  loss 
of  medicaid  coverage  to  individuals  who  lose  eligibility  as  a  result  of 
the  recently  enacted  increase.  This  amendment  will  not  preclude  per- 
sons, residing  in  medically  needy  States,  from  losing  their  eligibility 
as  categorically  needy  persons  and  becoming  medically  needy  (sub- 
ject to  State  requirements  including  the  spend-down  provision). 

Preventing  Payment  for  Institutional  Health  Care  Under  the 
Cash  Welfare  Programs  to  Avoid  Compliance  With  Medicaid 
Standards 

(Sec.  249(E)  of  the  bill) 

Under  present  law  (Section  121(b)  of  Public  Law  89-97),  no  Fed- 
eral matching  payment  may  be  made  to  any  State  under  the  cash  assist- 
ance programs  with  respect  to  "aid  or  assistance  in  the  form  of  medical 
or  any  other  type  of  remedial  care"  for  any  period  for  which  States  re- 
ceive title  XIX  payments  or  for  any  period  after  December  31,  1969. 
The  Department  has  restricted  application  of  the  1965  provision  to 
prohibit  only  vendor  payments  for  medical  or  remedial  care.  States 
therefore  have  the  option  of  including  the  cost  of  medical  service  in 
the  cash  welfare  payment  to  recipients.  To  date,  States  have  had  little 
incentive  to  use  this  cash  grant  method  of  payment,  although  there  is 
evidence  that  some  States  have  used  this  device  to  avoid  application  of 
medicaid  standards  to  some  substandard  nursing  homes  and  inter- 
mediate care  facilities. 

The  Department  of  Health,  Education,  and  Welfare  is  currently  en- 
gaged in  efforts  to  strengthen  enforcement  of  skilled  nursing  home  and 
extended  care  facility  standards  in  accordance  with  statutory  require- 
ments. With  the  recent  transfer  of  the  administration  of  intermediate 
care  facilities  to  the  title  XIX  program.  Federal  efforts  have  also  been 
directed  toward  development  and  enforcement  of  standards  and  statu- 
tory requirements  for  these  facilities.  The  committee  has  included  a 
number  of  important  provisions  designed  to  upgrade  long-term  care 
services  and  facilities  and  strengthen  the  Federal  Government's  en- 
forcement activities.  The  combination  of  these  efforts  will  require  a 
large  number  of  facilities,  currently  receiving  title  XIX  matching 
funds,  to  make  substantial  improvements  in  order  to  remain  eligible 
providers. 

The  committee  is  concerned  that  a  number  of  substandard  skilled 
nursing  facilities  and  intermediate  care  facilities  may  seek  to  avoid 
the  burden  of  correcting  their  deficiencies.  Under  current  practice, 
they  could  withdraw  from  the  medicaid  program  and  possibly  force 
the  State  agency  to  continue  the  support  of  patients  in  these  homes  by 
adding  the  cost  of  care  to  the  patients'  monthly  welfare  payments. 
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The  committee  has  therefore  included  a  provision  to  preclude  Fed- 
eral matching  for  that  portion  of  any  money  payment  which  is  related 
to  institutional,  medical,  remedial  or  other  care  which  is  (or  could  be) 
included  under  the  medicaid  program.  The  thrust  of  this  provision 
is  to  bar  using  the  cash  grant  system  to  finance  nursing  facility  care 
and  services  in  intermediate  care  facilities  as  a  means  of  avoiding 
application  of  title  XIX  standards  for  facilities  providing  these  serv- 
ices. It  is  not  expected  to  relate  to  other  title  XIX  services — such  as 
dental  care  or  prescription  drugs — which  are  generally  not  delivered 
in  an  institutional  setting  (except  to  the  extent  such  services  are  defined 
by  the  Secretary  to  be  an  essential  part  of  skilled  nursing  facility  or 
intermediate  care  facility  services). 

A  facility  providing  care  which  in  general  resembles  or  is  similar 
to  that  provided  under  medicaid  but  which  fails  to  meet  Federal 
requiments  could  not  seek  to  circumvent  application  of  this  provision 
with  the  claim  that  since  it  did  not  meet  title  XIX  standards  and  was 
not  a  title  XIX  facility,  its  services  could  not  be  considered  title  XIX 
services  and  were  therefore  not  subject  to  this  restriction.  Any  cash 
recipient  receiving  care  in  an  institution  which  could,  if  it  upgraded 
its  services  or  facilities,  be  an  eligible  provider  would  be  precluded 
from  receiving  Federal  matching  for  that  portion  of  his  payment 
which  is  related  to  institutional,  medical,  remedial,  or  similar  care. 
States  would  continue  to  receive  Federal  matching  for  payments  to 
persons  to  finance  the  cost  of  room  and  board  in  the  case  of  recipients 
who  require  no  health  related  services  beyond  room  and  board.  In 
determining  whether  cash  grant  payments  for  institutional  care  were 
being  used  to  subvert  the  intent  of  this  provision,  however,  it  is  ex- 
pected that  the  Department  would  carefully  examine  the  amount  of 
payment  included  for  the  purchase  of  room  and  board  and  compare 
it  to  amounts  expended  for  title  XIX  institutional  care ;  a  significant 
differential  in  the  amount  of  this  payment  and  the  average  payments 
for  ICF  or  skilled  nursing  home  care  would  be  expected.  In  addition, 
the  State  would  have  an  obligation  to  demonstrate  to  the  satisfaction 
of  the  Secretary  that  persons  residing  in  an  institutional  setting,  fi- 
nanced through  the  cash  grant  programs,  ( 1 )  were  not  receiving  inter- 
mediate care  facility  services  or  skilled  nursing  home  care  and  (2) 
were  not  in  need  of  such  services — i.e.,  were  appropriately  placed  in 
such  facilities. 

Conditions  of  Coverage  of  Outpatient  Speech  Pathology 

(Sec.  283  ^the  bill) 

At  present,  speech  therapy  services  are  covered  under  medicare  when 
provided  by  approved  hospitals  (on  both  an  inpatient  and  outpatient 
basis)  or  home  health  agencies.  The  services  may  be  provided  by  an 
employee  of  the  provider  or  by  an  outside  source  (agency,  clinic,  or 
independent  practitioner)  under  contract  to  the  provider.  Speech 
therapy  services  are  also  covered  under  part  B  as  incident  to  physician 
services,  provided  they  are  furnished  under  the  direct  supervision  of 
the  physician. 

While  speech  pathology  services  are  generally  useful  to  aged  persons 
with  certain  disorders,  such  services  are  sometimes  unavailable  to  the 
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aged  due  to  the  small  percentage  of  speech  pathologists  who  are  em- 
ployed by  providers  eligible  to  participate  in  the  medicare  program. 
Part  of  the  problem  is  the  fact  that  the  outpatient  services  must  be 
provided  under  the  direct  supervision  of  a  physician. 

The  committee  has  approved  an  amendment  providing  that  medi- 
care^ part  B  coverage  include  speech  pathology  services — the  same 
services  now  covered  as  speech  therapy  when  furnished  as  a  provider 
service — furnished  to  beneficiaries  on  an  outpatient  basis  by  organized 
agencies,  clinics  or  other  health  centers  without  necessarily  requiring 
direct  physician  supervision  of  such  services.  Generally,  an  organized 
setting  would  be  one  in  which  two  or  more  qualified  practitioners  are 
furnishing  covered  services.  Providers  would  be  required  to  meet 
conditions  established  by  the  Secretary  to  assure  proper  coordina- 
tion, continuity,  and  quality  of  care.  Individuals  should  continue 
as  under  present  law,  to  be  referred  by  a  physician  for  services  fur- 
nished by  or  under  the  direct  supervision  of  a  qualified  speech  thera- 
pist, under  a  j^lan  for  the  individual's  total  care,  established  and 
periodically  reviewed  by  the  physician  who  retains  overall  responsibil- 
ity for  the  individual's  care.  Reimbursement  for  services  would  be 
made  to  the  agency,  clinic,  or  center  on  the  basis  of  reasonable  cost. 
The  amendment  would  be  effective  with  respect  to  services  furnished 
after  December  31, 1972. 

Conditions  of  Coverage  of  Services  of  Clinical  Psychologists 

(Sec.  284  of  the  bill) 

Coverage  of  the  services  of  clinical  psychologists  is  presently  avail- 
able on  a  basis  which  includes  a  requirement  that  the  services  of  such 
psychologists  must  be  provided  as  part  of  hospital  or  extended  care 
services  or  under  direct  physician  supervision. 

The  requirement  that  outpatient  services  of  such  psychologists  be 
rendered  under  direct  physician  supervision  apparently  restricts  the 
availability  of  such  services  to  the  elderly  as  there  are  many  psy- 
chological clinics  which  are  not  physician-directed. 

The  committee  has  approved  an  amendment  which  would  liberalize 
the  coverage  provision  under  part  B  limiting  coverage  of  outpatient 
services  of  a  clinical  psychologist  to  those  provided  under  direct  physi- 
cian supervision  retaining,  however,  the  other  requirements  of  present 
law  as  well  as  those  additional  general  requirements  described  with 
respect  to  broader  coverage  of  speech  therapy  including  that  which 
would  require  an  organized  setting  to  be  one  in  which  two  or  more 
qualified  practitioners  are  furnishing  covered  services.  Additionally, 
with  respect  to  psychological  treatment,  such  costs  would  be  included 
in  and  limited  by  the  overall  $250  annual  limitation  on  outpatient 
treatment  of  mental  illness,  as  they  are  under  present  law  when  fur- 
nished by  physicians.  The  amendment  would  be  effective  with  respect 
to  services  furnished  after  December  31,  1972. 

Coverage  of  Podiatric  Residents  and  Interns 

(Sec.  276  of  the  bill) 

The  Social  Security  Amendments  of  1967  amended  the  medicare 
definition  of  "physician"  to  include  podiatrists.  However,  no  change 
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was  made  in  the  definition  of  "approved"  teaching  programs  in  hos- 
pitals, which  include  the  intern  and  residency  programs  of  other  medi- 
care "physician"  professionals.  (Services  provided  to  hospital  inpa- 
tients by  participants  in  such  approved  teaching  programs  are  reim- 
bursable on  a  cost  basis  under  the  hospital  insurance  program.)  The 
committee  bill  would  remove  this  anomaly  by  including  within  the 
definition  of  approved  teaching  programs  the  services  furnished  by 
an  intern  or  resident-in-training  in  the  field  of  podiatry  under  a 
teaching  program  approved  by  the  Council  on  Podiatry  Education  of 
the  American  Podiatry  Association. 

This  provision  would  be  effective  with  respect  to  accounting  periods 
beginning  after  December  31,  1972. 

Outpatient  Rehabilitation  Coverage 

(Sec.  285  of  the  bill) 

Medicare  beneficiaries  who  are  not  inpatients  of  hospitals  or  ex- 
tended care  facilities,  or  homebound  and  entitled  to  home  health  serv- 
ices, have  limited  access  to  certain  restorative  and  rehabilitative  serv- 
ices. While  part  B  of  medicare  presently  covers  outpatient  physical 
therapy  services  furnished  by  providers  of  services,  including  clinics, 
rehabilitation  agencies,  and  public  health  agencies,  similar  coverage 
for  rehabilitation  services  which  are  useful  to  older  people  is  not  pro- 
vided in  certain  types  of  settings  under  present  law.  Thus,  medicare 
payment  cannot  be  made  for  services  furnished  by  free-standing 
rehabilitation  facilities  which  provide  a  range  of  rehabilitation  serv- 
ices on  an  outpatient  basis  which  would  be  covered  under  existing  law 
if  they  were  provided  by  participating  home  health  agencies  or  by 
hospital  outpatient  departments.  The  committee  has  therefore  in- 
cluded an  amendment  so  that,  with  appropriate  assurances  of  quality 
of  care,  safety  of  the  patient,  and  reasonable  costs,  such  services  would 
be  more  accessible  to  beneficiaries. 

The  committee  bill  establishes  a  new  benefit  category  which  would 
permit  reimbursement  under  part  B  for  outpatient  rehabilitation  fur- 
nished in  organized  settings.  The  new  benefit  would  cover  physical 
therapy,  speech  pathology,  occupational  therapy,  and  medical  social 
services,  provided  on  an  outpatient  basis  by  qualified  outpatient  reha- 
bilitation facilities  including  providers  of  services,  clinics,  rehabilita- 
tion agencies,  and  public  health  agencies.  A  physician  would  have  to 
certify  that  the  services  are  required  by  an  individual  who  needs  physi- 
cal therapy  or  speech  pathology  services  and  the  services  must  be 
furnished  in  accordance  with  a  plan  established  and  periodically 
reviewed  by  a  physician.  The  plan  would  prescribe  the  specific  types 
of  rehabilitation  services  to  be  provided  and  the  amount  and  duration 
of  such  services. 

The  requirements  that  organizations  must  meet  in  order  to  provide 
the  new  outpatient  rehabilitation  benefit  would  be  similar  to  the  types 
of  standards  now  imposed  on  providers  of  outpatient  physical  therapy 
services.  These  requirements  are  intended  to  assure  that  only  health 
care  of  proper  quality  will  be  paid  for.  The  facility  would  be 
required  to  satisfy  conditions  relating  to  medical  records,  policies  gov- 
erning the  services  provided,  and  State  or  applicable  local  licensing 
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requirements.  The  facility  would  also  have  to  be  organized  so  as  to 
provide  an  adequate  outpatient  rehabilitation  program  for  the  services 
which  it  is  certified  to  provide.  This  would  include  a  requirement  that 
they  have  adequate  physician  participation  to  the  extent  necessary  to 
assure  that  the  services  provided  are  both  efficient  and  properly  related 
to  the  total  medical  needs  of  the  patient.  In  addition,  the  facility  would 
have  to  meet  such  other  conditions  relating  to  health  and  safety  as  the 
Secretary  may  find  necessary. 

Payments  for  outpatient  rehabilitation  services  will  be  on  the  basis  of 
reasonable  costs  as  is  now  done  for  services  furnished  by  other  partici- 
pating providers  of  services.  For  purposes  of  administration,  it  is  ex- 
pected that  payment  for  outpatient  rehabilitation  services  provided  by 
approved  facilities  or  by  others  under  arrangements  with  them,  would 
be  handled  by  organizations  serving  as  fiscal  intermediaries  under  part 
A  of  the  program.  In  effect,  approved  clinics  and  agencies  would  be 
treated  as  "providers  of  services"  for  purposes  of  facilitating  payment 
for  outpatient  rehabilitation  services  and  as  such  would  have  to  agree 
not  to  charge  any  beneficiary  for  covered  services  for  which  payment 
would  be  made  under  the  program  and  to  make  adequate  provision  for 
refund  of  erroneous  charges. 

The  committee  bill  would  extend  the  provisions  of  present  law  under 
which  State  agencies,  operating  under  agreements  with  the  Secretary, 
determine  whether  a  provider  of  services  meets  the  conditions  for  par- 
ticipation in  the  health  insurance  program,  to  provide  that  State  agen- 
cies would  also  determine  whether  an  outpatient  rehabilitation  facility 
meets  the  appropriate  requirements. 

The  committee  does  not  intend  that  outpatient  rehabilitation  cover- 
age will  be  utilized  to  meet  the  needs  of  individuals  whose  problems 
are  not  primarily  related  to  health  care.  The  committee  expects  that 
the  Secretary  will  take  appropriate  measures  to  assure  that  program 
reimbursement  will  be  made  only  for  services  furnished  to  an  individ- 
ual who  requires  skilled  professional  services  which  are  reasonable  and 
necessary  for  the  diagnosis  or  treatment  of  an  illness  or  injury.  Should 
the  Secretary's  review  of  payments  made  for  outpatient  rehabilitation 
services  reveal  abuses  or  improper  utilization  of  such  services  which 
the  statute  cannot  help  him  curb,  it  is  expected  that  he  will  report  such 
problems  in  his  annual  report  to  the  Congress. 

Benefits  would  be  payable  for  covered  outpatient  rehabilitation  serv- 
ices furnished  beginning  January  1,  1973. 

Authority  of  Secretary  To  Select  Intermediaries  and  Assign 
Providers  to  Them 

(Sec.  286  of  the  bill) 

Under  present  law,  a  group  or  association  of  providers  of  services — 
hospitals,  extended  care  facilities,  and  home  health  agencies — have  the 
option  of  nominating  an  organization  or  agency  to  act  as  the  "fiscal 
intermediary"  between  the  providers  and  the  Secretary  of  Health, 
Education,  and  Welfare.  The  Secretary  is  authorized  to  enter  into  an 
agreement  which  provides  for  the  organization  or  aiofency  to  determine 
amounts  due  the  providers.  Any  provider  which  either  elects  not  to  be 
bound  by  the  group's  nomination  of  an  intermediary  or  is  not  a  mem- 
ber of  a  group  making  such  a  nomination,  may  elect  to  be  paid  through 
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any  organization  or  agency  which  has  entered  into  an  agreement  with 
the  Secretary,  if  the  Secretary  and  the  organization  agree  to  it,  or  the 
provider  may  elect  to  deal  directly  with  the  Secretary.  The  Secretary 
may  enter  into  an  agreement  with  an  organization  or  agency  to  act  as 
a  "fiscal  intermediary"  only  if  he  finds  that  to  do  so  would  be  con- 
sistent with  effective  and  efficient  administration  of  the  program. 

An  agreement  may  be  terminated  by  the  intermediary  or  by  the 
Secretary,  with  appropriate  notice.  The  Secretary  may  terminate  an 
agreement  with  an  intermediary  only  if  he  finds  that  it  has  f  ailed  to 
carry  out  the  agreement  or  that  continuation  of  the  agreement  is 
inconsistent  with  efficient  administration  of  the  program. 

The  arrangement  under  present  law  giving  providers  of  services 
wide  latitude  in  their  choice  of  intermediaries  was  appropriate  at  the 
outset  of  the  medicare  program.  As  the  program  has  matured,  how- 
ever, such  unrestricted  choice  may  be  an  impediment  to  efficient  and 
economical  administration.  For  example,  where  an  intermediary  is 
selected  by  only  a  small  minority  of  providers  in  an  area,  it  is  very 
difficult  for  the  intermediary  to  perform  the  cost  comparisons  and 
other  analyses  which  are  an  essential  component  of  determinations  of 
reasonable  costs.  Unrestricted  choice  of  intermediaries  also  raises  the 
possibility  that  a  provider  will  "shop"  for  the  most  lenient  fiscal  inter- 
mediary. Moreover,  unrestricted  choice  interferes  with  the  Adminis- 
tration's efforts  to  improve  program  administration  by  increasing  the 
responsibilities  of  the  most  efficient  intermediaries,  while  decreasing 
the  roles  of  relatively  inefficient  intermediaries. 

Accordingly,  administrative  prerogatives  in  the  assignment  of  new 
providers  to  intermediaries  and  the  reassignment  of  existing  providers 
should  be  strengthened.  The  Secretary  should  have  the  primary  au- 
thority to  determine  to  which  intermediary  providers  may  be  assigned 
or  reassigned  w^ien  they  wish  to  change  intermediaries  or  where  con- 
tinued availability  of  a  particular  intermediary  (or  direct  payment 
by  the  Secretary)  in  a  given  locale  is  inefficient,  ineffective,  or  other- 
wise not  in  the  best  interests  of  the  program.  The  Secretary  should 
consider  the  preference  of  the  provider,  but  should  also  be  able  to  take 
a  different  course  of  action  in  the  interest  of  effective  program 
operation. 

The  committee  bill  would  authorize  the  Secretary  to  assign  or 
reassign  providers  to  available  intermediaries  or  to  require  that  pay- 
ments to  a  given  provider  be  made  directly  by  the  Secretary  in  any 
case  where  such  assignment  or  reassignment  would  result  in  more 
effective  and  efficient  administration  of  the  medicare  program. 

This  provision  would  become  effective  on  January  1,  1973. 

Limitations  on  Adjustment  or  Recovery  of  Incorrect 
Payments  Under  the  Medicare  Program 

(Sec.  281  of  the  bill) 

Under  present  law,  the  Secretary  is  required  to  recover  overpay- 
ments made  to  or  on  behalf  of  an  individual  where  it  is  determined 
that  services  for  which  payment  has  been  made  were  not  covered  un- 
der medicare.  Further,  present  law  provides  that  overpayments  made 
to  providers  or  other  persons  for  services  furnished  an  individual, 
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which  cannot  be  recovered  from  the  overpaid  provider  of  services  or 
other  person,  may  be  recovered  by  decreasing  subsequent  payments 
to  which  an  individual  is  entitled  under  title  II  of  the  Act. 

Present  law  also  provides  that  adjustment  or  recovery  of  an  in- 
correct payment  will  not  be  made  with  respect  to  an  individual  who 
is  without  fault  and  where  such  an  adjustment  (or  recovery)  would 
defeat  the  purposes  of  title  II  or  would  be  against  equity  and  good 
conscience.  However,  there  are  no  similar  provisions  specifically  au- 
thorizing the  application  of  waiver  with  respect  to  providers  of  services 
and  other  overpaid  persons.  While  the  Administration  has  developed 
guidelines  to  specify  the  situations  where  a  provider  of  services  or 
other  person  should  not  be  held  responsible  for  repayment  of  incorrect 
amounts,  the  committee  has  added  provisions  to  apply  where  it  seems 
inequitable  to  recover  from  a  provider  or  the  individual. 

The  committee  is  particularly  concerned  about  overpayments  dis- 
covered long  after  the  payment  was  made.  It  has  therefore,  included 
an  amendment  providing  that,  after  3  years  have  expired,  there  will 
be  a  presumption,  in  the  absence  of  evidence  to  the  contrary,  that  the 
provider  or  other  person  shall  be  deemed  to  be  without  fault  with 
respect  to  an  overpayment  and  that  under  such  circumstances  no  col- 
lection should  be  made.  HoAvever,  the  Secretary  would  be  authorized 
to  make  the  presumption  before  the  3  years  have  expired  (but  not  be- 
fore 1  year)  if  he  finds  that  to  do  so  would  be  consistent  with  the  ob- 
jectives of  title  XVIII. 

The  amendment  also  requires  that  providers  under  their  participa- 
tion agreements  (or  physicians  or  other  persons  where  they  have  ac- 
cepted assignments)  where  collection  of  an  overpayment  is  made  from 
the  provider  or  others,  be  prohibited,  after  3  years,  from  charging 
beneficiaries  for  services  found  by  the  Secretary  to  be  medically  un- 
necessary or  custodial  in  nature,  in  the  absence  of  fault  on  the  part  of 
the  individual  who  received  the  services.  However,  the  Secretary  would 
be  authorized  to  make  the  presumption  before  the  3  years  have  expired 
(but  not  before  1  year)  if  he  finds  that  to  do  so  would  be  consistent 
with  the  ob j  ectives  of  titl  e  XVIII. 

Additionally,  the  Secretarv  would  be  authorized  to  deny  claims  for 
reimbursement  made  after  the  lapse  of  a  reasonable  period  of  time 
specified  by  him  in  regulation,  of  not  less  than  1  year  nor  more  than  3 
years.  This  provision  is  similar  to  one  developed  by  the  committee  in 
1970  and  included  in  H.K.  17550  as  passed  by  the  Senate. 

The  limit  on  riofht  of  recoverv  would  a^piy  to  notices  of  payment 
after  1968.  The  limit  on  filing  claims  would  apply  to  requests  for  pay- 
ment made  after  1970. 

14-Day  Transfer  Requirement  for  Extended  Care  Benefits 

(Sec.  248  of  the  bill) 

Under  present  Inw.  medicare  beneficiaries  are  entitled  to  extended 
care  benefits  only  if  they  are  transferred  to  a  skilled  nursing  facility 
within  14  davs  of  discharge  from  a  hospital.  The  committee  added  to 
the  House  bill  a  provision  which  would  modify  this  requirement  in 
certain  defined  cases  where  failure  to  begin  receiving  extended  care 
services  within  14  days  would  not  change  the  nature  of  the  services  as 
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a  continuation  of  treatment  begun  in  the  hospital.  Intervals  of  more 
than  14  days  would  be  permitted  when^  following  discharge  from  a 
hospital,  the  patient's  condition  did  not  permit  immediate  provision  of 
skilled  nursing  or  rehabilitation  services,  or  the  nonavailability  of 
appropriate  bed  space  in  facilities  ordinarily  utilized  in  the  geographic 
area  prevented  admission  for  not  longer  than  2  weeks  beyond  the  14 
days.  The  Secretary  would  define  in  regulations  the  criteria  to  be  ap- 
plied in  determining  whether  the  14-day  requirement  can  be  waived. 

One  example  of  the  type  of  situation  intended  to  be  covered  is  a 
patient  with  a  fractured  hip  who  may  require  little  in  the  way  of 
skilled  care  for  some  time  after  his  discharge  from  the  hospital  be- 
cause the  fracture  will  not  have  mended  to  the  point  where  physical 
therapy  and  restorative  nursing  can  be  utilized.  In  such  a  case,  regu- 
lations could  indicate  that  payment  of  posthospital  extended  care  bene- 
fits Avould  start  when  the  patient  begins  an  active  program  of  skilled 
care,  even  though  more  than  14  days  will  have  elapsed  since  his  trans- 
fer from  the  hospital,  since  such  care  would  be  clearly  related  to  his 
hospitalization.  Another  example  would  be  the  case  where  an  indi- 
vidual Avas  discharged  from  a  hospital  to  his  home  rather  than  to  a 
skilled  facility  because  no  bed  was  available  and  the  person's  illness 
required  the  use  of  private  duty  nursing  on  an  essentially  full-time 
basis  to  provide  skilled  care.  A  third  example  would  be  a  person  who 
needed  daily  skilled  services  and  went  home  because  no  bed  was  avail- 
able but  lack  of  funds  or  appropriate  services  prevented  him  from  re- 
ceiving daily  skilled  care  at  home  and  the  health  of  the  patient  suf- 
fered. The  cost  of  this  change  would  not  be  significant. 

Consultants  for  Skilled  Care  Facilities 

(Sec.  277  of  the  bill) 

Among  the  conditions  of  participation  for  extended  care  facilities 
in  the  medicare  program  is  the  requirement  that  these  facilities  retain 
consultants  in  specialty  areas  such  as  the  maintenance  of  medical 
records  and  the  formulation  of  policies  governing  the  provision  of 
dietary  and  social  services.  Reimbursement  is  made  to  each  facility 
only  for  that  portion  of  the  costs  of  the  consultants'  services  repre- 
senting services  provided  to  medicare  patients.  For  example,  if  20 
percent  of  the  patient  days  in  an  extended  care  facility  are  medicare 
and  the  remaining  80  percent  are  medicaid  patient  days,  the  facility 
can  recover  only  20  percent  of  the  costs  of  the  consultants'  services 
from  the  medicare  program.  The  remaining  80  percent  of  the  cost 
must  come  from  the  fixed  per  diem  payment  made  by  the  State  for 
medicaid  patients. 

The  committee  is  aware  that  in  many  parts  of  the  country  con- 
sultants in  these  particular  specialty  areas  are  in  short  supply,  com- 
petition for  their  services  is  intense,  and  the  cost  of  retaining  them  on 
a  per  diem  basis  is  often  prohibitive  for  many  extended  care  facilities. 
In  some  cases,  the  difficulty  encountered  by  an  extended  care  facility 
in  retaining  and  paying  for  a  consultant  is  compounded  by  the  fact 
that  a  large  number  of  the  facility's  patients  are  on  medicaid.  Often 
the  State  has  provided  similar  consultative  services  for  these  medicaid 
patients,  and  no  additional  medicaid  allowance  can  be  made  for  the 
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outside  consultants  employed  to  meet  the  medicare  conditions  of 
participation. 

Under  the  committee  bill  those  State  agencies  that  are  able  and 
willing  to  provide  these  specialized  consultative  services  for  medicare 
patients  in  an  extended  care  facility  which  requests  them,  would  be 
authorized  to  do  so,  subject  to  approval  of  the  State's  arrangements  by 
the  Secretary.  The  provision  of  consultative  services  by  the  State 
agency  on  this  basis  would  satisfy  the  medicare  requirements  relating 
to  the  use  of  consultants  in  the  appropriate  specialty  areas.  Payment 
by  medicare  would  be  made  directly  to  the  State  agency  for  the  costs 
incurred  in  rendering  the  consultative  services.  The  State  agency 
would  be  authorized  to  limit  the  availability  of  these  services,  consist- 
ent with  its  own  assessment  of  available  resources  and  needs. 

This  approach  is  in  reality  an  extension  of  present  responsibilities, 
since  State  agencies  have  had  a  consultative  as  well  as  a  certifying  role 
in  medicare. 

The  amendment  should  result  in  lower  costs  to  the  medicare  pro- 
gram as  the  consultants  would  be  salaried  employees  of  the  State.  It 
should  also  lead  to  more  effective  use  of  scarce  personnel.  Finally, 
determination  of  compliance  by  a  facility  with  the  required  consulta- 
tive services  would  be  substantially  simplified  through  verification  at 
a  single  source — the  State  agency — rather  than  with  a  multiplicity 
of  individual  and  scattered  consultants. 

A  similar  provision  was  approved  by  the  committee  in  1970  and 
included  in  H.E.  17550  as  passed  by  the  Senate  in  1970. 

Direct  Laboratory  Billing  of  Patients 

(Sec.  279  of  the  bill) 

Payment  under  medicare  for  low  cost  diagnostic  laboratory  tests 
covered  under  the  supplementary  medical  insurance  program  presents 
a  problem  when  patients  are  billed  directly  for  such  services  by  the 
laboratory  and  assign  their  claims  for  medicare  payment  of  a  portion 
of  the  cost  to  the  laboratory.  The  problem  is  that  the  cost  of  collection 
of  an  individual  bill  is  large  compared  with  the  amount  of  the  bill, 
particularly  with  respect  to  collection  of  the  coinsurance  portion.  For 
example,  where  a  bill  for  a  laboratory  service  is  $1.50,  medicare  will 
pay  only  80  percent,  or  $1.20,  and  the  laboratory  must  bill  the  patient 
for  the  30  cents  coinsurance  for  which  he  is  responsible.  The  cost  to 
the  laboratory  of  billing  may  exceed  30  cents,  a  situation  which  might 
result  in  the  laboratory  raising  its  fee  for  such  service  to  $2.00,  so  that 
it  could  collect  its  full  charge  from  medicare  without  billing  the  pa- 
tient for  the  coinsurance. 

The  committee  therefore  added  a  provision  to  the  House  bill,  with 
respect  to  diagnostic  laboratory  tests  for  which  payment  is  to  be  made 
to  the  laboratory,  so  that  the  Secretary  would  be  authorized  to  negoti- 
ate a  payment  rate  with  the  laboratory  which  would  be  considered  the 
full  charge  for  such  tests,  for  which  reimbursement  would  be  made 
at  100  percent  of  such  negotiated  rate.  However,  such  negotiated  rate 
would  be  limited  to  an  amount  not  to  exceed  the  total  payment  that 
would  have  been  made  in  the  absence  of  such  rate. 
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Authority  of  Secretary  to  Administer  Oaths  in  Medicare 

Proceedings 

(Sec.  289  of  the  bill) 

Under  present  laAV,  the  Social  Security  Administration  has  the  right 
to  take  affidavits  under  oath  from  beneficiaries,  other  witnesses,  and 
principals  in  cases  involving  fraud,  but  only  with  respect  to  instances 
involving  cash  or  disability  insurance  benefits  (under  title  II  of  the 
Social  Security  Act).  There  is  no  provision  in  title  XVIII  which 
grants  the  same  right  with  respect  to  cases  involving  the  medicare 
program. 

As  a  result,  the  Social  Security  Administration  personnel  have  been 
limited  in  their  investigations  of  suspected  program  abuses  because 
they  may  obtain  only  statements  from  claimants  and  other  persons 
involved  in  potential  fraud  cases,  as  opposed  to  affirmations  under 
oath.  Witnesses  are  less  likely  to  change  their  testimony  at  the  time 
of  trial  if  an  affidavit  is  originally  taken,  since  they  generally  attach 
more  legal  significance  to  such  an  affidavit  as  opposed  to  a  statement 
completed  on  an  administrative  form. 

The  committee  bill  therefore  includes  a  provision  which  would 
authorize  the  Secretary,  in  carrying  out  his  responsibility  for  admin- 
istration of  the  medicare  program,  to  administer  oaths  and  affirma- 
tions in  the  course  of  any  hearing,  investigation,  or  other  proceeding. 

Termination  of  Medical  Assistance  Advisory  Council 

(Sec.  287  of  the  bill) 

The  1967  Social  Security  Amendments  established  a  21-member 
Medical  Assistance  Advisory  Committee  (MAAC)  for  the  purpose  of 
advising  the  Secretary  on  matters  of  general  policy  in  the  administra- 
tion of  the  medicaid  program. 

The  committee  believes  that  it  is  helpful  from  time  to  time  to  re- 
view the  necessity  for  various  advisory  groups,  and  determine  whether 
they  should  continue  to  function,  or  whether  their  responsibilities 
should  be  assumed  by  another  existing  advisory  group. 

Many  of  the  areas  of  concern  of  the  MAAC  overlap  those  of  the 
Health  Insurance  Benefits  Advisory  Council  (HIBAC)  under  medi- 
care. The  similarities  betAveen  medicare  and  medicaid  are  considerably 
greater  and  more  important  than  the  differences.  Both  are  concerned 
with  hospital,  medical,  skilled  nursing  facility  care,  and  related  care, 
as  the  major  and  most  costly  items  of  service  provided.  Patterns  of 
payment  and  standards  of  care  between  the  two  programs  are  closely 
related.  Further  efforts  to  conform  them  even  more  closely,  particu- 
larly in  the  area  of  long-term  care,  have  been  made  by  the  committee 
in  this  bill,  and  by  the  Department.  A  single  advisory  group  would 
avoid  duplicative  activity. 

The  committee  has  therefore  approved  a  provision  to  terminate  the 
Medical  Assistance  Advisory  Council  three  months  following  enact- 
ment of  H.R.  1.  Of  course  the  Secretary  would  still  be  free  to  appoint, 
as  necessary,  temporary  ad  hoc  advisory  groups  to  deal  with  specific 
medicaid  areas  of  concern. 
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The  Council's  responsibility  for  advising  tlie  Secretary  on  matters 
of  general  policy  affecting  medicaid  would  be  lodged  with  the  Health 
Insurance  Benefits  Advisory  Council. 

Extension  of  75  Percent  Federal  Matching  for  Medical 
Personnel  Under  Contract 

(Sec.  282  of  the  bill) 

Present  law  permits  Federal  financial  participation  at  the  75- 
percent  rate  for  the  compensation  of  skilled  professional  medical 
personnel  and  staff  directly  supporting  such  personnel  of  the  State 
agency  or  of  any  public  agency  involved  in  the  administration  of  the 
medicaid  program  at  the  State  or  local  level.  Such  personnel  and 
staff  include  physicians;  members  of  other  health  professions  such 
as  dentists,  medical  and  psychiatric  social  workers,  nurses,  and  phar- 
macists; other  specialized  personnel,  such  as  research  specialists  and 
experts  on  medical  costs. 

Present  law,  however,  provides  only  50  percent  Federal  matching 
(the  matching  rate  for  general  administration  of  the  title  XIX 
program)  for  such  medical  persomiel  in  non-public  organizations  un- 
der contract  to  the  single  State  agency  administering  the  medicaid  pro- 
gram. This  limitation  handicaps  States  in  securing  outside  medical 
personnel  on  a  contract  basis  with  respect  to  medicaid  functions. 

The  committee  has  authorized  Federal  matching  under  medicaid  of 
75  percent  of  the  reasonable  costs  of  compensating  skilled  medical 
personnel  and  direct  supporting  staff  other  than  those  of  the  State  or 
other  public  agencies.  The  committee  included  a  similar  amendment 
in  H.R.  17550  which  was  approved  by  the  Senate. 

States  would  thus  be  able,  by  contract  arrangements,  to  use  such 
professional  persomiel  for  independent  iDrofessional  and  medical 
audits  required  with  respect  to  patients  in  skilled  nursing  homes, 
mental  institutions,  and  intermediate  care  facilities  whose  use  might 
otherwise  not  be  economical. 

Increase  in  Maximum  Federal  Medicaid  Amount  for  the 
Virgin  Islands 

(Sec.  271  of  the  bill) 

Under  present  law,  there  is  an  annual  ceiling  of  $650,000  on  Fed- 
eral matching  funds  for  the  Virgin  Islands'  medicaid  program. 

Over  the  past  several  years,  there  have  been  substantial  increases 
in  the  unit  costs  of  hospital  and  physicians"  care  in  the  Virgin  Islands 
which  are  exjDected  to  increase  further.  There  has  also  been  an  in- 
crease in  medicaid  eligibles.  The  committee  believes  the  $650,000 
maximum  on  medicaid  payments  to  the  Virgin  Islands  should  be  ad- 
justed to  reflect  the  impact  of  these  factors. 

The  committee  has  approved  an  increase  in  the  ceiling  on  Federal 
medicaid  matching  for  the  Virgin  Islands  from  the  present  S650.000 
to  $1  million. 

There  would  be  no  change  in  the  50  percent  Federal  matching  rate. 
The  provision  would  be  effective  for  fiscal  year  1972  and  each  fiscal 
year  thereafter. 
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100  Percent  Federal  Financing  of  Medicaid  Nursing  Home 
Survey  and  Inspection  Costs 

(Sec.  249B  of  the  bill) 

At  present,  Federal  matching  funds  for  inspection  of  skilled  nursing 
facilities  participating  in  the  medicaid  program  are  limited  to  Y5  per- 
cent of  necessary  costs  while  reimbursement  for  inspection  of  medicare 
extended  care  facilities  is  100  percent  of  necessary  costs. 

The  President  has  recommended  that  survey  and  inspection  costs  of 
nursing  facilities  participating  in  the  medicaid  program  be  100  per- 
cent federally  financed. 

Present  State  inspection  systems  for  medicaid  skilled  nursing  fa- 
cilities and  intermediate  care  facilities  are  less  effective  than  they 
could  be,  due  in  part  to  the  reduced  reimbursement  rate  for  these  in- 
spections which  provides  an  incentive  for  States  to  concentrate  on 
title  XVIII  reviews.  Another  result  of  this  difference  in  reimburse- 
ment has  been  an  inadequate  number  of  skilled  nursing  facility  and 
intermediate  care  facility  inspectors.  The  committee  believes  that  full 
Federal  funding  of  the  reasonable  costs  of  nursing  facility  inspections 
would  improve  the  present  system  of  determining  an  institution's  qual- 
ifications to  participate  in  medicaid  and  medicare  and  serve  to  upgrade 
and  standardize  the  quality  of  services  provided  by  nursing  facilities. 

The  committee  has  therefore  added  a  provision  to  allow  for  100 
percent  reimbursement  for  survey  and  inspection  costs  of  skilled  nurs- 
ing facilities  and  intermediate  care  facilities  under  title  XIX. 

The  amendment  is  effective  January  1, 1972. 

Definition  of  Physician  Under  Medicaid 

(Sec.  280  of  the  bill) 

Physicians'  services  are  one  of  the  mandatory  items  of  health  care 
services  which  a  State  must  include  in  its  medicaid  program.  The 
committee  has  amended  section  1905(a)(5)  of  title  XIX  so  as  to 
include  in  the  statute  the  definition  of  a  physician,  as  originally 
intended,  for  purposes  of  this  mandatory  coverage  as  being  a  duly 
licensed  doctor  of  medicine  or  osteopathy. 

Services  of  other  types  of  health  care  practitioners  are  authorized 
under  other  provisions  of  Section  1905(a).  These  other  types  of 
practitioner  services  would  remain  optional  with  the  States  in  accord- 
ance with  the  clear  intent  of  the  committee  originally  expressed  in 
1965  with  the  enactment  of  medicaid. 

This  provision  parallels  a  similar  amendment  added  by  the  com- 
mittee to  H.K.  17550  and  approved  by  the  Senate. 

Optometrists'  Services  Under  Medicaid 

(Sec.  212  of  the  bill) 

Under  present  law  a  State  can  choose  to  provide  optometrists'  serv- 
ices as  an  optional  service  under  its  State  plan.  Some  States,  however, 
which  had  chosen  to  include  this  service  as  an  optional  medicaid  serv- 
ice have  dropped  optometric  care  as  a  reimbursable  service  from  their 
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plans,  but  specifically  continued  to  provide  for  eye  care  which  an  op- 
tometrist is  also  licensed  to  provide  under  physicians'  services,  which 
is  a  mandatory  service  under  title  XIX. 

The  committee  believes  that  such  pro^dsions  circumvent  the  legis- 
lative intent  as  expressed  in  1969. 

Under  the  committee  bill,  a  State  which  previously  covered  opto- 
metric  services  under  medicaid  and  which,  in  its  medicaid  formal 
plan,  specifically  provides  coverage  for  eye  care  under  "physicians' 
services"  which  an  optometrist  is  licensed  to  perform  would  also  be 
required  to  reimburse  such  care  whether  provided  by  a  physician  or 
an  optometrist ;  optometrists  could  not  be  excluded  as  potential  pro- 
viders in  these  cases.  ^ 

Withholding  of  Federal  Medicaid  Matching  Amounts  for  Certain 
Terminated  Medicare  Providers 

(Sec.  290  of  the  bill) 

At  present  there  are  many  hospitals  and  extended  care  facilities 
which  have  withdrawn  from  participation  in  medicare  without  sub- 
mitting cost  reports  to  account  for  payments  received  under  medicare 
or  refimding  overpayments,  yet  they  continue  to  participate  m  the 
medicaid  program  and  receive  payments  through  that  program  with- 
out penalty. 

This  problem  has  been  the  subiect  of  an  extensive  study  and  report 
by  the  Comptroller  General  in  which  he  noted  that  improvements  were 
needed  at  both  the  intermediary  and  Federal  level  of  medicare  to  mini- 
mize overpayments.  In  addition  he  recommended  that  steps  be  taken  to 
withhold  other  Federal  payments,  particularly  under  medicaid,  to 
these  institutions. 

The  committee  amendment  would  authorize  the  Secretary  of 
Health,  Education,  and  Welfare  to  withhold  (subsequent  to  sixty  days 
advance  notice  to  a  State)  future  Federal  financial  participation  in 
State  medicaid  payments  to  institutions  which  have  withdrawn  from 
medicare  without  refunding  medicare  overpayments  or  submitting 
cost  reports  to  account  for  medicare  payments  to  them  during  their 
participation  in  that  program.  The  amendment  is  designed  to  recover 
funds  which  have  been  overpaid  to  terminated  medicare  providers  and 
is  not  intended  to  penalize  either  the  States  or  other  title  XVIII  and/ 
or  title  XIX  providers.  If  the  terminated  providers  in  question  enter 
into  substantial  negotiations  with  medicare,  it  is  expected  that  the 
withdrawal  of  Federal  financial  participation  for  that  provider  would 
no  longer  apply. 

Intermediate  Care  Facilities 

(Sees.  297,  298,  and  299  of  the  bill) 

In  order  to  provide  a  less  costly  institutional  alternative  to  skilled 
nursing  home  care,  the  committee  and  the  Congress  approved  in  1967 
an  amendment  to  title  XI  of  the  Social  Security  Act  which  authorized 
Federal  matching  for  a  new  classification  of  care  provided  in  "inter- 
mediate care  facilities."  The  provision  was  intended  to  authorize  a 
mechanism  for  appropriate  placement  of  patients  professional!}-  de- 
termined to  be  in  need  of  health-related  supportive  institutional  care 
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but  not  that  level  of  care  provided  by  skilled  nursing  homes  or  mental 
hospitals. 

Section  254  of  the  House  bill  provides  for  the  transfer  of  the  inter- 
mediate care  facility  program  from  title  XI  to  title  XIX,  making 
these  facilities  subject  to  standards  set  by  the  Secretary  and  services  in 
these  facilities  available  to  the  medically  indigent  (at  State  option). 
This  provision  is  now  unnecessary  as  the  section  was,  subsequent  to 
House  action  on  H.K.  1,  separately  enacted  into  law  as  part  of  Public 
Law  92-223,  with  modifications,  and  became  effective  January  1, 1972. 

The  committee  has  therefore  deleted  section  254  from  the  House  bill. 
In  its  place,  the  committee  has  substituted  several  technical  amend- 
ments which  clarify  the  committee  intent  with  respect  to  the  ICF  pro- 
visions of  P.L.  92-223.  These  changes  make  clear  that :  (a)  independent 
professional  review  of  title  XIX  patients  is  required  in  all  interme- 
diate care  facilities  (section  298)  and  that  (b)  intermediate  care  facil- 
ity services  are  to  be  covered  for  individuals  age  65  or  over  in  mental 
institutions,  as  well  as  inpatient  hospital  services  and  skilled  nursing 
home  services  (section  297).  In  addition,  language  has  been  included 
which  clarifies  the  designation  of  the  base  period  for  the  maintenance 
of  effort  requirement  pertaining  to  non-Federal  expenditures  with  re- 
spect to  patients  in  public  institutions  for  the  mentally  retarded  to  be 
the  four  quarters  immediately  preceding  the  quarter  in  which  the  State 
elects  to  provide  such  services  under  title  XIX.  The  committee  limited 
this  maintenance  of  effort  requirement  to  the  first  three  years  the  pro- 
gram is  in  effect  under  title  XIX  (the  requirement  would  expire 
December  31, 1974  under  the  committee  amendment)  because  the  basic 
purpose  of  such  maintenance  of  effort  requirements  is  to  assure  against 
wholesale  reductions  in  State  effort  with  the  introduction  of  Federal 
dollars  at  the  outset  of  a  program  and  not  to  provide  a  perpetual  ob- 
ligation to  continue  expenditures  at  or  above  some  previous  historic 
level  which  has  no  relationship  to  later  circumstances.  The  committee 
expects  that  the  maintenance  of  effort  provision  will  be  implemented 
in  a  manner  which  will  not  impede  the  relocation  and  transfer  of  per- 
sons in  public  institutions  for  the  mentally  retarded  to  non-institu- 
tional community  settings,  and  between  institutions  in  the  State. 

Training  of  Intermediate  Care  Facility  Administrators 

(Sec.  296  of  the  bill) 

Until  July  1,  1972,  medicaid  funds  supported  State  training  pro- 
grams for  waivered  nursing  home  administrators  designed  to  remove 
deficiencies  in  the  qualifications  of  the  administrators  which  would 
have  otherwise  prevented  them  from  meeting  State  licensure 
requirements. 

Public  Law  92-223  authorized  the  transfer  of  the  title  XI  interme- 
diate care  facility  program  to  the  title  XIX  program  making  possible 
the  provision  of  ICF  care  as  an  optional  service  under  a  State 
medicaid  plan.  It  also  provided  the  Secretary  with  authority  to  set 
standards  for  ICF's.  The  committee  has  been  advised  by  the  Depart- 
ment that  the  ICF  regulations  to  be  issued  by  the  Secretary  will  include 
standards  for  administrators  of  ICF's,  and  that  a  substantial  portion  of 
the  administrators  now  operating  ICF's  may  be  unable  to  meet  these 
standards. 
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The  committee  has  therefore  authorized  expenditure  of  funds  under 
title  XIX  for  the  two-year  period  ending  June  30,  1974  to  provide  for 
supplemental  training  of  ICF  administrators  who  are  unable  to  meet 
such  standards  as  may  be  established  in  regulations  by  the  Secretary. 

Intermediate  Care  Services  in  States  Which  Do  Not  Have  a 
Medicaid  Program 

(Sec.  292  of  the  bill) 

Title  XIX  provides  for  Federal  matching  for  medical  services  pro- 
vided to  low-income  persons  through  State  medicaid  programs.  States 
were  required  to  have  medicaid  programs  in  effect  as  of  January  1, 
1970  or  they  could  no  longer  receive  Federal  matching  for  medical 
vendor  payments.  To  date,  52  jurisdictions  have  established  programs 
under  title  XIX.  Arizona  and  Alaska  have  not,  as  yet,  chosen  to  par- 
ticipate in  the  program. 

In  1967,  the  Congress  made  provision  for  Federal  matching  of  pay- 
ments for  intermediate  care  facility  services  under  title  XI ;  as  such, 
these  payments  were  not  considered  to  be  medical  vendor  pavments, 
and  Federal  matching  was  available  independently  of  whether  the 
State  also  had  established  a  title  XIX  program.  Public  Law  92-223, 
provided,  effective  January  1,  1972,  for  the  transfer  of  the  intermedi- 
ate care  facility  program  to  title  XIX,  making  possible  the  provision 
of  ICF  care  as  an  optional  service  under  a  State  medicaid  plan  to 
both  those  eligible  for  cash  assistance  and  the  medically  needy.  Match- 
ing was  no  longer  available  for  these  services  under  the  cash  payment 
programs. 

An  unintended  effect  of  P.L.  92-223  was  to  deny  the  possibility  of 
Federal  matching  for  intermediate  care  facility  services  in  those  States 
without  medicaid  programs.  Therefore  the  committee  has  added  an 
amendment  to  the  bill  to  allow  matching  for  intermediate  care  facility 
services  under  title  XI  in  those  States  which  did  not,  on  Januarv  i, 
1972  have  in  effect  an  approved  State  plan  under  title  XIX.  Thus 
section  1121  would  continue  to  apply  to  States  without  medicaid  pro- 
grams until  the  first  day  of  the  first  month  after  January  1, 1972,  that 
the  State  has  in  operation  an  approved  State  plan  under  title  XIX. 

Intermediate  care  facilities  participating  in  a  program  in  those 
States  which  do  not  have  a  title  XIX  program  would  be  expected  to 
meet  the  same  basic  standards  prescribed  by  the  Secretary  for  inter- 
mediate care  facilities  participating  in  the  medicaid  program. 

Deletion  of  the  Maintenance  of  Effort  Requirement  for  Care  for 
Individuals  Age  65  and  Over  in  Mental  Hospitals 

(Sec.  295  of  the  bill) 

Current  medicaid  law  restricts  coverage  of  inpatient  care  in  insti- 
tutions for  mental  diseases  to  individuals  65  years  of  age  or  older  who 
are  otherwise  eligible  for  medicaid.  Under  the  provisions  of  the  origi- 
nal statute,  Federal  matching  for  these  services  was  tied  to  a  require- 
ment that  the  fiscal  effort  of  State  and  local  governments  for  these 
services  be  maintained.  Specifically,  section  1903(b)  (1)  required  that 
States  make  a  showing  satisfactory  to  the  Secretary  that  total  expendi- 
tures from  Federal,  State,  and  local  sources  for  mental  health  services 
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(including  payments  to  or  in  behalf  of  individuals  with  mental  health 
problems)  under  State  and  local  public  health  and  public  welfare  pro- 
grams for  a  given  quarter  exceed  the  average  of  the  total  expenditures 
from  such  sources  for  such  services  for  each  quarter  of  the  fiscal  year 
ending  June  30, 1965. 

The  committee  believes  that  this  maintenance  of  eifort  requirement 
has  ceased  to  have  any  real  effect  because  the  base  period  for  expendi- 
tures is  now  outdated.  Continuation  of  the  maintenance  of  effort  re- 
quirement, even  if  updated,  would  not  be  desirable  because  it  has  ful- 
filled its  basic  purpose — to  assure  that  there  would  not  be  substantial 
decreases  in  non-Federal  effort  with  the  introduction  of  Federal  dol- 
lars for  support  of  inpatient  care  for  those  65  and  older  in  institutions 
for  mental  diseases,  llie  fiscal  commitment  of  State  and  local  govern- 
ments to  this  health  care  area  is  now  clearly  established,  and  the  possi- 
bility of  a  large-scale  cut-back  does  not  appear  likely.  The  committee 
has,  therefore,  deleted  the  maintenance  of  effort  requirement. 

Disclosure  of  Ownership  in  Intermediate  Care  Facilities 

(Sec.299Aof  thebill) 

Present  legislation  requires  that  information  regarding  the  owner- 
ship of  any  facility  participating  as  a  skilled  nursing  home  under 
medicaid  be  made  available  to  the  State  licensing  agency.  Each  person 
having  a  direct  or  indirect  ownership  interest  of  10  percent  or  more  in 
the  home  must  be  identified :  in  the  case  of  those  homes  organized  as  a 
corporation,  the  identity  of  each  officer  and  director  of  the  corpora- 
tion ;  and  in  the  case  of  those  homes  organized  as  a  partnership,  the 
identity  of  each  partner.  Each  facility  is  to  report  to  the  State  agency 
any  changes  in  the  status  of  its  ownership. 

In  the  belief  that  standards  for  skilled  nursing  facilities  under  both 
medicare  and  medicaid  should  be  uniform,  the  committee  has  pro- 
vided elscAvhere  in  this  bill  that  this  requirement  should  also  be  applied 
to  skilled  nursing  facilities  participating  in  the  medicare  program. 
Intermediate  care  facilities,  not  otherAvise  licensed  as  skilled  nursing 
homes  by  a  State,  will  make  ownership  information  available  to  the 
Secretary  of  Health,  Education,  and  Welfare. 

Public  Law  92-223  transferred  the  intermediate  care  facility  pro- 
gram from  title  XI  to  title  XIX  effective  January  1,  1972,  and  gave 
the  Secretary  authority  to  establish  standards  for  intermediate  care 
facilities. 

Present  law  does  not  require  disclosure  of  ownership  of  ICF's  al- 
though these  facilities  have  problems  comparable  to  skilled  nursing 
homes  which  disclosure  is  intended  to  help  solve.  The  committee  be- 
lieves that  it  is  desirable  to  have  the  disclosure  of  ownership  require- 
ment also  apply  to  intermediate  care  facilities  participating  under 
medicaid  and  has  approved  an  amendment  to  that  effect. 

4.  PROVISIONS  OF  THE  HOUSE  BILL  WHICH  WERE  DELETED  BY  THE 

COMMITTEE 

Supplementary  Medical  Insurance  Deductible 

Under  present  law,  a  deductible  equal  to  the  first  $50  of  expenses 
incurred  by  a  beneficiary  for  services  of  the  type  covered  under  the 
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supplementary  medical  insurance  program  is  payable  by  tbe  bene- 
ficiary. 

Recognizing  that  medical  costs  have  risen  considerably  since  the 
beginning  of  the  medicare  program,  the  House  concluded  that  it  would 
be  appropriate  to  increase  the  supplementary  medical  insurance  de- 
ductible to  $60  as  of  January  1,  1972. 

The  committee  has  deleted  this  provision  (section  204)  from  the 
House  bill.  It  is  the  committee^s  belief  that  the  House  provision  does 
not  take  into  account  the  fact  that  due  to  increased  medical  care  costs, 
aged  beneficiaries  (according  to  the  Department  of  Health,  Education, 
and  Welfare)  are  paying  nearly  as  much  out  of  pocket  for  medical  care 
now  as  they  were  prior  to  medicare.  The  20  percent  coinsurance  which 
they  must  pay — apart  from  any  amounts  in  excess  of  medicare's  "rea- 
sonable charge"  determination — is  beins:  paid  on  substantially  higher 
charges  today  than  obtained  in  1965.  Finally,  while  it  can  be  argued 
that  deductibles  and  co-payments  may  deter  unnecessary  care,  it  may 
also  be  argued  that  such  requirements  can  also  serve  to  deter  the  seek- 
ing of  necessary  care.  The  committee  believes  that  effective  operation 
of  the  Professional  Standards  Review  Organizations  should  serve  to 
assure  the  medical  necessity  of  services  provided — an  approach  which 
appears  preferable  to  imposing  economic  barriers  to  necessary  as  well 
as  unnecessary  care. 

Limits  on  Payments  for  Skilled  Nursing  Home  and  Intermediate 
Care  Facility  Services 

Section  225  of  the  House  bill  provided  that  for  any  calendar  quarter 
beginning  after  December  31,  1971  the  average  per  diem  cost  for 
skilled  nursing  homes  and  intermediate  care  facilities  countable  for 
Federal  financial  participation  would  be  limited  to  105  percent  of  such 
costs  for  the  same  quarter  of  the  preceding  year.  It  would  also  author- 
ize the  Secretary  by  regulation,  to  increase  the  percentage  to  take  ac- 
count of  increases  in  per  diem  costs  w^hich  result  directly  from  in- 
creases in  the  Federal  minimum  wage,  or  which  otherwise  result 
directly  from  provisions  of  Federal  law  enacted  (or  amendments  to 
Federal  law  made)  after  the  date  of  enactment  of  H.R.  1. 

The  committee  shares  the  concern  of  the  House  over  rising  expendi- 
tures for  skilled  nursing  home  and  intermediate  care  facility  services 
which  are  due  to  rising  costs  or  inappropriate  utilization.  However, 
it  does  not  believe  that  section  225  would  be  an  equitable  or  adminis- 
trate method  of  achieving  cost  control. 

The  committee  believes  that  section  225  is  inconsistent  with 
an  upgrading  of  care  in  facilities  which  may  result  in  addi- 
tional costs  for  the  facility.  The  provision  would  be  difficult  to 
administer  and  inequitable  in  that  it  does  not  take  into  account  many 
uncontrollable  expenses  and  places  an  arbitrary  limit,  unrelated  to 
services  rendered,  on  payments  to  a  facility.  Furthermore,  the  Pro- 
fessional Standards  Review  provision  approved  by  the  committee 
should  assure  proper  utilization  of  long-term  care  facilities,  and  over 
time  should  serve  to  effectively  control  costs  for  these  serv^ices.  In  addi- 
tion, the  committee  has  approved  an  amendment  which  would  require 
States  to  reimburse  skilled  nursing  facilities  and  ICF's  on  a  reason- 
able-cost related  basis  by  July  1, 1974.  The  PSRO  amendment,  as  well 
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as  the  requirement  for  a  reasonable  differential  between  average  State- 
wide reimbursement  rates  for  ICF  and  skilled  nursing  facility  care, 
will  also  contribute  to  more  equitable  and  rational  payment  for  insti- 
tutional care,  while  providing  some  control  on  cost  increases. 

The  committee  has  therefore  deleted  the  section  from  the  House 
bill. 

Determination  of  Reasonable  Cost  of  Inpatient  Hospital  Services 
Under  Medicaid  and  Maternal  and  Child  Health  Programs 

Under  regulations  issued  by  the  Secretary,  States  are  required  to 
reimburse  hospitals  for  inpatient  care  under  medicaid  on  the  basis  of 
the  reasonable  cost  formula  set  forth  in  medicare,  except  on  an  ex- 
perimental and  demonstration  basis. 

Section  232  of  the  House-passed  bill  would  allow  States,  generally, 
to  develop  their  own  methods  and  standards  for  reimbursement  of  the 
reasonable  costs  of  inpatient  hospital  services,  thereby  giving  them 
flexibility  in  working  out  payment  arrangements  with  their  hospitals. 
Keimbursement  by  the  States  would  in  no  case  exceed  reasonable  cost 
reimbursement  as  provided  for  under  medicare. 

The  possibility  exists  that  section  232  may  provide  the  opportunity 
for  States  to  reimburse  hospitals  under  medicaid  at  less  than  the  cost 
of  medicaid  services,  and  the  committee  feels  that  this  would  be  un- 
desirable. 

The  committee  has,  therefore,  deleted  the  section. 

Coverage  of  Ptosis  Bars 

Under  medicare's  supplementary  medical  insurance  program,  spe- 
cific provision  is  made  for  the  coverage  of  leg,  arm,  back,  and  neck 
braces,  which  includes  a  variety  of  devices  used  to  support  weak  or 
deformed  body  members  or  to  restrict  motion  in  a  diseased  or  injured 
part  of  the  body.  However,  medicare  does  not  pay  for  ptosis  bars  used 
to  support  the  drooping  eyelids  of  patients  suffering  from  paralysis 
or  atrophy  of  the  muscles  of  the  upper  eyelid.  The  House  bill  would 
cover  these  devices  in  the  same  way  as  other  supportive  devices  or  ap- 
pliances. No  payment  would  be  made  for  eyeglasses  to  which  such  de- 
vices may  be  attached.  Based  upon  expert  professional  opinion  that 
ptosis  bars  are  generally  ineffective  and  usually  contraindicated,  the 
committee  has  deleted  the  provision  from,  the  bill. 

Prohibition  Against  Requiring  Professional  Social  Workers  in 
Extended  Care  Facilities  Under  Medicare 

In  order  to  participate  as  an  extended  care  facility  under  the 
medicare  program,  institutions  are  now  required  to  engage  the  services 
of  a  professional  social  worker.  This  requirement  is  not  specified 
in  the  statute  but  was  promulgated  by  the  Secretary  under  his  authority 
to  establish  conditions  deemed  necessary  for  the  health  and  safety 
of  patients.  Some  facilities  have  had  difficulty  obtaining  such  consul- 
tation, and  where  obtainable,  the  consultants  have  often  been  quite 
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expensive.  To  alleviate  this  problem,  a  provision  was  included  in  the 
House  bill  which  would  prohibit  the  Secretary  from  requiring  pro- 
vision of  medical  social  services  as  a  condition  of  participation  for 
an  extended  care  facility  under  medicare. 

The  committee  bill  would  delete  the  House  provision.  Social  serv- 
ices are  potentially  valuable  in  controlling  and  assuring  proper  utiliza- 
tion, since  the  social  work  personnel  are  primarily  responsible  for  dis- 
charge planning.  Just  last  year,  subsequent  to  House  approval  of  H.E. 
1,  the  Joint  Commission  on  Accreditation  established  a  requirement 
that  hospitals  have  social  service  units  designed  to  facilitate  dis- 
charge planning.  Removal  of  the  requirement  to  provide  such  services 
Avould  not  be  in  the  best  interests  of  either  the  medicare  program  or 
its  beneficiaries. 

Requirements  for  Nursing  Home  Administrators 

Present  law  provides  that  a  skilled  nursing  home  which  is  receiving 
medicaid  payments  must  be  operating  under  the  supervision  of  an 
administrator  licensed  by  the  State  agency  or  board  whose  purpose 
it  is  to  develop,  impose,  and  enforce  standards  regarding  the  qualifi- 
cations and  training  of  individuals  applying  for  such  a  license.  The 
current  provision  also  permits  the  appropriate  State  agency  or  board 
to  grant  a  waiver  with  respect  to  any  of  its  standards  to  individuals 
who  served  as  an  administrator  for  the  calendar  year  immediately 
preceding  the  calendar  year  in  which  the  requirements  for  a  licensure 
program  were  first  met  by  the  State  provided  there  is  a  training  pro- 
gram operating  in  the  State  to  enable  individuals  to  meet  the  require- 
ments necessary  to  obtain  a  license.  The  waiver  authority,  however, 
expired  on  June  30, 1972. 

The  House  was  concerned  that  persons  who  have  worked  as  nursing 
home  administrators  should  not  be  precluded  from  serving  in  this 
capacity  because  they  fail  to  meet  certain  statutory  requirements  of 
the  medicaid  program.  The  House  therefore  amended  present  law 
to  permit  States  to  grant  a  permanent  waiver  from  title  XIX 
requirements  for  licensure  to  those  individuals  who  served  as  nursing 
home  administr-ators  for  the  three-^^ear  period  preceding  the  year 
the  State  established  a  licensure  program. 

The  Finance  Committee  approved  the  licensure  provision  in  1967 
as  a  means  of  upgrading  the  quality  of  personnel  administering: 
nursing  homes.  The  committee  believes  that  a  permanent  waiver  in 
regard  to  licensure  requirements  would  be  inconsistent  with  and  pos- 
sibly detrimental  to  assuring  patient  care  of  proper  quality  and  the 
emohasis  on  the  professional  upgradins:  of  nursing;  home  standards. 

The  committee  has  therefore  deleted  this  provision  (section  269) 
from  the  bill. 

Termination  of  the  National  Advisory  Council  on  Nursing  Home 

Administration 

Included  in  the  Social  Security  Amendments  of  1967  was  a  pro- 
vision for  the  establishment  of  a  National  Advisory  Council  on 
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Nursing  Home  Administration  whose  purpose  was  to  study,  develop, 
and  advise  the  Secretary  of  Health,  Education,  and  Welfare  and  the 
States  on  issues  related  to  qualifications,  training,  and  licensure 
programs  of  nursing  home  administrators.  The  Council  was  scheduled 
to  terminate  on  December  31, 1971. 

After  reviewing  the  operation  of  the  Council,  and  since  the  Council 
had  completed  its  work  at  a  date  earlier  than  that  provided  by  statute, 
the  committee  included  a  provision  in  H.R.  17550  providing  for  termi- 
nation of  the  Council  as  of  December  31,  1970.  The  House  included  a 
similar  provision  (section  270)  in  H.R.  1.  However,  the  Council  ex- 
pired by  statute  on  December  31, 1971,  and  the  amendment  terminating 
the  Council  is  now  unnecessary. 

5.  ADDITIONAL  MATTERS  OF  CONCERN  TO  THE  COMMITTEE 

Coordination  of  Regulatory  Activities  for  Clinical  Laboratories 

At  present,  the  Department  of  Health,  Education,  and  Welfare  reg- 
ulates laboratory  operations  and  performance  under  two  different 
programs — the  medicare  program,  administered  by  the  Social  Se- 
curity Administration,  and  the  program  for  regulating  laboratories 
engaged  in  interstate  commerce,  administered  by  the  Center  for  Dis- 
ease Control  of  the  Health  Services  and  Mental  Health  Adminis- 
tration. The  two  Federal  programs  issue  separate  regulations,  apply 
different  standards,  and  are  administered  by  different  personnel. 
However,  the  committee  has  been  informed  that  efforts  have  been  un- 
dertaken by  the  Department  to  coordinate  the  activity  of  its  compo- 
nents with  respect  to  regulation  of  clinical  laboratories. 

In  order  to  try  to  eliminate  the  dual  operation  in  favor  of  a  single 
approach,  the  committee  expects  that  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  will  continue  to  initiate  such  administrative  changes 
as  might  result  in  uniform  standards  and  policies  and  the  placing  of 
responsibility  for  regulating  interstate  laboratories  in  one  organiza- 
tional component  of  the  Department.  The  committee  also  expects  that 
the  Secretary  will  report  to  it  not  later  than  6  months  after  enactment, 
concerning  the  changes  initiated,  and  that  he  will  recommend  such 
legislative  action,  if  any,  which  may  be  required  to  avoid  duplication. 

Outpatient  Physical  Therapy  in  Rural  Communities 

Under  present  law  outpatient  physical  therapy  services  are  covered 
under  medicare  only  when  furnished  by  participating  hospitals,  ex- 
tended care  facilities,  home  health  agencies,  clinics,  rehabilitation  agen- 
cies, and  public  health  agencies.  The  participating  provider  may  fur- 
nish outpatient  physical  therapy  through  employees  or  by  making  suit- 
able arrangements  for  self-employed  physical  therapists  to  work  under 
its  supervision.  Payment  is  permitted  for  services  in  a  self-employed 
therapist's  private  office  only  where  the  participating  organization  is  a 
public  health  agency  and  neither  it  nor  the  other  participating  pro- 
viders in  the  area  are  able  to  furnish  a  full  range  of  physical  therapy 
procedures  on  an  outpatient  basis.  This  approach  was  adopted  be- 
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cause  of  the  probability  that  participating  organizations  which  provide 
none  of  the  services  themselves  would  not  be  able  to  adequately  super- 
vise the  services  independent  practitioners  perform  in  their  private 
offices.  An  exception  was  made  in  the  case  of  public  health  agencies  be- 
cause they  represent  the  only  participating  provider  in  many  rural 
areas  and  they  often  are  not  able  to  provide  physical  therapy  on  their 
premises.  These  agencies  have  no  choice  but  to  rely  on  a  local  inde- 
pendent practitioner  and  his  facilities  to  provide  physical  therapy  to 
their  patients. 

While  the  committee  supports  this  policy,  it  has  come  to  the 
committee's  attention  that  there  are  also  some  rural  communities  where 
the  only  participants  in  the  medicare  program  are  hospitals  which  do 
not  provide  physical  therapy  on  their  premises.  The  committee  believes 
that  the  Secretary  should  accord  such  hospitals  the  same  treatment  ac- 
corded to  public  health  agencies  in  order  to  assure  that  covered  out- 
patient physical  therapy  is  available  to  beneficiaries  in  these  rural 
areas.  The  committee  understands  that  some  rural  hospitals  have  al- 
ready arranged  for  necessary  physical  therapy  services  to  be  provided 
to  beneficiaries  off  their  premises  but  in  the  community  served  by  the 
hospital.  If  he  has  not  already  done  so,  it  expects  that  the  Secretary 
will  validate  such  arrangements  where  they  were  reasonable  under  the 
circumstances. 

Qualification  of  Home  Health  Agency 

One  of  the  statutory  requirements  for  participation  in  medicare 
as  a  "home  health  agency"  is  that  the  asrency  must  be  "primarily 
engaged  in  providing  skilled  nursing  services  and  other  therapeutic 
services."  It  has  come  to  the  committee's  attention  that  this  require- 
ment has  been  interpreted  to  mean  that  an  agency  which  has  only 
nurses  on  its  staff  may  not  participate  in  medicare  as  a  home  health 
agency  even  though  the  nurses  may  perform  services  in  addition 
to  nursing.  In  the  committee's  view,  a  home  health  agency  which 
provides  skilled  nursing  and  other  therapeutic  services  should  not  be 
disqualified  from  participating  solely  on  the  ground  that  it  employs 
only  skilled  nurses  to  provide  such  services.  The  committee  expects 
that  the  Secretary  will  take  this  view  into  account  in  determining 
an  agency's  eligibility  to  participate  in  medicare  and  medicaid  as  a 
home  health  agency. 

Home  Health  Services 

Home  health  services  are  presently  covered  under  medicare  only 
if  they  are  provided  by  a  qualified  home  health  agency  under  an  overall 
plan  of  treatment  prescribed  by  a  physician  for  a  beneficiary  who  has 
a  need  for  such  services.  Although  there  is  no  requirement  that  the 
coverage  of  home  health  services  under  medicaid  be  similarly  limited, 
in  fact  the  same  requirements  have  also  been  applied.  However,  in  some 
rural  areas  and  small  towns  there  are  no  home  health  agencies  and  only 
a  few  physicians  to  provide  services  over  broad  geographical  areas. 
Some  physicians  in  these  areas  call  upon  nurses  to  provide  certain  serv- 
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ices  to  homebound  patients.  Such  services  could  be  covered  as  "home 
health  services"  if  provided  by  a  qualified  home  health  agency  or  as 
services  "incident  to  a  physician's  service"  where  the  physician  actually 
accompanied  the  nurse.  These  services  are,  of  course,  services  which 
the  nurse  is  licensed  to  perform.  In  the  absence  of  a  home  health 
agency,  the  only  way  they  now  may  be  paid  for  under  medicare  is  for 
the  physician  to  perform  such  services  himself  or  to  accompany  his 
nurse  to  the  patient's  home. 

The  committee  believes  that  these  alternative  arrangements  for  pay- 
ment represent  a  highly  uneconomical  use  of  scarce  physician  man- 
power. The  Secretary  of  Health,  Education,  and  Welfare  should  waive 
the  normal  requirements  with  respect  to  coverage  of  health  services 
performed  in  the  patient's  home,  so  as  to  cover  certain  added  services 
where:  (1)  the  service  was  individual  or  intermittent;  (2)  the  service 
was  rendered  by  a  nurse  or  trained  technician  employed  or  engaged 
(under  arrangements  acceptable  to  the  Secretary)  by  a  visiting  nurse 
association  or  similar  organization  or  by  a  physician;  (3)  the  service 
of  such  a  professional  was  required  for  the  care  of  the  patient;  (4) 
there  was  either  no  participating  home  health  agency  servicing  the 
area  or  none  servicing  the  area  which  could  provide  the  service  in  a 
timely  fashion;  (5)  the  cost  to  the  program  is  probably  less  than  it 
would  have  been  had  the  service  been  performed  incident  to  a  physi- 
cian's services;  and  (6)  the  service  is  ordinarily  provided  in  a  manner 
which  the  Secretary  finds  appropriate.  The  Committee  expects  that 
similar  services  would  also  qualify  for  reimbursement  as  home  health 
services  under  the  medicaid  program. 

The  committee  suggests  that  the  services  covered  by  the  waiver  be 
limited  to  those  services  which  could  be  covered  if  performed  as  a 
regular  home  health  service  or  incident  to  a  physician's  service.  Pay- 
ment would  be  made  at  no  more  than  the  reasonable  charge  or  reason- 
able cost,  as  a]^i)]'opriate,  for  such  services. 

MEDicAm  Benefit  Cost  Estimates  Under  Current  Law  and  Senate 
Version  or  H.K.  1,  Calendar  Years  1973-77 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganization 
Act  of  1970,  the  following  statement,  provided  by  the  Department  of 
Health,  Education,  and  Welfare,  is  made  relative  to  the  costs  incurred 
in  carrying  out  the  medicaid  provisions  of  this  bill.  With  the  excep- 
tion of  the  item  noted  on  the  projected  costs  and  savings,  the  commit- 
tee and  the  Department  reasonably  agree. 

1.  Base  program  costs  for  medicaid  are  derived  from  estimates  of 
medical  vendor  payments,  projected  from  the  base  of  the  fiscal  year 
1973  expenditures  contained  in  the  President's  budget,  and  adjusted  to 
reflect  the  inclusion  of  services  in  intermediate  care  facilities  (trans- 
ferred from  title  XI  to  title  XIX,  effective  January  1,  1972).  Three 
basic  factors  influence  the  estimates  of  title  XIX  costs  over  the  5-year 
period :  inflation  in  medical  care  costs,  growth  in  the  eligible  popula- 
tion (generally  reflecting  the  increase  in  the  cash  assistance  popula- 
tion), and  changes  in  patterns  of  utilization.  The  rates  of  inflation 
assumed  vary  somewhat  by  type  of  service ;  they  are  in  line  with  the 
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policies  of  the  wage-price  guidelines,  and  parallel  those  used  by  the 
Social  Security  actuaries  in  estimating  future  costs  under  title  XYIII. 

2.  The  current  law  estimate  is  based  on  assumptions  of  continuation 
of  current  programs  for  cash  assistance  for  families  and  needy  adults, 
and  continuation  of  current  medicaid.  The  estimates  are  based  on 
assumptions  of  slightly  increased  use  of  noninstitutional  services  in 
response  to  program  policies  and  initiatives  plamied  over  the  5-year 
period. 

3.  Estimates  of  the  impact  of  the  Senate  version  of  H.K.  1  account 
only  for  the  impact  of  the  title  II  provisions.  Offsets  occurring  under 
title  XIX  because  of  changes  in  title  XYIII  coverage  have  been  in- 
cluded. It  should  be  noted,  however,  that  the  impact  of  extending 
medicaid  to  employment  program  families  (who  are  ineligible  under 
the  terms  of  the  current  program  because  of  the  presence  of  an  em- 
ployed father  in  the  home)  have  not  been  included,  because  they  are 
more  properly  reflected  as  a  cost  resulting  from  title  lY  of  the  bill. 
Similarly,  no  estimate  has  been  prepared  of  the  impact  of  the  provi- 
sion for  treatment  of  alcoholics  and  addicts  under  title  XY  of  the 
Social  Security  Act.  In  general,  the  cost  implications  of  that  provision 
will  consist  of  transfers  from  one  program  (in  this  case  title  XIX)  to 
another,  the  title  XY  program. 

4.  It  should  be  noted  that  the  cost  estimates  of  the  Senate  version  of 
H.E.  1  are  not  directly  comparable  to  similar  estimates  of  the  impact 
of  the  House  version  on  H.E.  1.  This  is  the  result  of  several  factors : 

(a)  The  projections  of  program  costs  prepared  in  conjunction  with 
the  House  version  of  H.K.  1  were  derived  from  a  slightly  different  base 
than  was  used  for  estimating  purposes  for  the  Senate  bill.  This  reflects 
the  fact  that  the  estimates  prepared  in  conjunction  with  the  Senate  ver- 
sion of  H.E.  1  were  prepared  nearly  one  full  year  later,  and  more  re- 
cent data  were  available  upon  which  to  base  program  estimates.  The 
projection  of  current  program  costs  prepared  in  conjunction  with  this 
bill  are  therefore  more  recent  and  more  accurate. 

(b)  The  base  figures  used  for  preparation  of  estimates  for  this  bill 
included  expenditures  for  intermediate  care  facilities,  reflecting  the 
transfer  of  this  service  to  title  XIX. 

(c)  The  20  percent  increase  in  social  security  benefits  recently  en- 
acted into  law  caused  some  reduction  in  the  size  of  the  population  eli- 
gible for  medicaid,  and  lowered  slightly  the  base  of  medicaid 
expenditures. 

(d)  The  estimates  prepared  in  conjunction  with  the  House  bill  were 
fiscal  3^ear  figures.  The  figures  accompanying  this  bill  are  on  a  calendar 
year  basis. 

(e)  The  figures  I3repared  in  conjunction  with  the  Senate  bill  rep- 
resent total  title  XIX  expenditures  (medical  vendor  pavments  and 
administrative  costs) .  The  estimates  prepared  in  conjunction  with  the 
House  bill  represented  medical  vendor  payments  only ;  administrative 
costs  were  not  included.  In  general,  administrative  costs  are  approxi- 
mately 5  percent  of  medical  vendor  payments  under  title  XIX. 

(f )  The  effective  dates  of  many  of  the  provisions  in  the  Senate  bill 
are  later  than  those  contained  in  the  House  bill.  This  accounts  for  a 
substantial  difference  in  the  estimate  of  the  impact  of  the  two  bills  in 
the  initial  years. 
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IMPACT  OF  SENATE  VERSION  OF  H.R.  1  ON  FEDERAL  MEDICAID 
COSTS,  CALENDAR  YEARS  1973-77 

[Millions  of  dollars] 


Federal  fiscal  impact 


Calendar 

year  1973  1974 


Section  (from  House  bill): 

201  Coverage  of  disabled  under  medi- 
care  —30  —67 

207  Comprehensive  health  care   —74  —162 

208  Cost  sharing  under  medicaid   —62  —62 

209  Determination  of  payments   +79  +29 

231  Maintenance  of  effort   ^-570  ^-640 

271  Increased  matching  to  Puerto  Rico. . .  +10  +10 

New  provisions: 

Drugs  under  medicare   —24  —51 

Coverage  of  mentally  ill  children   +52  +120 

Level  of  care  requirements   —13  —14 

75  percent  matching  on  contract  medical 

personnel   +5  -  +6 

100   percent   reimbursement-SNH  in- 
spectors...  +19  +21 

Reasonable  cost  related  reimbursement   +17 


Total  Federal  fiscal  impact   ^-608  ^—793 


1  The  committee  does  not  agree  with  the  Department  concerning  the  estimate  of 
savings.  Because  of  the  substantial  savings  accruing  to  States  under  various  pro- 
visions of  the  bill,  the  committee  does  not  anticipate  any  wholesale  cutbacks  by 
states  in  their  medicaid  programs.  The  purpose  of  the  amendment  involved  was  to 
permit  States  to  make  orderly  (and  often  short-term)  adjustments  in  their  medicaid 
programs  from  time  to  time  as  circumstances  dictated.  Thus,  the  calendar  year 
1973  total  of  savings  should  be  reduced  by  about  $500,000,000  and  that  for  1974 
by  some  $600,000,000. 

MEDICAID  COST  ESTIMATES,  CURRENT  LAW  AND  SENATE 
VERSION  OF  H.R.  1,  CALENDAR  YEARS  1973-77 


[Millions  of  dollars] 


Calendar  year 

1973 

1974 

1975 

1976 

1977 

Current  law  

H.R.  1,  Senate  version . . 
Federal  savings  

5,655 
. .  5,047 
^608 

6,559 
5,766 
'  793 

7,542 
6,679 
^863 

8,579 
7,609 
^970 

9,674 
8,593 
'  1,081 

^  Committee  does  not  agree.  See  footnote  on  preceding  table. 
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V.  FINANCING  OF  SOCIAL  SECURITY  TRUST  FUNDS 


A.  Financing  Provisions 

Consistent  with  the  policy  of  maintaining  the  social  security  pro- 
gram on  a  financially  sound  basis,  which  has  been  followed  in  the  past, 
the  committee  bill  would  make  provision  for  meeting  the  cost  of  the 
expanded  program  under  the  bill.  To  meet  the  cost  of  the  improve- 
ments in  the  cash  benefit  programs  and  the  extension  of  medicare 
coverage  to  disabled  beneficiaries  and  to  include  drug  coverage,  the 
schedule  of  tax  rates  would  be  revised  as  shown  in  table  1  below.  Under 
both  present  law  and  the  committee  bill,  the  limitation  on  wages  tax- 
able under  social  securitv  would  be  increased  from  $9,000  in  1972  to 
$10,800  in  1973,  to  $12,000  in  1974,  and  starting  in  1975  the  limit  would 
rise  as  average  wages  increase. 

TABLE  1. -SOCIAL  SECURITY  TAX  RATES  FOR  EMPLOYERS 
EMPLOYEES,  AND  SELF-EMPLOYED  PERSONS  UNDER  PRES- 
ENT LAW  AND  COMMITTEE  BILL 

[In  percent] 


Employer  and  employee, 

each  Self-employed 


OASDI       HI       Total     OASDI       HI  Total 


Present  law: 


1972  

4.6 

0.6 

5.2 

6.9 

0.6 

7.5 

1973  

4.6 

.9 

5.5 

6.9 

.9 

7.8 

1974  to  1977 

4.6 

.9 

5.5 

6.9 

.9 

7.8 

1978  to  1985 

4.5 

1.0 

5.5 

6.7 

1.0 

7.7 

1986  to  1992 

4.5 

1.1 

5.6 

6.7 

1.1 

7.8 

1993  to  2010  

...  4.5 

1.2 

5.7 

6.7 

1.2 

7.9 

2011  and  after 

5.35 

1.2 

6.55 

7.0 

1.2 

8.2 

Committee  bill: 


1972  

4.6 

.6 

5.2 

6.9 

.6 

7.5 

1973  to  1977 

4.9 

1.1 

6.0 

7.0 

1.1 

8.1 

1978  to  1980 

4.95 

1.3 

6.25 

7.0 

1.3 

8.3 

1981  to  1992 

4.95 

1.5 

6.45 

7.0 

1.5 

8.5 

1993  to  2010 

4.95 

1.6 

6.55 

7.0 

1.6 

8.6 

2011  and  alter 

6.05 

1.6 

7.65 

7.0 

1.6 

8.6 
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B.  Social  Security  Cash  Benefit  Programs 


Actuarial  AssuaipriONS  Used  Before  1972 

The  financing  of  the  social  security  cash  benefit  programs  has 
always  been  carefully  considered  by  the  Congress  with  a  view  toward 
ensuring  the  actuarial  soundness  of  the  old  age,  survivors  and  dis- 
ability insurance  system.  Actuarial  soundness  has  meant  that  the  esti- 
mated future  income  from  contributions  and  interest  earnings  on  the 
accumulated  trust  fund  investments  would  over  the  next  75  years  pay 
for  the  expenditures  for  benefits  and  administrative  expenses. 

The  long-range  estimates  for  the  social  security  cash  benefit  pro- 
grams have  until  now  been  based  on  the  assumption  that  earnings 
and  benefit  levels  would  not  change  over  the  next  75  years.  This 
does  not  mean  that  covered  payrolls  were  assumed  to  be  the  same 
each  3^ear;  rather,  they  were  projected  to  rise  steadily  as  the  covered 
population  at  the  working  age  was  expected  to  increase. 

The  assumption  that  neither  wages  nor  prices  would  increase  in  the 
future  was  not  meant  as  an  economic  forecast  but  rather  as  a  pur- 
posefully conservative  assumption  on  which  to  base  a  measure  of  the 
long-range  cost  of  the  program  and  proposed  changes  in  the  program. 
The  assumptions  recognize  the  probability  that  wage  levels  will 
continue  to  rise  in  the  future  and  that  Congress  will  act  to  increase 
benefits.  Moreover,  because  of  the  conservative  nature  of  the  assump- 
tions, when  the  costs  are  expressed  in  terms  of  a  percentage  of  payroll, 
they  allow  for  an  increase  in  benefit  levels  in  proportion  to  any  rise 
in  wage  levels  that  actually  does  occur.  In  fact,  as  earnings  levels 
and  prices  have  actually  increased,  actuarial  surpluses  accumulated 
which  could  be  and  were  used  to  finance  a  part  of  the  cost  of  further 
benefit  increases.  Along  with  the  periodic  congressional  action  to  in- 
crease benefits,  the  tax  rates  for  the  short-range  future  were  generally 
adjusted  to  prevent  a  large  accumulation  of  trust  funds.  These  adjust- 
ments have  generally  meant  that  in  recent  years  the  trust  funds  have 
had  sufficient  assets  to  pay  for  a  little  more  than  12  months  of  current 
benefits,  as  shown  in  the  table  below.  Thus  as  a  practical  matter,  the 
legislation  enacted  by  the  Congress  in  the  past  decade  has  resulted 
in  the  social  security  program  being  operated  on  a  pay-as-you-go 
basis. 
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TABLE  2.-INC0ME  AND  OUTGO  OF  SOCIAL  SECURITY  CASH 
BENEFIT  TRUST  FUNDS 

[In  billions  of  dollars] 


Net 

increase  or    Assets,  end 

Year  Income  Outgo        decrease  of  year 


1961   12.9  13.4  -0.5  22.2 

1962   13.7  15.2  -1.5  20.7 

1963   16.2  16.2    20.7 

1964   17.5  17.0  0.5  21.2 

1965   17.9  19.2  -1.3  19.8 

1966   23.4  20.9  2.5  22.3 

1967   26.4  22.5  3.9  26.2 

1968   28.5  26.0  2.5  28.7 

1969   33.3  27.9  5.5  34.2 

1970   37.0  33.1  3.9  38.1 

1971   40.9  38.5  2.4  40.4 


Change  in  Actuarial  Assumptions 

With  the  enactment  of  Public  Law  92-336,  the  Congress  adopted  a 
schedule  of  tax  rates  which  is  based  on  a  new  set  of  actuarial  assump- 
tions. The  new  assumptions  do  not  change  the  cost  of  the  program; 
they  merely  change  the  way  in  which  the  cost  is  measured  and  conse- 
quently the  tax  rates  scheduled  in  the  law.  The  major  modification  is 
that  the  actuarial  projections  now  assume  an  increase  in  both  wages 
and  prices  in  future  years. 

Contribution  Rate  Schedule  for  Old-Age,  Survivors,  and 
Disability  Insurance  in  the  Committee  Bill 

The  contribution  rate  schedule  for  old-age,  survivors,  and  disability 
insurance  contained  in  the  committee  bill,  as  well  as  that  under  present 
law,  is  shown  in  table  3  below.  The  maximum  earnings  bases  to  which 
these  tax  rates  are  applied  are  the  same  under  the  committee  bill  as 
under  present  law— that  is,  $9,000  for  1972,  $10,800  for  1973  and 
$12,000  for  1974;  thereafter,  the  base  would  rise  automatically  as 
average  earnings  rise. 
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TABLE  3.~-TAX  RATES  FOR  SOCIAL  SECURITY  CASH  BENEFIT 
PROGRAMS,  PRESENT  LAW  AND  COMMITTEE  BILL 

[In  percent] 


Combined  employer- 
employee  rate  Self-employed  rate 


Present  Committee      Present  Committee 


Calendar  year  law  bill  law  bill 


1972   9.2  9.2  6.9  6.9 

1973  to  1977   9.2  9.8  6.9  7.0 

1978  to  2010   9.0  9.9  6.7  7.0 

2011  and  after   10.7  12.1  7.0  7.0 


SeLF-SuPPORTING  NATUTiE  OF  SySTEM 

The  Congress  has  always  carefully  considered  the  cost  aspects  of 
the  old-age,  survivors,  and  disability  insurance  system  when  amend- 
ments to  the  program  have  been  made.  In  connection  with  the  1950 
amendments,  the  Congress  stated  the  belief  that  the  program  should 
be  completely  self-supporting  from  the  contributions  of  covered  in- 
dividuals and  employers.  Accordingly,  in  that  legislation  the  provision 
of  the  law  in  effect  at  that  time  which  authorized  appropriations  (if 
needed)  from  general  revenues  of  the  Treasury  was  repealed.  This 
policy  has  been  continued  in  subsequent  amendments.  The  Congress 
has  very  strongly  believed  that  the  tax  schedule  in  the  law  should  make 
the  system  as  nearly  self-supporting  as  possible,  on  the  basis  of  the 
best  available  actuarial  projections. 

Actuarial  Soundness  of  the  System 

The  concept  of  actuarial  soundness  as  it  applies  to  the  old-age,  sur- 
vivors, and  disability  insurance  system  differs  considerably  from  this 
concept  as  it  applies  to  private  insurance  or  private  pension  plans, 
although  there  are  certain  points  of  similarity  with  the  latter.  In 
connection  with  individual  insurance,  the  insurance  company  or  other 
administering  institution  must  have  sufficient  funds  on  hand  so  that 
if  operations  are  terminated,  it  will  be  in  a  position  to  pay  off  all  the 
accrued  liabilities.  This,  however,  is  not  a  necessary  basis  for  a  na- 
tional compulsory  social  insurance  system  and,  moreover,  is  frequently 
not  the  case  for  well-administered  private  pension  plans,  which  may 
not,  as  of  any  given  time,  have  enough  assets  to  cover  all  the  liability 
for  prior  service  benefits. 

It  can  reasonably  be  presumed  that,  under  Government  auspices, 
such  a  social  insurance  system  will  continue  indefinitely  into  the  fu- 
ture. The  test  of  financial  soundness  then,  is  not  a  question  of  whether 
there  are  sufficient  funds  on  hand  to  pay  off  all  accrued  liabilities. 
Kather,  the  test  is  whether  the  expected  future  income  from  tax  con- 
tributions and  from  interest  on  invested  assets  will  be  sufficient  to 
meet  anticipated  expenditures  for  benefits  and  administrative  costs 
over  the  long-range  period  considered  in  the  actuarial  valuation.  Thus, 
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the  concept  of  "unfunded  accrued  liability"  does  not  have  the  same 
significance  in  a  social  insurance  system  as  it  does  in  a  plan  established 
under  private  insurance  principles.  In  a  social  insurance  system,  unlike 
a  private  system,  it  is  quite  proper  to  count  both  on  receiving  contri- 
butions from  new  entrants  to  the  system  in  the  future  and  on  paying 
benefits  to  this  group  during  the  period  considered  in  the  valuation 
in  determining  whether  a  social  insurance  system  is  in  actuarial 
balance. 

The  old-age,  survivors,  and  disability  insurance  program  is  actuar- 
ially sound  if  the  estimated  future  income  from  contributions  and 
from  interest  earnings  on  the  accumulated  contingency  trust  funds 
will,  over  the  long-range  period  considered  in  the  valuation,  support 
all  the  system's  expenditures.  Obviously,  future  experience  may  be 
expected  to  vary  from  any  actuarial  cost  estimates  made  now.  None- 
theless, the  intent  that  the  system  be  self-supporting  (and  actuarially 
sound)  can  be  expressed  in  law  by  utilizing  a  contribution  schedule 
that,  according  to  the  cost  estimates  being  used,  results  in  the  system 
being  in  balance  or  substantially  close  thereto. 

Basic  Assumption  for  Cost  Estimates 

General  Basis  for  Long-Range  Cost  Estimates 

The  long-range  estimates  for  the  old-age,  survivors,  and  disability 
insurance  program  presented  in  this  report  are  based  on  the  assump- 
tion that  average  earnings  in  covered  employment  will  increase  in  the 
future  at  an  annual  rate  of  5  percent.  Similarly,  the  assumption  has 
been  made  that  the  Consumer  Price  Index  will  increase  at  a  constant 
annual  rate  of  2%  percent.  These  two  assumptions  yield  an  implied 
increase  in  real  earnings  of  2i/4  percent  per  year,  which  is  close  to  the 
actual  average  experience  of  the  last  20  years  (however,  the  most  recent 
experience  would  indicate  a  loAver  average  value).  In  order  to  protect 
the  financing  of  the  system  against  possible  future  fluctuations  in  fac- 
tors used  in  the  cost  estimate,  a  safety  margin  of  %  of  one  percent 
has  been  added  for  every  year  after  1973  and  up  to  the  year  2010. 
It  will  be  noted  that  the  addition  of  this  margin  is  approximately 
equivalent  to  an  assumption  that  for  the  period  1974-2010,  average 
real  earnings  Avill  increase  by  ly^  percent  per  year. 

These  long-range  cost  projections  are  based  on  assumptions  that  are 
intended  to  represent  close  to  full  employment.  The  aggregate  amount 
of  earnings  taxable  in  1973  under  the  scheduled  base  of  $10,800  is 
estimated  at  about  $557  billion.  Similarly  it  is  estimated  that  $618  bil- 
lion of  earnings  will  be  taxable  in  1974  under  the  scheduled  $12,000 
earnings  base.  The  latter  amount  is  projected  to  increase  in  the  future 
as  the  covered  population  grows  and  as  the  average  taxable  earnings 
increase  due  to  increases  in  the  tax  base  as  well  as  to  increases  in  aver- 
age earnings  in  covered  employment. 

The  long-range  cost  estimate  presented  in  this  report  was  prepared 
for  a  75-year  period.  A  shorter  period  of  valuation  would  not  be  appro- 
priate because  of  the  projected  movement  in  the  aged  population.  The 
reason  for  this  is  that  the  number  of  births  in  the  1930's  was  very 
low  as  compared  with  both  prior  and  subsequent  experience.  As  a 
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result,  there  will  be  a  dip  in  the  relative  proportion  of  the  aged  from 
1995  to  about  2015,  which  would  tend  to  result  in  low  benefit  costs  for 
the  old-age,  survivors,  and  disability  insurance  system  during  that  pe- 
riod. For  this  reason,  a  period  extending  beyond  the  year  2015  is 
needed  to  show  the  effect  of  a  changing  aged  population  on  the  cost 
of  the  social  security  cash  benefit  programs. 

Measurement  of  Costs  in  Relation  to  Taxahle  Payroll 

In  general,  long-range  costs  in  this  report  are  shown  as  a  percent- 
age of  taxable  payroll.  This  is  the  best  measure  of  the  long-range  cost 
of  the  program.  Dollar  figures  taken  alone  could  be  misleading.  It 
should  be  recognized  that  cost  projections  based  on  assumptions  of 
increasing  wages  and  benefits  involve  the  use  into  the  distant  future 
of  geometric  growth  in  economic  factors,  which  would  tend  to  make 
the  resulting  dollar  figures  difficult  to  relate  to  current  dollar  values. 

General  Basis  for  Short-Rarige  Cost  Estimates 

The  basis  for  the  short-range  cost  estimates  (shown  for  the  individ- 
ual years  1972-77)  is  similar  to  that  used  in  the  past  and  assumes  that 
employment  and  earnings  will  increase  each  year.  A  gradual  rise  in 
the  earnings  level  in  the  future  (about  5-6  percent  per  year),  some- 
what below  that  which  has  occurred  in  the  past  few  years,  is  assumed. 
Covered  employment  is  assumed  to  increase  by  about  2.4  million  work- 
ers per  year  during  the  period. 

Average-Cost  Concept 

In  the  past  an  important  measure  of  long-range  cost  has  been  the 
level-equivalent  contribution  rate  required  to  support  the  system  for 
75  years,  based  on  discounting  at  interest.  Supporting  the  system  in- 
cludes not  only  meeting  the  benefit  costs,  the  administrative  expenses, 
and  other  expenditures,  but  also  maintaining  a  reasonable  contingency 
fund  which  at  the  end  of  the  period  amounts  to  one  year's 
disbursements. 

If  the  tax  rate  was  actually  set  at  this  level  rate  for  the  next  75  years, 
relatively  large  accumulations  in  the  trust  funds  would  result,  and 
there  would  eventually  be  a  sizable  income  from  interest.  In  prac- 
tice, the  Congress  has  set  tax  schedules  with  relatively  lower  rates  in 
earlier  years  and  higher  rates  in  later  years  to  avoid  an  unnecessary 
accumulation  of  funds  in  the  early  years.  But  the  concept  of  level- 
premium  costs  is  a  convenient  way  to  measure  long-range  costs  and 
might  also  be  used  with  the  new  cost  estimate  assumptions.  In  fact, 
such  a  concept  might  be  simplified  by  an  approximation  in  the  case 
of  the  new  assumptions.  The  Social  Security  Administration  Actuary 
informed  the  committee  that  it  can  be  shown  that  if  the  discount  inter- 
est rate  assumed  in  the  level-cost  is  not  too  different  from  the  rate  of 
growth  of  the  taxable  payroll  assumed,  the  level-cost  concept  could  be 
approximated  by  the  simple  arithmetic  averaging  of  the  annual  costs 
as  percent  of  payroll.  It  is  believed  that  this  simplified  average-cost 
concept  does  not  depart  significantly  from  the  level-cost  values  that 
have  been  used  in  the  past.  As  an  example,  it  is  estimated  that  for  the 
social  security  cash  benefit  programs  under  present  law,  the  average- 
cost  computed  over  the  next  75  years  is  9.77  percent  of  taxable  pay- 
roll, which  is  comparable  to  the  level-cost  of  9.79  percent  of  taxable 
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payroll.  On  the  same  basis  the  average  future  tax  rate  is  9.84  percent 
of  taxable  payroll  while  the  level-equivalent  tax  rate  is  9.87  percent 
of  taxable  payroll.  The  actuarial  balance  would  be  +0.07  percent  of 
taxable  payroll  under  the  average-cost  concept  as  compared  to  +  0.08 
percent  of  taxable  payroll  under  the  level-cost  concept. 

Interrelationship  With  Railroad  Retirement  System 

An  important  element  affecting  old-age,  survivors,  and  disability 
insurance  costs  arose  through  amendments  made  to  the  Railroad  Re- 
tirement Act  in  1951.  These  amendments  provided  for  a  combination 
of  railroad  retirement  compensation  and  old-age,  survivors,  and  dis- 
ability insurance  covered  earnings  in  determining  retirement  and  dis- 
ability benefits  for  workers  with  less  than  120  months  of  railroad  serv- 
ice and  also  for  all  survivor  cases. 

Financial  interchange  provisions  were  established  so  that  the  Old- 
Age  and  Survivors  Insurance  Trust  Fund  and  the  Disability  Insur- 
ance Trust  Fund  are  placed  in  the  same  financial  position  in  which 
they  would  have  been  if  railroad  employment  had  always  been  cov- 
ered under  the  program.  It  is  estimated  that,  over  the  long  range,  the 
net  effect  of  these  provisions  will  be  a  small  loss  to  the  old-age,  sur- 
vivors, and  disability  insurance  system  since  the  reimbursements  from 
the  railroad  retirement  system  will  be  somewhat  smaller  than  the  net 
additional  benefits  paid  on  the  basis  of  railroad  earnings. 

Actuarial  Balance  of  the  Program  in  Past  Years 

Actuarial  Balance  of  the  Program  After  Enactment  of  P.L.  92-5 

The  social  security  changes  in  P.L.  92-5  approved  in  March  1971 
contained  a  10  percent  benefit  increase  (which  was  guaranteed  to  all 
future  as  well  as  present  beneficiaries) ,  an  increase  in  the  maximum 
taxable  earnings  base  to  $9,000,  and  an  increase  in  the  tax  rates  going 
into  effect  after  1975.  After  these  changes  the  program  was  in  close 
actuarial  balance.  The  old-age  and  survivors  insurance  portion  had  a 
small  deficit  of  0.06  percent  of  taxable  payroll,  while  the  disability 
insurance  portion  had  a  deficit  of  0.04  percent  of  taxable  payroll,  both 
of  which  were  within  acceptable  limits  of  variation. 

Actuarial  Balance  of  the  Program  After  Enactment  of  PX.  92-336 
The  social  security  changes  in  P.L.  92-336  enacted  in  July  1972 
contained  a  20  percent  benefit  increase  effective  for  the  month  of  Sep- 
tember 1972.  In  addition  the  earnings  base  was  increased  to  $10,800  for 
1973  and  to  $12,000  for  1974  and  both  the  benefits  and  the  earnings 
base  are  to  be  automatically  adjusted  thereafter.  After  these  changes, 
as  measured  under  the  new  methodology,  the  program  is  in  close 
actuarial  balance.  The  old-age,  survivors,  and  disability  insurance  pro- 
gram has  an  actuarial  balance  of  +0.07  percent  of  taxable  payroll. 

Actuarial  Balance  Under  the  Committee  Bill 

Table  4  traces  through  the  changes  in  the  actuarial  balance  of  the 
system  from  its  situation  under  present  law,  according  to  the  latest 
estimates,  to  that  under  the  committee  bill,  by  type  of  change  involved. 
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TABLE  4.-CHANGES  IN  ACTUARIAL  BALANCE  OF  THE  OLD- 
AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM, 
EXPRESSED  IN  TERMS  OF  ESTIMATED  AVERAGE-COST  AS 
PERCENT  OF  TAXABLE  PAYROLL,  BY  TYPE  OF  CHANGE,  LONG- 
RANGE  DYNAMIC  COST  ESTIMATES,  PRESENT  LAW  AND 
COMMITTEE  BILL 

[In  percent] 


OASDI 

Item  system 


Actuarial  balance  of  present  system   -1-0.07 

Age  62  point  for  men  (prospective)   —  .22 

Earnings  test  changes   —  .28 

Widow's  benefits  of  100  percent  PIA  at  65   —  .  24 

Special  $200  minimum  benefit   —  .14 

Delayed  retirement  increment   —  .09 

4-month  disability  waiting  period   —  .09 

Liberalized  disability  benefits  for  blind   —  .09 

Miscellaneous  changes  ^   —  .03 

Revised  contribution  schedule   +1.12 


Total  effect  of  changes  in  bill   —  .06 

Actuarial  balance  under  bill   +  .01 


1  Includes  the  following:  Workmen's  compensation  offset  based  on  80  percent  of 
highest  earnings;  child's  benefits  to  children  disabled  at  ages  18  to  21;  disabled 
child  7  years  reentitlement;  broaden  definition  of  adopted  child ;  student's  benefits 
to  end  of  semester  of  attainment  of  age  22;  child's  benefits  on  grandparent's 
account  if  supported  by  him  and  both  parents  are  disabled  or  deceased;  benefits 
to  dependent  sister  and  dependent  disabled  brother  elimination  of  support  re- 
quirement for  divorced  wife's  and  widow's  benefits;  and  reduced  widower's  benefits 
at  age  60. 

The  changes  made  by  the  committee  bill  would  maintain  the  sound 
actuarial  position  of  tifie  old-age,  survivors,  and  disability  insurance 
program.  The  system  would  be  close  to  being  in  exact  actuarial  bal- 
ance. There  would  be  a  negligible  actuarial  surplus  of  +0.01  percent 
of  taxable  payroll. 

Under  the  tax  schedule  recommended  by  the  committee  the  old-age, 
survivors,  and  disability  insurance  trust  funds  would  decrease  to  about 
75  percent  of  the  following  year's  outgo  by  1977 ;  thereafter  the  funds 
would  grow  slowly  towards  100  percent  of  the  following  year's  outgo. 

Average-Cost  of  Benefit  Payments  by  Type 

The  average-cost  of  the  old-age,  survivors,  and  disability  insurance 
benefits  (excluding  the  cost  of  administrative  expenses,  the  railroad 
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retirement  financial  interchange  and  the  effect  of  the  size  of  the  fund) 
under  the  present  law  is  9.50  percent  of  taxable  payroll.  The  corre- 
sponding figure  for  the  program  as  modified  by  the  committee's  bill 
would  be  10.66  percent  of  taxable  payroll. 

Table  5  presents  the  average-cost  by  type  of  benefit  for  the  pro- 
gram as  it  would  be  modified  by  the  committee  bill. 

TABLE  5.-ESTI MATED  AVERAGE-COST  BY  TYPE  OF  BENEFIT 
PAYMENT,  ADMINISTRATIVE  EXPENSES,  RAILROAD  RETIRE- 
MENT  FINANCIAL  INTERCHANGE,  AND  EFFECT  OF  THE  FUND 
SIZE  FOR  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  IN- 
SURANCE SYSTEM  AS  MODIFIED  BY  THE  COMMITTEE  BILL, 
AS  PERCENT  OF  TAXABLE  PAYROLL,  LONG-RANGE  DYNAMIC 
COST  ESTIMATE 

[In  percent] 


Item  OASDI 


Primary  benefits   7.60 

Wife's  and  husband's  benefits   .57 

Widow's  and  widower's  benefits   1.34 

Parent's  benefits   .01 

Child's  benefits   .94 

Mother's  benefits   .13 

Lump-sum  death  payments   .07 


Total  benefits   10.66 


Administrative  expenses   .21 

Railroad  retirement  financial  interchange   .05 

Size  of  existing  trust  fund   .03 


Net  total  average-cost   10.95 


Income  and  Outgo  in  Near  Future 

Under  the  committee  bill,  benefit  disbursements  under  the  old-age 
survivors,  and  disability  insurance  program  would  increase  by  about 
$3.3  billion  over  present  law  in  1974,  the  first  full  calendar  year  of 
operation  under  the  modified  program.  The  contribution  income  for 
the  old-age,  survivors,  and  disability  insurance  program  in  1974  would 
be  about  $3.5  billion  higher  than  under  present  law  (see  Table  6). 
The  estimates  in  Table  6  are  based  on  an  assumption  that  the  auto- 
matic adjustment  provisions  in  present  law  will  result  in  general  bene- 
fit increases  of  5.1  percent  in  1975  and  5.5  percent  in  1977,  while  the 
taxable  earnings  base  would  be  increased  to  $12,600  in  1975  and  to 
$14,100  in  1977. 
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Under  the  program  as  modified  by  the  committee  bill,  the  old-age, 
survivors,  and  disability  insurance  trust  funds  would  increase  slowly 
between  1972  and  1977,  rising  from  $43  billion  to  $60  billion.  However, 
as  a  percentage  of  the  following  year's  outgo,  the  funds  would  remain 
relatively  constant  at  about  77-78  percent. 

Long-Range  Projection  of  OASDI  '''Current  Cosf^ 

Table  7  shows  the  estimated  "current  cost"  of  the  old-age,  survivors, 
and  disability  insurance  program  under  the  committee  bill  as  percent 
of  taxable  payroll  for  various  future  years. 

TABLE  7.-ESTIMATED  "CURRENT  COST"  ^  OF  OLD-AGE,  SUR- 
VIVORS, AND  DISABILITY  INSURANCE  SYSTEM  AS  PERCENT 
OF  TAXABLE  PAYROLU^  UNDER  COMMITTEE  BILL,  LONG- 
RANGE  DYNAMIC  COST  ESTIMATE,^  FOR  SELECTED  YEARS, 
1980  TO  2045 

[In  percent] 


OASDI 
"current 


Calendar  year  cost"  ^ 


1980   9.90 

1985   9.72 

1990   10.08 

1995   9.71 

2000   9.49 

2005   9.55 

2010   10.16 

2015   10.89 

2020   11.74 

2025   12.33 

2030   12.55 

2035   12.57 

2040   12.63 

2045   12.80 


Average  cost*   10.95 


1  Represents  the  cost  as  percent  of  taxable  payroll  of  all  expenditures  in  the  year, 
including  amounts  needed  to  maintain  the  funds  at  about  the  following  year's 
expenditures. 

2  Payroll  is  adjusted  to  take  into  account  the  lower  contribution  rate  on  self- 
employment  income,  on  tips,  and  on  multiple-employer  "excess  wages"  aS  com- 
pared with  the  combined  employer-employee  rate. 

3  Under  the  dynamic  assumptions,  the  average  taxable  earnings  and  the  taxable 
earnings  base  are  assumed  to  increase  at  a  rate  of  5  percent  per  year,  while  the 
benefit  table  is  subiect  to  annual  increases  of  percent  according  to  increases 
in  CPI.  In  addition,  a  margin  of  y%  of  1  percent  is  added  for  every  year  after  1973 
and  before  the  year  2011. 

*  Represents  the  arithmetic  average  of  the  "current  cost"  for  the  74-year  period 
1973  to  2046  and  includes  the  effect  of  the  fund  ratio  at  the  end  of  1972. 
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The  above  projection  is  based  on  the  assumption  that  no  future 

changes  in  the  system  will  be  enacted.  However,  benefits  are  subject  to  j 
the  automatic  cost-of-living  adjustment  and  under  the  assumptions 
used,  the  average  benefit  will  increase  in  the  future  at  a  lower  rate  than 
taxable  earnings. 

According  to  this  projection,  the  "current-cost"  of  the  Old- Age, 
Survivors,  and  Disability  Insurance  Program  as  a  percentage  of  tax- 
able payroll  will  be  almost  flat  for  about  the  next  four  decades.  There- 
after, the  cost  as  a  percentage  of  taxable  payroll  would  tend  to  increase. 


C.  Actuarial  Cost  Estimates  for  the  Hospital  Insurance  System 

Summary  of  Actuarial  Cost  Estimates 

The  hospital  insurance  system,  as  modified  by  the  committee  bill, 
has  an  actuarial  balance  of  +.01%  of  taxable  payroll.  The  small  size 
of  this  balance  indicates  that  future  income  and  future  outgo  are  in 
close  balance  and  that  the  system  is  actuarially  sound,  according  to 
the  assumptions  used. 

It  should  be  noted,  however,  that  this  balance  is  based  on  an  actu- 
arial methodology  somewhat  different  from  that  employed  in  past 
reports  of  this  committee  and  in  the  annual  reports  of  the  Board  of 
Trustees  of  the  hospital  insurance  program  before  1972.  The  new 
methodolgy,  however,  produces  approximately  the  same  balance.  The 
new  methodolgy  employed  is  the  same  as  that  endorsed  by  the  Board 
of  Trustees  in  their  1972  annual  report,  for  a  system  which  includes 
an  automatic  adjustment  of  the  taxable  wage  base. 

The  only  change  in  actuarial  methodology  from  that  previously 
used  lies  in  the  adoption  of  the  average  of  current  costs  ratios  as  the 
criterion  of  actuarial  balance,  rather  than  an  interest  discounted  level 
cost  calculation.  Dynamic  assumptions  both  as  to  income  and  outgo 
have  always  been  used  for  the  hospital  insurance  program  by  the 
Administration.  Since  1970,  it  has  also  been  assumed  that  the  wage 
base  would  be  adjusted  to  reflect  the  average  increase  in  earnings  m 
employment  covered  by  Social  Security ;  Public  Law  92-336  explicitly 
provided  for  such  adjustment.  The  derivation,  however,  of  the  actu- 
arial balance  from  these  calculations  is  different  than  previously  used, 
although  the  results  are  approximately  the  same  as  resulted  from  the 
previous  methodology. 

The  assumptions  employed  are  consistent  with  those  underlying  the 
cost  estimates  contained  in  the  1972  Annual  Report  of  the  Board  of 
Trustees  for  the  Hospital  Insurance  Program.  A  detailed  analysis 
of  the  methodology  and  a  summary  of  the  principal  actuarial  as- 
sumptions used  appears  in  the  actuarial  appendix  to  the  Trustees 
report.* 

Summary  or  Committee  Actions  Which  Have  a  Substantial 
Impact  on  the  Cost  or  the  Program 

1.  Extension  of  the  Hospital  Insurance  System  to  the  Disabled 

The  most  important  change  in  the  hospital  insurance  system  pro- 
vided for  in  the  committee  bill  is  the  extension  of  the  system  to  dis- 
abled workers  under  age  65  who  have  been  entitled  to  benefits  under 
the  disability  insurance  system  for  no  less  than  24  consecutive  months ; 
and  to  disabled  widows,  dependent  widowers,  and  beneficiaries  entitled 
to  child's  benefits  based  on  disability  which  began  prior  to  age  22  who 
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have  been  entitled  to  cash  benefits  for  no  less  than  24  consecutive 
months. 

The  committee  bill  also  includes  under  the  hospital  insurance  pro- 
gram several  new  categories  of  persons  eligible  for  disability  insur- 
ance benefits  beginning  in  January  1973,  who  are  not  covered  under 
the  House  version  of  the  bill.  When  these  beneficiaries  have  been  on 
the  rolls  24  consecutive  months,  they  will  be  eligible  for  hospital  insur- 
ance coverage,  and  paying  benefits  to  them  will  increase  the  cost  of  this 
provision  in  subsequent  years. 

The  committee  has  also  increased  the  number  of  beneficiaries  eligi- 
ble for  hospital  insurance  benefits  by  reducing  the  waiting  period 
from  6  to  4  months  (which  results  in  hospital  insurance  benefits  be- 
ginning after  the  28th  consecutive  month  of  disability)  and  extended 
coverage  to  the  month  following  termination  for  those  recovering  from 
disability. 

The  estimated  cost  for  the  extension  of  the  HI  system  to  the  dis- 
abled in  1974  is  $1,412  million,  including  $6  million  to  cover  certain 
widows  over  age  50  who  are  collecting  mother's  benefits,  but  who  could 
qualify  for  disabled  benefits  if  they  chose  to  apply. 

Estimating  the  cost  for  hospitalization  and  related  benefits  for  a 
disabled  population  is  more  difficult  than  estimating  the  cost  for  simi- 
lar benefits  for  those  age  65  and  over,  since  there  is  no  program  data 
from  which  to  establish  a  reliable  basis  for  forecasting  future  experi- 
ence. Consequently,  the  estimates  provided  for  the  cost  of  this  provi- 
sion are  not  as  reliable  as  those  for  the  regular  benefits  covered  under 
the  program. 

2.  Coverage  of  Specific  Prescription  Drugs  for  Specified  Chronic 
Conditions 

A  major  change  in  the  coverage  provided  by  the  hospital  insurance 
system  is  the  extension  of  the  benefits  provided  for  both  aged  and  dis- 
abled to  include  the  cost  of  specific  prescription  drugs  which  are  nor- 
mally prescribed  for  specified  chronic  conditions,  subject  to  a  $1  co- 
payment.  Coverage  is  to  begin  on  July  1,  1973.  The  estimated  cost  in 
1974  is  $740  million. 

Estimates  as  to  the  cost  of  this  provision  are  necessarily  less  reliable 
then  the  cost  estimates  for  benefits  already  provided  under  the  hos- 
pital insurance  program.  Further,  the  cost  of  the  provision  will  depend 
partially  on  the  determinations  of  the  National  Formulary  Committee 
established  by  the  provision  in  establishing  the  specific  drugs  that  will 
be  covered  and  the  allowances  that  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  determines  will  be  paid  for  covered  drug  items. 

S.  LiheraliBation  of  Rehabilitation  Services  Covered  in  Extended  Care 
Facilities  and  in  Home  Health  Agencies 

The  committee  bill  extends  the  coverage  provided  for  skilled  re- 
habilitation services  in  extended  care  facilities  and  in  home  health 
agencies  to  include  rehabilitative  services  provided  on  a  regular  daily 
basis  to  patients  who  may  not  require  skilled  nursing  care  on  a  regular 
basis  but  who  do  need  the  skilled  rehabilitation  services  in  the  skilled 
facility.  The  requirements  relating  to  the  institution  in  which  cover- 
age is  provided  will  remain  the  same  as  at  present.  1974  cost:  $110 
million. 
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Ji,.  Waiver  of  Beneficiajy  Liahility  for  Disallowed  Claims 

The  committee  bill  provides  for  the  waiver  of  beneficiary  liability 
(and  in  some  instances  the  liability  of  the  provider)  where  the  claim 
for  reimbursement  to  the  provider  has  been  disallowed  retroactively 
as  an  mmecessary  service,  custodial  care,  or  otherwise  noncovered  care 
if  the  beneficiary  did  not  know  or  had  no  reason  to  know  such  services 
or  care  was  involved.  Provision  is  also  made  to  reimburse  such  claims 
that  have  been  disallowed  in  previous  years  from  July  1,  1971.  1974 
cost  : 

$85  million. 

5.  Reduction  of  Copayiiient  on  Lifetime  Reserve  Days 

The  committee  bill  reduces  the  copayment  on  lifetime  reserve  days 
from  %  of  the  inpatient  deductible  to  14  of  the  inpatient  deductible. 
1974  cost :  $79  million. 

The  committee  did  not  adopt  two  provisions  included  in  the  House 
bill  which  provided  for  the  introduction  of  a  copayment  provision 
equal  to  Vs  of  the  hospital  insurance  deductible  applicable  from  the  31st 
to  the  60th  day  of  hospitalization  and  to  increase  the  number  of  life- 
time reserve  days  from  60  to  120  days. 

It  should  be  noted  that  some  of  the  increases  in  benefits  provided  will 
have  much  larger  cost  in  the  future  than  in  1974,  especially  those  which 
liberalize  the  requirements  to  draw  benefits  under  the  disabled  insur- 
ance program. 

Provisions  Reducing  the  Cost  of  the  Program 

The  committee  bill  also  contains  a  number  of  additional  provisions 
which  are  intended  to  reduce  the  cost  of  the  program.  Among  these 
provisions  are  the  elimination  of  payments  to  certain  providers  of 
services  who  have  abused  the  program,  the  limitation  of  the  payments 
to  certain  providers  of  services  who  furnish  services  which  are  de- 
termined to  be  unduly  expensive  or  unnecessary  for  efficient  delivery 
of  health  services,  certain  limitations  on  financial  participation  for 
supporting  unnecessary  capital  expenditures,  the  possibility  of  in- 
creased economy  under  prospective-reimbursement  experiments  and 
demonstration  projects,  the  limitation  of  reimbursement  to  customer 
charges  in  certain  instances  when  these  are  less  than  reasonable  cost, 
and  the  requirement  of  reasonable  institutional  planning.  These  pro- 
visions will  require  several  years  to  become  fully  effective. 

The  committee  bill  also  contains  provision  that  would  eliminate 
payments  under  the  medicare  program  for  services  covered  by  the 
Federal  Employees  Health  Benefits  Plan,  beginning  in  1975,  unless 
such  plan  is  modified  to  make  available  coverage  supplementary  to 
that  under  the  medicare  program.  The  actuarial  cost  estimates  do  not 
take  any  possible  reduction  in  benefit  payments  into  account  due  to 
the  likelihood  that  such  modification  will  occur. 

Another  major  change  made  by  the  bill  is  to  revise  the  reimburse- 
ment mechanism  applicable  to  covered  services  received  by  individuals 
who  obtain  medicare  coverage  through  a  health  maintenance  orga- 
nization (HMO).  HMO's  which  participate  on  a  risk-sharing  basis 
will  receive  reimbursement  for  services  provided  to  hospital  and  med- 
ical insurance  beneficiaries  on  a  prospective  capitation  basis,  but  with 
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retroactive  adjustments  which  share  any  savings  to  the  HMO  (result- 
ing from  its  achievement  of  lower  costs  per  capita  than  the  actuarial 
equivalent  cost  per  capita  outside  the  HMO)  or  any  corresponding  loss 
between  the  HMO  and  the  trust  fund.  The  basis  for  such  prospective 
capitation  rate  and  for  the  determining  and  allocating  of  any  savings 
or  loss  is  explained  elsewhere  in  this  report.  Since  the  decision  to  par- 
ticipate on  a  risk- sharing  basis  lies  with  the  HMO,  it  is  assumed  that 
relatively  more  organizations  which  will  be  able  to  achieve  savings  will 
participate  than  those  which  will  incur  losses.  Since  the  organizations 
which  elect  to  participate  on  a  risk-sharing  basis  would  have  otherwise 
been  reimbursed  at  cost,  there  will  be  an  excess  of  savings  over  losses 
and  thus  an  increase  in  reimbursement  under  the  program.  Over  time 
how^ever,  to  the  extent  that  a  larger  proportion  of  beneficiaries  enroll 
in  HMO's  which  are  able  to  provide  services  more  economically,  there 
may  be  a  reduction  in  reimbursement.  No  valid  experience  is  available 
to  estimate  the  possible  extent  of  long-run  savings. 

Several  other  provisions  should  have  a  significant  impact  in  reduc- 
ing the  cost  of  the  program  in  the  longrun  and  to  an  unknown  extent  in 
the  short-run  but  for  which  adequate  data  upon  which  to  project  esti- 
mated savings  are  not  available.  The  most  significant  of  these  cost 
saving  provisions  is  the  establishment  of  professional  standards  re- 
view organizations,  which  w^ould  evaluate  and  determine  the  medical 
necessity  of  all  institutional  and  out-of-institution  care  for  purposes 
of  eligibility  for  program  payment  as  well  as  to  provide  for  the  re- 
view of  the  quality  of  care.  Significant  savings  have  been  achieved  by 
prototype  professional  standards  review  organizations. 

Other  potential  cost-saving  provisions  include  the  limitation  on  the 
Federal  participation  in  payment  for  disapproved  capital  expendi- 
tures and  the  authority  to  the  Secretary  to  reassign  providers  to 
intermediaries. 

Contribution  Rate  Schedule  for  Hospital  Insurance  in  the 

Committee  Bill 

The  schedule  of  contribution  rates  for  the  hospital  insurance  pro- 
gram under  present  law  and  under  the  committee  bill  are  shown  be- 
low. The  maximum  earnings  base  to  which  these  rates  are  applied  is 
$10,800  in  1973,  $12,000  in  1974  and  adjusted  automatically  thereafter. 

TABLE  8.-H0SPITAL  INSURANCE  TAX  RATES  UNDER  PRESENT 
LAW  AND  UNDER  COMMITTEE  BILL 

[In  percent] 

Combined  employer- 
employee  rate  Self-employed  rate 

Present  Committee       Present  Committee 


Calendar  year  law  bill  law  bill 


1973  to  1977   1.8  2.2  0.9  1.1 

1978  to  1980   2.0  2.6  1.0  1.3 

1981  to  1985   2.0  3.0  1.0  1.5 

1986  to  1992   2.2  3.0  1.1  1.5 

1993  to  1997   2.4  3.2  1.2  1.6 
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Long  Kange  Cost  Estimates 

The  tax  rates  specified  in  the  bill  arc  set  according  to  the  "current 
cost"  of  the  program,  i.e.,  the  ratio  of  (i)  the  sum  of  benefit  payments 
and  administrative  expenses  for  insured  persons,  and  an  allowance 
for  trust  fund  growth  proportional  to  the  size  of  the  program  to 
(ii)  the  effective  taxable  payroll.  The  tax  rates  for  the  early  years 
are  enough  higher  than  such  current  cost  rates  to  allow  the  trust  fund 
to  ^row  to  the  level  of  75  percent  of  the  next  year's  expenditures  by 
1977.  The  committee  believes  that  this  method  will  provide  sound 
financing  for  the  hospital  insurance  program.  The  current  cost  rates 
for  the  committee  bill  and  according  to  present  law,  are  shown  in  the 
table  below. 


TABLE  9.-CURRENT  COST  RATES  FOR  HOSPITAL  INSURANCE 
UNDER  PRESENT  LAW  AND  COMMITTEE  BILL 

[In  percent] 

Year  Present  law     Committee  bill 

1973   1.54  1.91 

1974   1.61  2.16 

1975   1.71  2.31 

1980   2.01  2.71 

1985   2.12  2.86 

1990   2.28  3.07 

1995   2.37  3.21 


25-year  average   2.09  2.82 


The  adequacy  of  the  financing  is  assessed  according  to  the  "actu- 
arial balance"  of  income  and  current  cost  rates.  The  actuarial  balance 
is  the  difference  between  the  average  of  the  tax  rates  specified  in  the 
bill  and  the  average  over  25  years  of  the  current  cost  rates.  The 
actuarial  balances  of  the  committee  bill  and  those  of  present  law  are 
shown  in  table  10  below. 

TABLE  lO.-ACTUARIAL  BALANCE  FOR  HOSPITAL  INSURANCE 
UNDER  PRESENT  LAW  AND  COMMITTEE  BILL 


[In  percent] 


Present  law 

Committee  bill 

Average  tax  rate  

Average  current  cost  

Actuarial  balance  

  2.10 

  2.09 

  .01 

2.83 
2.82 
.01 
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The  adequacy  of  the  financing  also  depends  upon  whether  the  as- 
sumptions used  in  estimating  both  income  and  outgo  turn  out  to  be 
sound  forecasts  of  the  future.  The  assumptions  underlying  the  esti- 
mates in  this  report  are  the  same  as  those  used  in  the  1972  Report  of 
the  Board  of  Trustees  of  the  Hospital  Insurance  Program,  and  a  full 
discussion  is  available  in  the  actuarial  appendix  to  that  report.  Esti- 
mates for  the  hospital  insurance  program  depend  particularly  on  the 
increase  in  the  cost  of  hospital  services.  The  increases  underlying  these 
cost  estimates  assume  that  significant  pressure  will  be  exerted  to 
restrain  the  increases  in  the  cost  of  hospital  services,  either  through 
price  controls,  or  other  substantial  public  regulation.  Such  pressure  is 
already  being  applied  through  the  reimbursement  procedures  adopted 
to  enforce  the  wage-price  guidelines.  The  long-run  assumptions  as 
to  hospital  cost  increases  assume  that  such  pressure  to  contain  costs 
will  be  intensified.  If  not,  the  long-run  cost  of  the  hospital  insurance 
program  may  be  substantially  greater  than  shown  in  these  estimates. 
At  the  same  time,  however,  effective  functioning  of  professional  stand- 
ards review  organizations  might  well  reduce  the  utilization  of  services 
and  thereby  lower  program  cost  estimates. 

Short-Range  Estimates  of  Cash  Income  and  Outgo 

Estimates  of  the  cash  income  and  outgo  of  the  hosj)ital  insurance 
trust  fund  and  the  resulting  balance  in  the  trust  fund  in  1972-77  are 
summarized  in  table  11  below  for  the  committee  bill,  and  compared 
to  estimates  for  present  law. 
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Summary  and  Conclusions 

The  committee  has  provided,  following  the  actuarial  assumptions 
and  recommendations  of  the  Social  Security  Administration,  for  ade- 
quate financing  of  the  hospital  insurance  program  over  25  years  into 
the  future  through  tax  rates  specified  in  the  bill.  These  tax  rates  are 
adequate  to  support  current  benefits  and  administrative  expenses  and 
to  build  the  trust  fund  to  the  level  of  a  year's  expenditure  and  main- 
tain the  trust  fund  at  that  level.  The  actuarial  methodology  used  in  de- 
riving the  tax  rates  that  would  be  required  to  meet  these  objectives, 
although  slightly  different  from  that  used  in  the  past  by  the  commit- 
tee, is  the  same  as  that  underlying  the  cost  estimates  presented  in  the 
1972  Report  of  the  Board  of  Trustees  of  the  Hospital  Insurance 
Program. 


Appendix  A. — Excerpt  From  1972  Trustees'  Report  on  Hospital 

Insurance 

(Note. — In  this  excerpt  from  the  1972  Trustees'  Report  on  the  Hos- 
pital Insurance  Trust  Fund,  costs  expressed  as  a  percentage  of  payroll 
do  not  take  into  account  the  subsequent  enactment  of  Public  Law  92- 
336,  which  provides  for  a  $12,000  limit  on  wages  taxable  in  1974.) 

ASSUMPTIONS  AND  METHODOLOGY  FOR  LONG-RANGE  COST  ESTIMATES 

The  basic  methodology  and  assumptions  for  the  long-range  cost  esti- 
mates for  the  hospital  insurance  program  are  described  in  this  ap- 
pendix. 

1,  Methodology 

The  adequacy  of  financing  for  the  hospital  insurance  program  for 
the  next  25  years  is  expressed  in  this  report  as  an  actuarial  balance. 
The  actuarial  balance  is  calculated  as  the  difference  between  the  aver- 
age tax  rates  specified  in  current  law  and  the  average  current  cost 
rate  for  the  25  year  period.  The  current  cost  rate  for  any  year  is  the 
incurred  cost  of  benefits  and  administration  for  insured  persons  di- 
vided by  the  incurred  effective  payroll  for  that  year,  plus  an  amount 
(expressed  as  a  percent  of  payroll)  required  to  build  the  trust  fund 
balance  to  the  level  of  a  full  year's  benefits  by  1985  and  maintain  it  at 
that  level  thereafter.  In  projecting  the  incurred  payroll,  it  is  assumed 
that  the  wage  base  is  adjusted  periodically  to  keep  pace  with  rising 
earnings. 

The  actuarial  balance  is  — 0.61%  of  payroll  indicating  that  the  pro- 
gram is  seriously  underfinanced. 

2.  Principal  prohlems  in  forecasting  the  cost  of  the  hospital  insurance 

program 

The  principal  problems  involved  in  forecasting  the  future  costs  of 
the  hospital  insurance  program  are  (1)  establishment  of  the  current 
cost  of  the  services  provided  by  type  of  service,  to  serve  as  a  base  for 
projecting  the  future,  and  (2)  forecasting  of  the  increase  in  the  cost 
of  hospital  services  (which  account  for  approximately  95%  of  the 
cost  of  the  program) . 

{a)  Prol'i  lems  involved  in  establishing  the  current  cost  of  services  in- 
curred as  a  hase  for  forecasting  future  costs. — In  order  to  establish  a 
suitable  base  from  which  to  forecast  the  future  costs  of  the  hospital 
insurance  program,  it  is  necessary  to  eliminate  the  effect  of  any  transi- 
tory factors.  Thus  the  initial  problem  is  to  find  the  incurred  cost  of 
services  provided  for  the  most  recent  year  for  which  reliable  estimates 
can  be  made.  To  do  this,  the  non-recurring  effects  of  any  changes  in 
regulations  or  administration  of  the  program  and  of  any  irregularities 
in  the  system  of  payments  to  providers  must  be  eliminated. 
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The  reimbursement  system  of  the  hospital  insurance  program  is  in- 
tended to  reimburse  institutions  for  the  actual  cost  of  providing  cov- 
ered services  concurrently  with  the  provision  of  the  services.  Payment 
is  initially  made. on  an  "interim"  or  temporary  basis.  In  theory,  the 
rate  at  which  such  interim  payments  are  made  is  an  estimate  of  the 
actual  average  cost  of  providing  the  services.  Actually,  on  the  average, 
these  rates  are  set  lower  than  the  estimated  costs,  as  recovery  of  any 
overpayment  is  thought  to  pose  a  serious  problem  for  the  institutions' 
management.  Due  to  the  time  required  for  (1)  the  institutions  to  bill 
intermediaries,  (2)  for  the  intermediaries  to  query  the  Social  Security 
Administration  to  determine  the  spell  of  illness  status  of  the  patient, 
determine  that  the  services  are  covered,  and  draw  checks  for  approved 
services;  and  (3)  for  the  institutions  to  present  these  checks  for  pay- 
ment— ^there  is  a  lag  between  the  date  on  which  services  are  performed 
and  on  which  payment  therefor  on  an  interim  basis  is  received. 

In  order  to  bring  interim  reimbursements  up  to  a  current  basis,  an 
amount,  not  exceeding  the  program  liability  for  services  performed  but 
for  which  no  payment  has  been  made,  can  be  advanced  to  the  institu- 
tion. Such  amounts  are  referred  to  as  "current  financing"  payments. 

Another  method  of  interim  reimbursement,  called  the  "periodic 
interim  payment"  method,  achieves  the  same  results  as  current  financ- 
ing by  making  regular  payments  to  the  hospitals  at  short  intervals 
throughout  the  year.  The  payments  are  based  on  cost  studies  of  past 
experience  and  are  not  delayed  until  individual  bills  are  submitted. 

In  order  to  adjust  interm  payments  to  the  actual  cost  of  providing 
services  (as  determined  by  an  audited  cost  report  which  makes  the 
necessary  allocations  of  all  of  an  institution's  costs  on  a  functional 
basis),  a  series  of  settlements  are  made  with  each  institution.  These 
payments  have  run  4%  to  5%  of  interm  payments  during  the  early 
years  of  the  program.  Due  to  the  time  that  has  been  required  to  obtain 
cost  reports  from  institutions  and  to  verify  and  audit  these  reports, 
the  settlements  have  lagged  behind  the  liability  for  such  payments,  as 
much  as  several  years  for  many  institutions.  The  final  cost  of  the  pro- 
gram has  not  been  completely  determined  even  for  the  initial  year  of 
the  program,  and  more  uncertainty  exists  as  to  the  final  cost  of  sub- 
sequent years.  An  additional  complication  stems  from  the  policy  of 
reimbursing  the  hospital  insurance  program  from  the  SMI  program 
for  the  cost  of  certain  salaried  physicians.  If  a  hospital  has  an  agree- 
ment with  salaried  radiologists  and  pathologists  under  which  the  insti- 
tution bills  for  the  professional  component  of  these  services,  interim 
payments  are  made  from  the  hospital  insurance  trust  fund  and  later 
reimbursed  from  the  supplementary  medical  insurance  trust  fund  on 
the  basis  of  that  hospital's  cost  report.  There  is  no  reliable  statistical 
information  concerning  these  costs,  which  must  be  estimated  from  the 
settlements.  Interim  transfers  are  also  made  from  the  supplementary 
medical  insurance  trust  fund  to  the  hospital  trust  fund  for  the  esti- 
mated difference  between  current  incurred  costs  and  cash  settlements 
for  these  services.  Since  the  beginning  of  the  hospital  insurance  pro- 
gram, the  incidence  of  payments  other  than  those  for  interim  costs 
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have  been  irregular,  and  consequently  have  distorted  the  cash  ex- 
penditure figures.  For  example,  in  the  early  years  of  the  program,  rela- 
tively few  cost  settlements  were  made.  In  later  years,  there  was  some 
catching  up,  through  making  more  than  one  settlement  payment  to 
some  hospitals  in  the  same  year.  These  changes  in  the  incidence  of 
payment  undermine  judgments  as  to  the  ongoing  cost  of  the  program 
from  the  present  cost.  Further,  inadequate  aggregate  data  concerning 
the  periods  for  which  the  various  payments  other  than  interm  costs 
have  been  made,  and  the  incomplete  filing  of  audited  cost  reports — have 
prevented  accurate  reconstitution  of  the  actual  costs. 

Additional  problems  are  posed  by  changes  in  administrative  or 
reimbursement  policy  which  have  a  substantial  effect  on  either  the 
amount  or  incidence  of  payment.  For  example,  the  2%  allowance  for 
unallocated  costs  that  was  paid  during  the  initial  years  of  the  pro- 
gram was  discontinued  in  July  1969.  The  extent  and  incidence  with 
which  this  change  was  incorporated  into  interim  payment  rates  is 
not  known. 

Further,  regulations  were  promulgated  in  July  1971  which  specify 
that  a  similar  allowance  will  be  made  for  the  higher  than  average 
cost  of  performing  certain  services  (e.g.  nursing)  for  aged  patients. 
Keimbursement  will  be  made  retroactively  for  these  "differential" 
costs,  which  will  add  approximately  $100  million  of  non-recurring 
expenditures  which  should  be  paid  during  fiscal  1972,  but  may  be 
paid  partially  in  subsequent  years.  The  new  allowance  for  differen- 
tial costs  will  also  increase  the  liability  of  the  program  in  all  future 
years.  Allocating  the  various  payments  to  the  proper  periods,  using 
incomplete  data  and  estimating  the  impact  of  administrative  actions 
present  very  difficult  problems — the  solution  of  which  can  only  be 
approximate.  Under  the  circumstances.^  the  best  that  can  be  expected 
is  that  the  actual  incurred  cost  of  the  program  for  a  recent  period  can 
be  estimated  within  a  few  percent.  This  situation  has  the  dual  effect 
of  (1)  increasing  the  error  of  forecast  directly,  through  incorporating 
any  error  in  estimating  the  base  year  into  all  future  years,  and  (2) 
lengthening  the  periods  that  must  be  forecast,  since  a  projection  of 
the  most  recent  year  is  more  accurate  than  an  attempt  to  reconstruct 
the  actual  cost  in  that  year. 

Hospital  insurance  program  data  from  1968  indicate  that  aged  pa- 
tients used  4.13  days  per  capita  of  hospital  services  and  1.08  days  per 
capita  of  extended  care  facility  services. 

Program  data  for  1970,  corrected  for  anticipated  final  settlements 
with  providers,  indicates  that  the  average  cost  of  a  day  of  hospital 
care  for  the  aged  was  $62,17  per  day  for  insured  persons  and  $55.28 
per  day  for  the  uninsured.  The  insured  paid  6.3%  of  their  costs  them- 
selves in  the  form  of  the  inpatient  deductible  and  coinsurance.  In 
1970,  the  average  cost  per  day  in  extended  care  facilities  for  services 
covered  by  the  hospital  insurance  program  was  $22.19  for  insured 
persons  and  $20.56  for  uninsured  persons.  The  unit  cost  of  home  health 
services  was  approximately  $12.30  in  1970. 
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(h)  Problem  involved  in  forecasting  the  increase  in  hospital  costs. — 
In  order  to  evaluate  the  adequacy  of  a  tax  schedule  to  support  the 
hospital  insurance  program,  it  is  necessary  to  relate  the  increases  in 
the  costs  of  institutional  care  to  the  increases  in  covered  earnings 
which  support  those  costs.  Hospital  insurance  cost  increases  due  to  in- 
creases in  covered  population  are  fairly  stable  and  predictable.  The 
cost  of  the  services  provided  per  capita,  however,  have  varied  sub- 
stantially from  year  to  year.  The  next  section  discusses  in  detail  the 
problems  involved  in  forecasting  hospital  costs. 

3,  Principal  assumptions  used  in  forecasting  future  costs  of  the  hos- 
pital insurance  program 
(a)  Trend  in  hospital  costs  and  the  impact  of  the  Economic  Stabili- 
zation Program. — The  increase  in  the  cost  per  capita  of  hospital  serv- 
ices may  be  analyzed  into  the  following  components : 

(1)  The  number  of  days  of  confinement  in  a  hospital  per  capita: 
the  level  of  use  of  inpatient  care  by  the  covered  population. 

(2)  Factor  prices:  the  increase  in  unit  costs  that  would  result  if 
every  function  was  performed  in  precisely  the  same  way  by  the  same 
people  and  only  the  salaries  of  the  people  employed  or  the  cost  of  the 
equipment  and  other  supplies  used  changed. 

(3)  Increases  due  to  changes  in  the  services  provided  per  patient  day 
and  the  method  of  provision  consisting  of — 

(a)  Change  in  the  method  of  providing  services,  i.e.,  any  in- 
crease (or  decrease)  in  imit  costs  for  providing  the  same  services, 
other  than  those  due  to  factor  price  increases.  This  component 
consists  of  two  different  types  of  influences : 

(i)  Improvements  to  a  given  service,  normally  increasing 
the  unit  cost. 

(ii)  The  effect  of  more  efficient  techniques  or  use  of  labor 
saving  equipment,  which  normally  decrease  the  unit  cost. 

(b)  Provision  of  new  services  not  previously  provided  (norm- 
ally new^  technically  advanced  services) . 

(c)  Number  and  composition  by  relatives  expense  of  services 
furnished  per  day  of  care. 

It  has  been  possible  to  isolate  some  of  these  elements  and  identify 
their  role  in  previous  hospital  cost  increases.  The  increases  due  to 
changes  in  services  provided  (per  patient  day)  and  the  method  of  pro- 
vision, hoAvever,  must  be  combined  to  use  available  data,  and  separated 
into  (i)  a  portion  due  to  hiring  more  employees  per  day  of  care  pro- 
vided and  (ii)  a  residual  due  to  all  other  causes.  A  large  portion  of 
historical  increases  must  thus  be  studied  only  as  a  residual  element. 
Table  A  shows  the  historical  values  of  the  principal  components  of  the 
increase  together  with  the  forecasts  underlying  the  increases  in  hospi- 
tal costs  per  capita  used  in  the  estimates. 

Hospital  use,  as  measured  by  the  number  of  inpatient  days  per  cap- 
ita, depends  on  many  factors  such  as  medical  practice,  administrative 
policies  of  health  insurers,  and  chance  fluctuations  in  morbidity. 
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TABLE  A.-COMPONENTS  OF  INCREASE  IN  COST  OF  HOSPITAL 
SERVICES  PER  CAPITA  FOR  THE  AGED  (INCREASE  IN  YEAR 
SHOWN  OVER  PREVIOUS  YEAR) 

[In  percent] 


Due  to 
change  in 
services  and 

Patient  days  Factor         how  pro-  Total 

Year  per  capita^  prices  2  vided  ^        increase  ^ 

(1)  (2)  (3)  (4) 


I.  Historical  data: 

1956-65   3.5  3.2   

1966   1.5  6.7   

1967   2.4  6.7  7.6  17.6 

1968   7.3  7.6  7.2  23.4 

1969   1.5  7.8  5.5  15.4 

1970   -2.0  8.4  4.5  10.9 

II.  Forecast: 

1971   -1.5  7.1  4.6  10.3 

1972   1.0  5.7  4.5  11.6 

1973   .5  5.7  4.4  11.1 

1974   .5  5.7  4.3  11.1 

1975   .5  5.6  4.2  10.6 

1980   0  4.6  2.8  7.5 

1983  and 

later   0  4.1  1.8  6.0 


^  Historical  data  from  health  insurance  program. 

2  See  table  B. 

3  See  table  C. 
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TABLE  B.— PRICE  INCREASES  FOR  FACTORS  USED  BY  HOS- 
PITALS (INCREASE  IN  YEAR  SHOWN  OVER  PREVIOUS  YEAR) 

[In  percent] 


Year 

Average 
earnings 
in  covered 
employment  ^ 

Average 
wages  of 
hospital 
employees  ^ 

CPI 
all  items 

Average 
factor 
prices 

1  1  IdLv^l  lUQI  LI  CI  LCI  • 

6 

A  7 

1  6 

1966  

4.4 

0.6 

2.9 

1.5 

1967  

6.3 

9.3 

2.9 

6.7 

1968 

7  n 

Q  Q 

A  9 

7  6 

1969 

6  n 

Q  A 

R  A 

7  R 

1  Q7n 

in  1 

o.*+ 

Forecast" 

1971  

5.7 

9.0 

4.3 

7.1 

1972  

5.5 

7.5 

3.0 

5.7 

1973  

5.5 

7.5 

3.0 

5.7 

1974  

5.5 

7.5 

3.0 

5.7 

1975  

5.4 

7.4 

3.0 

5.6 

1980  

5.0 

5.8 

2.9 

4.6 

1983  and 

later  

5.0 

5.0 

2.8 

4.1 

1  Average  earnings  subject  to  OASDI  taxes  in  first  quarter. 

2  Historical  data  from  American  Hospital  Association. 

The  past  three  decades  have  witnessed  a  long  term  increasing  trend 
in  the  number  of  days  of  hospital  care  per  capita.  In  1970  and  1971, 
however,  use  of  hospital  facilities  decreased  for  the  aged  population, 
due  to  a  shorter  aA^erage  length  of  stay.  By  contrast,  the  admission  rate 
per  capita  continued  to  grow.  In  view  of  this  two  year  downturn  in 
utilization,  the  estimates  of  future  increases  in  utilization  have  been 
substantially  decreased  from  those  shown  in  last  year's  report,  assum- 
ing an  increase  of  only  per  year  through  1977  and  no  increase 
thereafter.  An  additional  increase  of  is  assumed  in  1972  to  pro- 
vide an  allowance  for  the  expected  value  of  additional  hospital  stays 
due  to  influenza  epidemics,  none  of  which  occurred  in  the  base  year. 
Table  A  shows  the  actual  experience  under  the  health  insurance  pro- 
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gram  for  1967-1968  and  the  assumptions  used  to  project  hospital  costs 
for  subsequent  years. 

Hospital  factor  prices  can  be  divided  into  those  for  personnel  and 
those  for  non-personnel  expenditures.  Approximately  60%  of  hospital 
costs  are  for  personnel.  For  several  years  preceding  the  beginning  of 
the  hospital  insurance  program,  average  hospital  wages  and  salaries 
(as  reported  by  the  American  Hospital  Association)  increased  at  a 
rate  of  about  1%  per  year  more  than  the  rate  of  increase  in  earnings 
in  OASDI  covered  employment.  Since  the  beginning  of  the  hospital 
insurance  program,  this  differential  has  been  about  3%  per  year. 

The  Pay  Board  has  restricted  wage  increases  to  the  range  5%  to 
6%  per  year,  but  has  exempted  very  low  paid  workers  from  this  stand- 
ard and  has  approved  many  settlements  at  a  higher  rate.  More  im- 
portant, the  Price  Board  has  ruled  that  the  costs  established  by  the 
Social  Security  Administration  for  reimbursement  purposes  are  prices 
and  that  such  reimbursements  cannot  recognize  any  increase  in  wages 
and  salaries  higher  than  51/2%  per  year  (although  with  unlimited  pro- 
vision for  exceptions  through  rulings).  Part  of  the  increase  in  aver- 
age wages  has  been  due  to  a  change  in  composition  of  the  work  force 
so  as  to  include  relatively  more  higher  paid  personnel;  this  part  of 
the  increase  is  not  restricted  by  the  wage  guidelines.  The  cost  estimates 
assume  that  the  immediate  impact  of  these  controls  will  be  to  reduce 
the  average  increase  in  hospital  wages  to  71/2%  per  year  during 
1972-74,  still  higher  than  the  5%%  assumed  for  all  workers.  Eventu- 
ally, this  difference  should  disappear  entirely  as  hospital  workers' 
wages  become  comparable  to  those  for  similar  workers  in  other  indus- 
tries and  the  proportion  of  highly  trained  personnel  grows  very  large ; 
this  has  been  assumed  to  occur  by  1983. 

Increases  in  the  prices  of  the  goods  and  services  hospitals  purchase 
are  treated  as  a  function  of  increases  in  the  Consumer  Price  Index 
for  all  items.  There  is  some  question  as  to  whether  this  index  is  appro- 
priate since  hospitals  purchase  a  large  volume  of  services.  No  index 
of  hospital  non-personnel  factor  prices  is  available,  however.  The  price 
increases  that  may  be  recognized  for  reimbursement  under  the  Price 
Commission  guidelines  are  limited  to  2%%  per  year.  Part  of  the  in- 
crease is  due  to  the  mix  of  goods  and  services  purchased,  which  is  not 
subject  to  this  limit.  Table  B  summarizes  the  historical  data  used  and 
the  comparable  forecasts  in  estimating  the  increase  in  factor  prices. 

Since  the  beginning  of  the  hospital  insurance  program,  the  number 
of  hospital  workers  per  adjusted  100  census  count  in  nonfederal  short- 
term  general  hospitals  has  been  increasing  about  3%  per  year  (as  re- 
ported by  the  American  Hospital  Association) .  Statistics  adjusted  for 
changes  in  outpatient  care  are  not  available  prior  to  1966,  but  some 
indicators  suggest  a  level  of  about  2%  per  year. 
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TABLE  C.-INCREASES  IN  HOSPITAL  COSTS  PER  PATIENT  DAY 
DUE  TO  CHANGES  IN  SERVICES  AND  METHOD  OF  PROVISION  ' 
(INCREASE  IN  YEAR  SHOWN  OVER  PREVIOUS  YEAR) 

[In  percent] 


Increases  due  to 
changes  In  serv- 
ices and 

Employees  per     Nonemployee  method  of 


Year  patient  day  2         increases  ^  provision 


I.  Historical  data: 

1956-65   2.0  5.0  3.2 

1966   5.8  8.2  6.7 

1967   1.7  16.5  7.6 

1968   2.5  14.0  7.1 

1969   4.0  8.0  5.6 

1970   3.1  6.6  4.5 

II.  Forecast: 

1971   3.0  7.0  4.6 

1972   2.9  6.9  4.5 

1973   2.8  6.8  4.4 

1974   2.7  6.7  4.3 

1975     2.6  5.6  4.2 

1980   2.0  4.0  2.8 

1983  and  later   1.0  3.0  1.8 


1  See  text  for  explanation. 

2  Historical  data  are  from  American  Hospital  Association.  These  increases  apply 
only  to  that  part  of  hospital  expenses  due  to  personnel,  which  are  approximately 
60  percent  of  hospital  costs. 

3  Actually  a  residual ;  i.e.  the  increase  in  hospital  costs  not  explained  by  increases 
in  days  of  inpatient  care  per  capita,  factor  cost  increases,  or  the  number  of  em- 
ployees per  patient  day.  Expressed  so  as  to  apply  to  nonpersonnel  costs. 

A  residual  item  is  required  to  balance  the  historical  increases  in  hos- 
pital costs,  which  allows  for  the  effect  of  changes  in  the  services  pro- 
vided and  method  of  provision  not  accounted  for  by  an  increase  in  the 
number  of  personnel  (this  item  is  stated  so  as  to  apply  only  to  non- 
personnel  costs).  Before  1966,  this  residual  averaged  about  5%  per 
year.  After  a  surge  in  the  early  years  of  the  hospital  insurance  pro- 
gram, 161^%  in  1967  and  14%  in  1968,  the  residual  has  declined  to  a 
level  of  around  7%  in  1969-1970. 

Hospital  cost  increases  dvie  to  changes  in  the  services  provided  and 
method  of  provision  will  be  partially  restricted  under  the  Price  Com- 
mission guidelines,  which  specify  that  "aggregate  expenses  for  new 
technology  such  as  new  equipment  and  new  services  directly  related 
to  health  care,  to  the  extent  they  are  not  charged  directly  to  persons 
benefiting  directly  from  that  equipment  or  those  services,  which  ex- 
ceed 1.7%  of  total  annual  expenses"  cannot  be  recognized  for  reim- 
bursement purposes.  This  limitation  thus  applies  jointly  to  items  (3) 
(a)  and  (3)  (b),  but  not  to  (3)  (c)— assuming  hospital  managements 
will  charge  users  for  any  new  services  offered,  including  services  that 
in  the  absence  of  controls  would  have  been  included  in  the  room  and 
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board  charge.  To  use  the  data  base  available,  a  judgment  is  thus  re- 
quired as  to  the  portion  of  the  total  increase  due  to  changes  in  the 
services  provided  and  method  of  provision  that  is  due  to  new  services ; 
the  rest  of  this  component  is  restricted  to  1.7%  per  year.  There  are, 
however,  many  items  whose  attribution  in  cost  accounting  is  not 
clearly  designated.  With  constraints  on  other  costs,  there  is  pressure  on 
hospital  managements  to  adopt  policies  which  allocate  more  of  the 
cost  of  overhead  items  to  new  services  than  might  otherwise  have  been 
the  case.  The  historical  data  related  to  increases  in  cost  due  to  changes 
in  the  services,  analyzed  by  personnel  and  non-personnel  subcompo- 
nents, are  shown  in  table  C,  together  with  the  forecast  for  the  future. 

It  is  assumed  that  the  current  rate  of  increase  in  the  number  of  per- 
sonnel per  adjusted  census  of  around  3%  per  year  will  continue  for  a 
few  years  and  then  gradually  decrease  to  a  level  of  about  1%  per  year, 
a  level  lower  than  obtained  before  the  hospital  insurance  program. 
The  1%  per  year  is  assumed  to  persist  over  the  full  period  for  which 
estimates  are  prepared. 

The  restriction  on  increases  due  to  changes  in  the  services  and 
method  of  provision  is  estimated  to  reduce  moderately  the  non-labor 
portion  of  this  component  of  the  increase  in  the  immediate  future. 
It  is  assumed  that  ultimately  this  rate  will  drop  to  3%  per  year,  a 
level  substantially  lower  than  that  which  prevailed  during  the  decade 
before  the  hospital  insurance  program  began. 

Table  A  shows  the  increases  in  hospital  costs  that  have  occurred  un- 
der the  hospital  insurance  program,  and  those  resulting  from  com- 
pounding the  forecasts  for  each  of  the  three  principal  components  into 
which  such  increases  were  analyzed.  It  can  be  noted  that  the  long  run 
increases  are  assumed  to  be  higher  than  the  long  run  increases  in  earn- 
ings, and  hence  in  income,  so  that  the  current  cost  of  the  program 
rises  indefinitely.  Such  increases  assume  a  willingness  on  the  part  of 
the  public  to  spend  part  of  the  increases  in  real  income  resulting  from 
the  differences  between  earnings  and  consumer  prices  on  higher  quality 
hospital  care,  at  a  rate  of  1  %  per  year.  As  emphasized  throughout  this 
report,  this  rate  is  below  the  historical  average  and  far  below  the  rate 
experienced  since  the  beginning  of  the  hospital  insurance  program. 
It  thus  presumes  a  significant  amount  of  public  pressure  to  reduce  the 
increases  in  hospital  costs  as  the  cost  of  these  services  bite  deeper  into 
disposable  income,  either  directly  through  payment  of  higher  charges 
or  indirectly  in  the  form  of  higher  insurance  premiums  and  taxes  to 
support  government  programs.  It  is  also  assumed  that  the  investments 
of  Federal  programs  in  quality  of  hospital  management  should  in  the 
longer  run  reduce  the  cost  of  care. 

(h)  Assumptions  as  to  increases  in  the  cost  per  capita  of  extended 
care  facility  henefits. — Utilization  of  extended  care  facilities  dropped 
very  sharply  in  1970  and  moderately  in  the  first  quarter  of  1971  as  a 
result  of  strict  enforcement  of  regulations  separating  convalescent 
from  custodial  care.  Adjusted  for  the  trend  to  increasing  use  of  these 
facilities,  the  current  level  of  utilization  is  a  little  over  half  of  that 
which  occurred  during  the  early  years  of  the  program.  It  is  anticipated 
that  increases  in  utilization  are  to  be  anticipated  over  the  next  several 
years,  however,  as  providers  and  patients  become  more  familiar  with 
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the  level  of  care  covered  in  these  institutions  under  the  new  adminis- 
trative policies. 

Increases  in  the  average  cost  per  day  in  extended  care  facilities 
under  the  program  are  caused  principally  by  (i)  the  higher  cost  of 
the  nurses  and  other  skilled  labor  required  and  (ii)  the  addition  to 
covered  facilities  of  new,  better  equipped,  and  more  expensive  facili- 
ties. Nurses  have  been  in  particularly  short  supply  since  the  beginning 
of  the  hospital  insurance  program,  and  consequently  their  wages  have 
been  increasing  far  more  rapidly  than  earnings  in  general.  This  trend 
may  be  expected  to  continue  for  the  foreseeable  future  due  to  (i)  the 
continued  rapid  increase  in  demand  for  nursing  services  and  (ii)  the 
opening  of  a  wide  variety  of  occupations  to  women,  forcing  employers 
of  nurses  to  be  more  competitive  in  wages  and  working  conditions. 

The  average  cost  per  day  of  extended  care  facility  services  covered 
by  the  program  increased  by  approximately  10%  in  1970  over  1969. 
It  is  assumed  that  a  similar  level  of  cost  increases  will  prevail  for  a 
few  years  and  then  gradually  decrease  so  as  to  merge  with  the  annual 
rate  of  increase  in  general  wages  by  1982.  The  resulting  increases  in 
the  cost  per  capita  of  extended  care  facility  services  are  shown  in 
table  D. 

TABLE  D.-PERCENT  INCREASES  IN  COST  PER  CAPITA  BY  TYPE 
OF  SERVICE  ASSUMED  FOR  FORECASTING  THE  CURRENT 
COST  RATES  OF  THE  HOSPITAL  INSURANCE  PROGRAM  IN 
THE  1972  TRUSTEES  REPORT  (INCREASE  OVER  PRIOR  YEAR) 

[In  percent] 


Extended  care       Home  health 
Year  Hospitals  facilities  agencies 


1970   11.4  -26  19.5 

1971   10.5  0  19.5 

1972   11.5  15  19.5 

1973   11.0  22  19.0 

1974   11.0  21  18.0 

1975   10.5  19  18.0 

1976   10.5  16  15.0 

1977   9.5  12  11.0 

1978   8.5  11  10.0 

1979   8.0  9  8.0 

1980   7.5  7  7.0 

1981   7.0  6  6.0 

1982   6.5  5  5.0 

1983  and  later   6.0  5  5.0 
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The  long  run  assumption  that  increases  in  the  cost  per  day  of  care 
in  extended  care  facilities  will  be  equal  to  the  increases  in  the  average 
earnings  after  1981  requires  increases  in  productivity  to  offset  the 
higher  than  average  increases  in  earnings  anticipated  for  nurses  and 
any  tendency  to  upgrade  the  quality  of  services.  As  in  the  case  of 
hospitals,  public  pressure  to  contain  these  costs  will  be  required, 
through  legislation  if  necessary. 

(c)  Assumptions  as  to  home  health  service  henefits. — Data  on  uti- 
lization of  home  health  services  are  very  slow  in  reaching  the  Social 
Security  Administration.  Early  in  the  program,  increases  in  utilization 
were  very  large,  running  around  30%  per  year;  but  it  now  appears 
that  the  rate  of  increase  may  be  substantially  lower,  perhaps  10%  per 
year.  The  assumptions  used  in  the  cost  estimates  are  shown  in  table  D. 

{d)  Administrative  expenses. — Total  administrative  expenses  are 
assumed  to  be  2i/^%  of  benefits  through  1977.  After  that,  the  projection 
assumes  that  the  per  capita  expenses  increase  at  4%  each  year — that 
is,  1%  less  than  the  projected  increase  in  all  wages  in  covered 
employment. 

(e)  Interest  rate. — It  has  been  assumed  that  trust  fund  investments 
will  earn  an  average  of  6%  interest  per  annum.  The  actual  rate  earned 
on  the  hospital  insurance  trust  fund  during  fiscal  1971  was  6.5%. 

(/)  Population. — The  population  projections  used  in  this  report 
are  based  on  those  in  Actuarial  Study  Number  62,  Social  Security 
Administration. 

4-.  Sensitivity  testing  of  long  term  cost  estimates 

Sensitivity  testing  has  always  been  incorporated  in  examination  of 
the  cost  of  the  hospital  insurance  program;  but  the  results  of  these 
sensitivity  studies  have  not  been  shown  explicity  in  the  reports.  Sensi- 
tivity testing  reported  here  is  limited  to  investigating  the  effect  of  a 
single  change  in  the  assumptions  as  to  the  long  term  increases  in  hos- 
pital costs,  to  reflect  a  weaker  degree  of  public  pressure  to  contain  such 
costs.  For  this  test  the  rate  of  hospital  cost  increases  for  1981  and  later 
is  held  at  the  1980  level  (7.5%),  rather  than  declining  to  6%  for  1983 
and  later  as  assumed  in  the  cost  estimates.  The  higher  level  after  1980 
assumes  the  same  excess  of  hospital  cost  increases  over  factor  cost 
increases  that  prevailed  in  the  decade  before  the  beginning  of  the 
hospital  insurance  program. 

A  summary  of  the  assumptions  used  in  this  test  appears  in  table  E 
and  the  resulting  current  cost  ratios  appear  in  table  F. 

5.  Accuracy  of  past  estimates 

Table  G  compares  the  actual  incurred  expenditures  for  the  hospital 
insurance  program  with  the  estimates  of  such  expenditures  prepared 
at  various  times  in  the  past.  Since  the  estimates  of  incurred  expendi- 
tures are  used  primarily  to  recommend  and  test  the  financing  of  the 
program,  the  appropriate  test  of  these  estimates  is  to  compare  the  esti- 
mated current  cost  rates  to  the  actual  results. 

The  earliest  of  these  estimates,  prepared  before  any  program  ex- 
perience was  available,  underestimated  the  first  year  and  one  half  of 
expenditures  by  around  8%,  but  because  of  too  little  allowance  for 
what  proved  to  be  a  steep  trend,  underestimated  1971  expenditure 
by  27%. 

The  1967  estimate  was  about  10%  low  for  1968,  and  18%  low  for 
1971,  again  indicating  that  the  increase  in  hospital  costs  over  the 
period  was  sharper  than  anticipated. 
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TABLE  E.— INCREASES  IN  COST  PER  CAPITA  BY  TYPE  OF 
SERVICE  ASSUMED  FOR  FORECASTING  THE  CURRENT  COST 
RATES  FOR  THE  HOSPITAL  INSURANCE  PROGRAM  IF  THE 
LONG-RANGE  INCREASE  IN  HOSPITAL  COSTS  IS  COMPARABLE 
TO  THAT  IN  THE  DECADE  BEFORE  1966  (INCREASE  OVER 
PRIOR  YEAR) 

[In  percent] 


Extended 

care  Home  health 

Calendar  year  Hospitals        facilities  agencies 


1970   11.4  -26  19.5 

1971   10.5  0  19.5 

1972     11.5  15  19.5 

1973   11.0  22  19.0 

1974   11.0  21  18.0 

1975   10.5  19  18.0 

1976   10.0  16  15.0 

1977   9.5  12  11.0 

1978   8.5  11  10.0 

1979   8.0  9  8.0 

1980   7.5  7  7.0 

1981   7.5  6  6.0 

1982   7.5  5  5.0 

1983  and  later   7.5  5  5.0 


TABLE  F.-INCURRED  COST^  OF  HOSPITAL  INSURANCE 
PROGRAM  (FOR  THE  INSURED  ONLY)  AS  A  PERCENT  OF 
TAXABLE  PAYROLL^ 

[In  percent] 


Calendar  year  Incurred  cost 


1972   1.50 

1973   1.60 

1974   1.70 

1975   1.80 

1980   2.20 

1985   2.40 

1990   2.76 

1995   3.08 

25  year  average   2.38 


1  Benefit  payments  and  administrative  expense,  plus  a  provision  for  trust  fund 
growth  equal  to  one  year's  expenditures  for  1985  and  thereafter. 

2  Earnings  in  covered  employment  and  taxable  earnings  base  assumed  to  rise 
5%  annually. 
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TABLE  G.-COMPARISON  OF  PREVIOUS  COST  ESTIMATES 
EXPRESSED  AS  A  PERCENT  OF  TAXABLE  PAYROLL  WITH 
ACTUAL  RESULTS^ 

[In  percent] 


Date  estimate  made 


Decem- 
July         ber  March 
1965  2     1967  3     1970  4     Actual  s 


Estimate  of  experience  in: 

1966                                    0.41    0.39 

1967  82   95 

1968  82     0.93    1.03 

1969  87      .98    1.09 

1970  91  1.03     1.19  1.17 

1971  95  1.07     1.32  1.30 


iThe  estimated  benefits  and  administrative  expenses  shown  are  divided  by  the 
effective  payroll;  i.e.,  that  payroll  which  when  multiplied  by  the  combined  tax  rate 
for  employers  and  employees  together,  will  produce  the  estimated  contribution 
income. 

2  Committee  on  Ways  and  Means,  Committee  Print  51-291,  July  30,  1965.  The 
contributions  for  1966  and  1967  were  adjusted  to  an  incurred  basis  using  the 
assumption  made  in  1965  that  the  average  lag  between  incurred  and  cash  con- 
tributions is  1  month. 

3  Committee  on  Ways  and  Means,  Committee  Print  87-369,  Dec.  11,  1967. 
*  1970  Trustees'  Report  for  the  HI  program. 

5  See  table  H. 


The  1970  estimate  proved  to  be  very  accurate  for  each  of  its  first 
two  years,  this  time  overestimating  the  expenditure  by  a  small  margin. 
Much  more  information  was  available  for  this  estimate  than  for  those 
made  earlier. 

The  estimates  shown  are  not  strictly  comparable,  due  to  the  changes 
in  legislation  or  regulations  between  the  date  on  which  an  estimate 
was  prepared  and  the  year  for  which  it  was  made.  For  example,  for 
the  initial  estimates  prepared  for  the  House  Ways  and  Means  Com- 
mittee in  February  1965  (and  reported  in  the  Committee  Keport  pub- 
lished on  Jul  J  30,  1965)  the  following  adjustments  should  be  made 
for  comparability : 

(1)  Increase  in  benefits  as  a  result  of  the  1967  Amendments,  raising 
the  cost  of  the  program  by  approximately         per  year  after  1967. 

(2)  Change  in  the  earnings  base  applicable  to  1968  and  subsequent 
years  from  $6,600  to  $7,800,  which  increased  the  covered  payroll  by 
approximately  7%  in  1968,  by  6%  in  1971,  and  by  lower  amounts  in 
later  years. 

(3)  Passage  of  legislation  including  hospital  workers  under  the 
minimum  wage. 

(4)  Payment  to  hospitals  of  an  allowance  of  2%  of  costs  in  addi- 
tion to  all  determinable  costs.  For  reimbursements  for  services  pro- 
vided after  June  1969,  this  allowance  was  reduced  to  approximately 
1.2%  of  costs. 
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(5)  Payment  during  the  initial  years  of  the  program  for  services 
in  a  very  large  number  of  extended  care  facilities  which  did  not  meet 
the  standards  set  forth  under  the  law  but  that  were  taking  steps  to 
overcome  the  deficiencies  that  prevented  meeting  such  standards. 
(Most  of  these  institutions  were  subsequently  dropped.) 

(6)  Payment  during  the  initial  years  of  the  program  for  a  larger 
proportion  of  the  services  in  extended  care  facilities  than  specified 
in  the  law.  (This  situation  was  subsequently  corrected,  resulting  in  a 
decrease  in  extended  care  patient  days  per  capita  of  approximately 
50%.) 

There  are  also  many  less  important  differences  between  specifica- 
tions at  the  time  of  enactment  and  the  actual  program  that  developed. 
Rates  comparable  to  the  1965  estimates  that  have  been  standardized 
for  the  above  factors  (except  the  minimum  wage  legislation)  would 
be  as  follows : 

TABLE  H.-COMPARISON  OF  ESTIMATED  AND  ACTUAL 
HOSPITAL  INSURANCE  TAX  RATES 

[In  percent] 


Year  Estimate      Standardized  Actual     Ratio  to  actual 


1966   0.41  0.42  0.39  1.08 

1967   .82  .87  .95  .92 

1968   .82  .82  1.03  .80 

1969   .87  .86  1.09  .79 

1970......  .91  .89  1.17  .76 

1971   .95  .93  1.30  .72 


The  standardized  rates  are  only  4%  low  for  the  first  year  and  one 
half  of  the  program,  but  are  28%  low  for  1971. 

The  more  past  experience  available  at  the  time  of  an  estimate,  and 
the  shorter  the  time  period  between  date  of  estimate  and  the  year  being 
estimated,  the  more  accuracy  one  should  expect.  Experience  with  the 
hospital  insurance  program  to  date  bears  out  this  expectation.  There 
is  nonetheless  much  that  can  go  wrong  in  the  estimation  process,  and 
present  estimates  for  years  far  in  the  future  must  be  considered  to  have 
a  relatively  large  likelihood  for  substantial  error. 


D.  Cost  Estimates  for  the  Supplementary  Medical  Insurance 

Program 

Principal  Impact  of  Committee  Actions 

The  committee  bill  substantially  expands  the  protection  provided  by 
the  supplementary  medical  insurance  program,  by  extending  its  provi- 
sions, effective  July  1,  1973,  to  disabled  workers  under  age  65  (and  to 
disabled  widows  and  widowers,  and  to  beneficiaries  entitled  to  child's 
benefits  based  on  disability  which  began  prior  to  age  22  (who  have 
been  entitled  to  cash  benefits  under  the  old-age,  survivors,  and  disabil- 
ity insurance  system  for  no  less  than  24  consecutive  months.  Due  to  the 
provision  in  the  committee  bill  to  reduce  the  waiting  period  for  dis- 
ability insurance  benefits  from  6  to  4  months,  coverage  will  become 
effective  in  the  29th  consecutive  month  of  disability.  The  protection 
under  the  SMI  system  is  automatic  for  these  disabled  beneficiaries  al- 
though they  may  optionally  disenroll. 

The  average  cost  for  the  disabled  enroUees  under  age  65  will  be 
much  higher  than  the  average  cost  for  the  age  65  and  older  enrollees 
now^  under  the  program.  The  premium  rate  charged  to  disabled  en- 
rollees under  age  65  Avill  be  the  same,  however,  as  the  rate  charged  to 
enrollees  age  65  or  older.  Any  difference  between  an  actuarially  ade- 
quate rate  and  the  premium  rate  charged  will  be  financed  from  the 
general  fund  of  the  Treasury.  The  additional  general  revenue  financ- 
ing required  in  calendar  year  1974  is  $426  million. 

Limitation  on  the  Increase  in  SMI  Premium  Rate 

The  committee  bill  provides  for  the  SMI  premium  rate  to  be  pro- 
mulgated during  December  of  each  year  for  the  12  month  period  com- 
mencing on  July  1st  of  the  succeeding  year,  as  is  presently  the  case. 
However,  the  bill  provides  that  the  premium  rate  shall  be  the  lessor 
of  (i)  the  "actuarially  adequate  rate"  for  enrollees  65  and  over  as  de- 
termined under  current  law  and  (ii)  the  premium  rate  promulgated 
the  previous  December  increased  by  the  rate  of  increase  in  cash  bene- 
fits. Such  rate  of  increase  in  cash  benefits  will  be  equal  to  the  increase  in 
the  general  level  of  cash  benefits  from  that  which  appears  in  the  cash 
benefit  table  for  June  1st  of  the  year  in  which  the  premium  is  promul- 
gated to  that  which  will  appear  (or  is  believed  will  appear)  June  1st 
of  the  succeeding  year.  Thus,  the  increase  that  can  occur  in  the  premium 
rate  which  takes  effect  in  July  of  any  year  cannot  be  greater  relatively 
than  the  increase  in  cash  benefits  that  occurred  during  the  previous  12 
months.  The  limitation  will  affect  premium  rates  promulgated  in  De- 
cember of  1972  and  subsequent  years. 

Despite  the  limitation  on  the  increase  in  the  premium  rate  charged 
enrollees  under  the  supplementary  medical  insurance  program,  the 
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actuarial  soundness  of  the  program  is  not  impaired.  The  bill  provides 
that  the  supplementary  medical  insurance  trust  fund  will  be  reim- 
bursed from  the  general  fund  of  the  Treasury  for  the  excess  of  the 
incurred  cost  of  the  program  over  the  premiums  collected.  The  in- 
curred cost  of  the  program,  on  which  such  reimbursement  from  the 
general  fund  of  the  Treasury  will  be  based,  is  determined  by  the 
"actuarially  adequate  rates"  promulgated  by  the  Secretary  of  Health, 
Education,  and  Welfare  for  aged  beneficiaries  and  disabled  insurance 
beneficiaries  respectively.  Such  rates  will  be  %  of  the  average  monthly 
cost  of  benefits  and  related  administration  for  services  provided  under 
the  program  during  the  fiscal  year  to  which  the  rate  applies  for  aged 
and  for  disabled  beneficiaries  separately.  Such  actuarially  adequate 
rates  will  be  determined  and  promulgated  in  December  for  the  subse- 
quent fiscal  year  beginning  the  following  July. 

The  actuarially  adequate  rates  to  be  promulgated  in  December  1972 
will  include  the  cost  of  the  new  benefits  provided  by  the  committee 
bill,  which  take  effect  prior  to  the  period,  fiscal  1973,  to  which  these 
rates  apply.  The  actuarially  adequate  rate  for  the  aged  will  thus  in- 
crease over  the  current  premium  rate  due  not  only  to  the  normal 
increase  in  cost  per  enrollee  of  the  program  (due  to  price  increases 
and  relatively  greater  use  of  more  expensive  services)  but  also  as  a 
result  of  such  new  benefits.  As  a  result  of  the  1972  amendments  to  the 
Social  Security  Act,  hoAvever,  the  general  level  of  cash  benefits  will 
increase  by  20  percent  in  September  1972.  Since  the  increase  in  cost  due 
to  normal  increases  and  the  new  benefits  combined  are  less  than  20  per- 
cent, the  limitation  on  premium  increases  will  have  no  effect  on  the 
premium  promulgated  for  fiscal  1974. 

The  effect  of  the  limitation  on  the  premium  rate  for  the  aged  and 
of  the  limitation  of  the  premium  rate  for  the  disabled  to  that  charged 
the  aged  is  that  a  greater  proportion  of  the  program  will  be  paid 
from  general  revenues  then  has  been  the  case  in  the  past. 

Summary  or  Other  Changes  Which  Have  a  Significant  Impact 

ON  Cost 

The  committee  has  also  adopted  several  other  changes  which  have 
a  significant  impact  on  the  cost  of  the  supplementary  medical  in- 
surance program.  A  summary  of  those  changes  which  have  a  sig- 
nificant impact  on  cost,  together  with  an  estimate  of  the  increase  in 
the  premium  that  will  be  required  when  such  premium  is  not  con- 
strained by  the  limitation  on  increases  in  the  premium  rate  discussed 
above,  and  an  estimate  of  the  cash  outgo  resulting  from  the  change 
in  1974  follows : 

1.  Coverage  of  chiropractors  services.  1974  cost :  $113  million. 
Premium  increase :  $.19  per  month. 

2.  Coverage  of  outpatient  rehabilitation  care  provided  in  the 
SMI  program  and  elimination  of  the  House  provision  for 
additional  coverage  of  physical  therapy  in  the  practitioner's  office 
or  patient's  home.  1974  cost:  $16  million.  Premium  increase:  $.03 
per  month. 
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3.  Coverage  of  the  services  of  clinical  psychologists  when  fur- 
nished through  facilities  which  provide  only  clinical  psychologists' 
services,  as  well  as  clinics,  rehabilitation  agencies,  public  health 
agencies,  and  providers  under  the  program.  (Such  services  are 
now  covered  if  the  clinic  or  agency  is  directed  by  a  physician.) 
1974  cost:  $7  million.  Premium  increase:  $0.01  per  month. 

4.  Coverage  of  speech  pathology  when  furnished  through  facili- 
ties which  provide  only  speech  pathology  services,  as  well  as 
clinics,  rehabilitation  agencies,  public  health  agencies,  and  pro- 
viders under  the  program.  1974  cost:  $24  million.  Premium 
increase:  $0.04  per  month. 

The  impact  of  the  committee  decisions  is  to  increase  the  expenditures 
of  the  SMI  program  by  $625  million  in  1974  and  by  substantially 
more  in  later  years  when  the  impact  of  the  liberalization  of  the  dis- 
ability insurance  program  will  affect  the  cost  of  the  SMI  program.  The 
premium  rate  will  itself  be  increased  by  $.27  per  month  initially,  as  a 
result  of  those  changes  which  affect  the  coverage  provided  to  the  aged 
enrollees.  Due  to  the  limitation  on  increases  in  the  premium  rate, 
however,  subsequent  increases  resulting  from  these  provisions  may  be 
met  from  general  revenues  rather  than  premium  payments  from  the 
individuals  covered. 

The  committee  has  eliminated  the  provision  in  the  House  bill  to 
increase  the  deductible  from  $50  to  $60  per  year,  which  would  have 
reduced  the  cost  of  the  program  by  $115  million  in  1974. 

Summary  or  Income  and  Disbursements 

The  income  and  disbursements  of  the  supplemental  medical  insur- 
ance program  are  summarized  in  the  table  below.  The  disbursements 
shown  are  the  cash  expenditures  that  will  be  made  in  the  years  indi- 
cated and  are  consistent  with  the  estimates  carried  in  the  1972  Presi- 
dent's budget  and  those  in  the  1972  Eeport  of  the  Board  of  Trustee 
of  the  Supplemental  Medical  Insurance  Program.  The  premium  rate 
during  fiscal  1973  is  $5.80,  which  determines  the  premiums  and  gen- 
eral revenue  financing  during  this  period.  For  periods  after  July  1, 
1974,  the  sum  of  the  income  from  premiums  and  general  revenue  con- 
tributions is  equal  to  the  incurred  cost  of  benefits  and  administrative 
costs.  The  lag  between  the  time  services  are  performed  and  the  date 
payment  is  made  for  them  results  in  additions  to  the  trust  fund,  sup- 
plemented further  by  interest  earned  on  the  trust  fund. 
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VI.  SUPPLEMENTAL  SECURITY  INCOME  FOR  THE 
AGED,  BLIND,  AND  DISABLED 


(Title  III  of  the  bill) 

Three  categories  of  needy  adults  are  eligible  for  federally  matched 
assistance  payments:  persons  65  and  over,  blind  persons  (without  re- 
gard to  age) ,  and  permanently  and  totally  disabled  persons  18  years  of 
age  and  older.  The  programs  of  aid  to  the  aged,  blind,  and  disabled  are 
State-administered,  with  States  setting  the  payment  levels.  The  com- 
mittee bill  would  replace  these  welfare  programs  with  a  new  Federal 
Supplemental  Security  Income  program. 

Under  the  new  program,  aged,  blind,  and  disabled  people  would  be 
assured  a  monthly  income  of  at  least  $130  for  one  person  living  alone 
and  $195  for  a  couple. 

In  addition,  the  first  $50  of  social  security  or  other  income  and  an 
additional  $85  of  earned  income  would  not  cause  any  reduction  in  the 
amount  of  the  supplementary  income  payment. 

Present  Law 

Under  present  law  for  the  Federally  matched  welfare  programs, 
each  State  establishes  a  minimum  standard  of  living  (needs  standard) 
upon  which  assistance  payments  are  based;  any  aged,  blind  or  dis- 
abled person  whose  income  is  below  the  State  needs  standard  will  be 
eligible  for  some  assistance,  although  the  State  need  not  pay  the  full 
difference  between  the  individual's  income  and  the  needs  standard. 

Generally  speaking,  all  income  and  resources  of  an  aged,  blind  or 
disabled  person  must  be  considered  in  determining  the  amount  of  the 
assistance  payment  (though  a  portion  of  earnings  may  be  disregarded 
as  a  work  incentive).  States  also  place  limitations  on  the  real  and  per- 
sonal property  an  aged,  blind  or  disabled  individual  may  retain  with- 
out being  disqualified  for  assistance. 

Monthly  State  payments  to  an  aged,  blind  or  disabled  individual 
with  no  other  income  range  between  $66  and  $250  and  for  an  aged 
couple  between  $121  and  $350. 

The  current  State  assistance  levels  are  shown  in  tables  1  and  2. 

House  Bill 

The  House-passed  bill  would  establish  a  new  Federal  assistance  pro- 
gram for  the  needy  aged,  blind  and  disabled  which  would : 

(1)  replace  the  three  present  State-administered  programs  of  as- 
sistance to  the  aged,  blind,  and  disabled  with  one  combined  adult  as- 
sistance program  which  would  be  federally  administered  by  the  Social 
Security  Administration  and  would  have  nationally  uniform  require- 
ments for  such  eligibility  factors  as  the  level  and  type  of  resources  al- 
lowed and  the  degree  of  disability  or  blindness ; 

(2)  provide  that  each  needy  aged,  blind,  or  disabled  adult  would 
receive  assistance  sufficient  to  bring  his  total  monthly  income  up  to 

(383) 
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$130  in  fiscal  year  1973,  $140  in  fiscal  year  1974,  and  $150  thereafter 
(for  couples  the  levels  would  be  $195  in  fiscal  1973  and  $200  there- 
after) ;  and 

(3)  provide  that  the  cost  of  these  basic  benefit  levels  for  the  aged, 
blind,  and  disabled  will  be  paid  entirely  by  the  Federal  Government. 

In  August  1971  the  President  requested  that  the  effective  date  for 
the  welfare  provisions  of  the  House-passed  bill  be  delayed  for  one 
year.  Thus,  the  $150  Federal  guaranteed  minimum  income  for  the 
aged,  blind  and  disabled  would  become  effective  in  July  1975  rather 
than  July  1974. 

Committee  Bill 

The  committee  bill  would  make  a  major  departure  from  the  tradi- 
tional concept  of  public  assistance  as  it  now  applies  to  the  aged,  the 
blind,  and  the  disabled.  Building  on  the  present  social  security  pro- 
gram, it  would  create  a  new  Federal  program  administered  by  the 
Social  Security  Administration,  designed  to  provide  a  positive  as- 
surance that  the  Nation's  aged,  blind,  and  disabled  people  would  no 
longer  have  to  subsist  on  below-poverty-level  incomes. 

Eligibility 

Under  the  new  Supplemental  Security  Income  program,  persons 
65  and  over,  blind  persons,  and  disabled  persons  would  be  assured  an 
income  of  $130  a  month  for  individuals  and  $195  a  month  for  couples. 
Individuals  (or  couples)  with  assets  (other  than  excluded  assets)  of 
more  than  $2,500  would  not  qualify  for  Supplemental  Security  In- 
come payments. 

The  committee  bill  would  provide  that  the  definitions  of  blindness 
and  disability  which  are  used  in  the  disability  insurance  program  estab- 
lished under  title  II  of  the  Social  Security  Act  would  be  generally 
applicable  to  disabled  and  blind  people  under  the  new  supplemental 
income  program. 

A  person  would  be  considered  disabled  if  he  were  unable  to  engage 
in  any  substantial  gainful  activity  by  reason  of  a  medically  determina- 
ble physical  or  mental  impairment  which  can  be  expected  to  result  in 
death  or  has  lasted,  or  is  expected  to  last,  for  not  less  than  12  months. 

The  Secretary  would  be  expected  to  secure  the  needed  medical  evi- 
dence where  the  evidence  was  needed  to  make  a  sound  determination. 

An  individual  would  be  found  disabled  if  his  impairments  are  so 
severe  that  he  is  not  only  unable  to  do  his  previous  work  but  cannot, 
considering  his  age,  education,  and  work  experience,  engage  in  any 
other  kind  of  substantial  gainful  work  which  exists  in  the  national 
economy,  regardless  of  whether  such  work  exists  in  the  immediate 
area  in"  which  he  lives,  or  whether  a  specific  job  vacancy  exists  for 
him,  or  whether  he  would  be  hired  if  he  applied  for  work. 

The  term  "blindness"  is  defined  as  central  visual  acuity  of  20/200  or 
less  in  the  better  eye  with  the  use  of  correcting  lens.  Also  included  in 
this  definition  is  the  particular  sight  limitation  referred  to  as  "tunnel 
vision".  IT  J 

In  order  to  facilitate  an  orderlv  transitional  process,  those  blmd 
and  disabled  people  who  are  on  the  benefit  rolls  in  December  1973  under 
existinsT  State  programs  would  be  considpred  blind  or  disabled  for 
purposes  of  this  program  provided  that  they  meet  the  definition  of 
disability  or  blindness  which  was  in  effect  as  of  October  1972. 


385 


Under  the  bill,  a  disabled  individual  who  goes  to  work  would  be 
allowed  a  trial-work  period  in  which  to  test  his  ability  to  work  before  a 
decision  would  be  made  as  to  whether  or  not  his  disability  has  ceased. 
Under  the  trial-work  provisions,  a  disabled  individual  could  work  in 
each  of  9  months,  so  long  as  he  had  a  medically  determinable  dis- 
ability, before  it  could  be  determined  that  his  disability  no  longer 
prevented  him  from  performing  substantially  gainful  work.  Any 
services  he  performs  would  not  serve  to  demonstrate  an  ability  to  en- 
gage in  substantial  gainful  activity  during  the  9-month  trial-work 
period.  After  9  months  of  trial  work  have  been  completed,  however, 
any  work  he  had  done  would  be  evaluated  to  determine  whether  he  had 
demonstrated  an  ability  to  engage  in  substantial  gainful  activity.  If 
he  had  demonstrated  tliis  ability,  it  would  be  determined  that  he  is  no 
longer  disabled. 

The  House-passed  bill  would  extend  Federal  benefits  to  permanently 
and  totally  disabled  children  under  age  18.  The  benefits  would  be  sub- 
stantially higher  than  benefits  for  these  children  if  they  received  family 
welfare  benefits.  Parents'  income  and  resources  would  have  to  be  taken 
into  account  in  determining  the  eligibility  and  benefits  of  children 
under  21,  and  the  benefit  would  be  reduced  by  one-third  to  reflect  the 
value  of  room  and  board  provided  by  the  parent  to  the  child. 

The  House  justified  its  inclusion  of  disabled  children  under  age  18 
under  aid  to  the  disabled,  if  it  is  to  their  advantage,  rather  than  under 
the  program  for  families  with  children,  on  the  grounds  that  their  needs 
are  often  greater  than  those  of  nondisabled  children.  The  needs  of  dis- 
abled children,  however,  are  generally  greater  only  in  the  area  of  health 
care  expenses.  In  all  but  the  two  States  that  do  not  have  medicaid  pro- 
grams, children  now  eligible  for  cash  assistance  are  covered  under  ex- 
isting State  medical  assistance  programs.  Disabled  children's  needs  for 
food,  clothing,  and  shelter  are  usually  no  greater  than  the  needs  of 
nondisabled  children. 

Under  the  committee  bill,  the  new  income  security  program  would 
apply  only  to  disabled  persons  18  years  of  age  and  older. 

Benefits  under  the  new  program  would  be  paid  only  to  people  who 
are  residents  of  the  50  States  and  the  District  of  Columbia,  and  who 
are  either  United  States  citizens  or  aliens  lawfully  admitted  for  per- 
manent residence.  (The  present  provisions  of  Titles  I,  X,  XIV,  and 
XVI  of  the  Social  Security  Act  would  continue  in  effect  for  Puerto 
Rico,  the  Virgin  Islands,  and  Guam.)  Residence  abroad  for  a  full  cal- 
endar month  would  preclude  eligibility  for  that  month,  and  when  an 
individual  has  been  residing  abroad  for  30  consecutive  days  or  more, 
he  would  not  again  be  eligible  for  payments  until  he  had  returned  to 
the  United  States  for  at  least  30  consecutive  days. 

Under  the  new  program,  the  Secretary  of  Health,  Education,  and 
Welfare  would  be  required  to  determine  an  individual's  eligibility  for 
benefits  for  each  quarter  in  a  year.  This  does  not  mean,  though,  that 
quarterly  investigations  of  all  aspects  of  eligibility  would  be  required 
in  every  case.  Such  frequent  redetermination  of  disability  in  many 
cases,  or  of  blindness  in  most  cases,  would  serve  no  useful  purpose.  The 
Secretary  would,  therefore,  have  the  authority  to  make  redetermina- 
tions of  blindness  and  of  disability  at  such  intervals  as  he  considers 
reasonable  and  necessary,  considering  the  severity  of  individual  condi- 
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tions  and  the  purpose  of  the  program,  to  assure  that  benefits  are  not 
paid  to  people  who  are  no  longer  eligible. 

In  some  cases,  the  financial  status  of  beneficiaries  will  fluctuate  dur- 
ing the  year  and  periodic  examination  of  an  individual's  income  and 
resources  would  be  needed  in  order  to  assure  that  benefits  paid  would 
be  based  on  current  income.  Therefore,  the  Secretary  ordinarily  would 
make  a  redetermination  as  to  income  and  resources  on  a  quarterly 
basis.  Somewhat  less  frequent  redeterminations  of  income  and  re- 
sources, however,  would  be  required  in  the  oases  of  the  very  old,  blind, 
or  the  extremely  disabled — where  large  increases  in  income  are  un- 
likely. Whenever  changes  in  income  do  occur,  however,  they  would 
have  to  be  reported  and  appropriate  adjustments  in  the  amount  of 
benefits  payable  would  be  made. 

In  keeping  with  the  basic  concept  of  the  new  program  as  providing 
supplemental  security  income,  beneficiaries  and  prospective  benefici- 
aries would  be  required  to  apply  for,  and  make  every  effort  to  obtain, 
all  other  benefits  for  which  they  might  be  eligible.  Therefore,  an  in- 
dividual who  does  not  take  all  appropriate  steps  to  obtain  such  pay- 
ments within  30  days  of  the  date  that  he  applies  for  benefits  under 
this  new  program  would  not  qualify  for  any  payments  under  the  pro- 
gram and  any  benefits  which  had  already  been  paid  would  be  considered 
overpayments.  Of  course,  if  the  time  limit  or  other  conditions  with 
respect  to  the  other  benefit  could  not  be  met,  or  applying  for  the  other 
benefit  would  otherwise  be  futile,  the  provision  would  not  operate. 

In  determining  marital  status,  State  law  will  apply,  except  that,  if 
a  couple  has  been  determined  married  for  purposes  of  receiving  social 
security  benefits  or  if  they  hold  themselves  out  as  married  in  the  com- 
munity in  which  they  live,  they  will  be  considered  married  for  pur- 
poses of  the  new  program.  In  the  absence  of  such  a  provision  in  the 
new  program,  there  would  be  a  strong  incentive  for  married  couples  to 
allege  that  they  were  not  married  (in  order  to  get  higher  payments) 
and  there  would  be  a  difficult,  if  not  impossible,  administrative  burden 
of  determining  whether  a  marriage  existed  between  two  individuals 
alleging  to  be  single  (but  who  hold  themselves  out  to  be  married). 
Also,  to  avoid  encouraging  couples  to  live  separately  in  order  to  get 
the  higher  total  benefit,  your  committee's  bill  provides  that  an  eligible 
individual  and  spouse  will  receive  a  couple's  benefit  until  they  have 
lived  apart  for  six  months. 

People  who  are  residents  of  certain  public  institutions,  or  hospitals 
or  nursing  homes  which  are  getting  Medicaid  funds,  would  get  benefits 
of  up  to  $25  a  month  (reduced  l3y  nonexcluded  income).  For  these 
people  most  subsistence  needs  are  met  by  the  institution  and  full  bene- 
fits are  not  needed.  Some  payment  to  these  people,  though,  would  be 
needed  to  enable  them  to  purchase  small  comfort  items  not  supplied 
by  the  institution.  No  supplemental  security  benefits  will  be  paid  to  an 
individual  in  a  penal  institution. 

Determination  of  Income  and  Resources 

Defmitions  of  income. — Income  for  purposes  of  the  committee's  bill 
includes  both  earned  and  unearned  income.  Earned  income  is  defined 
generally  by  reference  to  the  definition  of  earnings  for  earnings  test 
purposes  under  the  old-age,  survivors,  and  disability  insurance 
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(OASDI)  program  and  includes  both  wages  and  self -employment 
income. 

Net  earnings  from  self-employment  are  defined  in  the  bill  by  ref- 
erence to  the  present  definition  applicable  to  the  OASDI  program  with 
the  exception  of  certain  provisions  of  that  definition  which  your  com- 
mittee believes  inappropriate  for  this  program,  such  as  the  special 
provision  under  which  a  farmer's  net  income  may  be  presumed  to  be  a 
given  percent  of  his  gross  income. 

Income  which  does  not  fall  within  the  bill's  definition  of  earned 
income  would  be  considered  unearned.  However,  certain  forms  of  re- 
niuneration  which  are  specifically  excluded  from  the  OASDI  defini- 
tion of  earnings  are  not  to  be  considered  as  income.  For  example, 
contributions  by  an  employer  into  a  health  insurance  or  retirement 
fund  for  his  employees  are  a  form  of  remuneration,  but  such  contribu- 
tions would  not  be  considered  income — earned  or  unearned — for  the 
individual  employees. 

The  kinds  of  income  which  would  be  considered  unearned  include 
annuities,  prizes  and  awards,  proceeds  of  life  insurance  not  needed 
for  last  illness  and  burial  (with  a  maximum  of  $1,500),  gifts,  support 
payments,  inheritances,  grants,  dividends,  interest  payments,  as  well 
as  benefits  from  all  other  public  and  private  pension,  disability,  or 
unemployment  programs. 

The  House-passed  bill  sets  a  guaranteed  minimum  income  level  for 
aged,  blind,  and  disabled  persons  which  will  eventually  reach  $150  per 
month.  The  House  bill  allows  a  portion  of  earned  income  to  be  dis- 
regarded, but  reduces  assistance  payments  one  dollar  for  each  dollar 
of  social  security  benefits  or  other  unearned  income.  Thus  under  the 
House  bill,  an  individual  who  retires  after  wwking  for  many  years 
under  social  security  could  end  up  with  exactly  the  same  total  monthly 
income  as  an  individual  who  had  never  worked,  or  his  social  security 
benefits  might  be  little  more  than  the  assistance  payment  he  would 
receive  if  he  had  never  worked.  The  committee  is  concerned  that  the 
value  to  him  of  his  years  of  working  and  contributing  to  social  security 
is  little  or  nothing. 

The  committee  also  recognizes  that  some  people  do  not  qualify  for 
social  security  benefits  because  their  work  was  not  covered,  but  have 
attempted  to  provide  themselves  with  a  regular  source  of  income  from 
some  other  source — a  small  annuity  or  public  pension,  perhaps. 

In  the  opinion  of  the  committee,  these  provisions  in  present  law  and 
in  the  House-passed  version  of  H.R.  1  give  inadequate  recognition  to 
the  efforts  working  people  make  to  provide  for  themselves  in 
retirement. 

The  committee  bill,  therefore,  provides  that  the  first  $50  per  month 
of  regular  income  from  any  source  (other  than  need-related  income) 
will  not  be  considered  in  determining  eligibility  for,  or  the  amount  of, 
the  supplemental  security  payment.  In  addition,  the  committee  recog- 
nizes that  some  people  will  continue  to  Avork  and  attempt  to  be  self- 
supporting  long  after  others  would  have  stopped.  These  attempts 
should  be  encouraged  and  those  who  work  should  find  that  their  work 
provides  a  higher  level  of  income  than  can  be  had  Avithout  working. 

Accordingly,  the  committee  bill  provides  that  an  additional  $85  a 
month  plus  ^1  for  each  $2  in  excess  of  $85  in  earned  inconie  shall  be 
disregarded  in  determining  an  individual's  (or  a  couple's)  income  for 
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purposes  of  determining  the  amount  of  supplemental  security  pay- 
ments for  aged,  blind  or  disabled  people. 

As  a  result  of  these  exemptions,  everyone  who  qualifies  for  social 
security  benefits  will  be  assured  a  monthly  income  of  $180  for  an  in- 
dividual and  $245  for  a  couple. 

In  recognition  of  the  practical  problems  that  would  be  encountered 
in  determining  the  value  of  room  and  board  for  people  who  live  in 
the  household  of  a  friend  or  relative,  the  committee  bill  would  provide 
specific  rules  for  use  in  these  situations.  Under  the  bill,  the  value  of 
room  and  board,  regardless  of  whether  any  payment  was  made  for 
room  and  board,  would  be  assumed  to  be  equal  to  one-third  of  the  ap- 
plicable benefit  standard.  For  example,  an  individual  who  was  entitled 
to  a  monthly  benefit  of  $130  on  the  basis  of  a  disability  and  who  lived 
in  the  home  of  his  son  would  have  his  monthly  benefit  reduced  to  $87 
whether  or  not  he  paid  for  his  room  and  board.  On  the  other  hand,  if 
the  individual  lived  in  a  rooming  or  boarding  house,  there  would  be  no 
reduction  in  his  benefit. 

In  addition,  the  committee  bill  would  provide  that  in  determining 
an  individual's  income  for  purposes  of  supplementary  security  income 
payments,  any  rebate  of  State  or  local  taxes  (such  as  real  property  or 
food  taxes)  received  by  an  aged,  blind  or  disabled  recipient  would  not 
be  counted  as  income  or  assets. 

For  example,  some  States  provide  an  income  tax  credit  to  elderly 
homeowners  in  recognition  of  the  impact  which  rising  property  taxes 
have  on  those  who  are  retired  and  living  on  fixed  incomes.  If  the  in- 
dividual has  an  income  tax  liability  for  the  year,  the  credit  is  used  to 
offset  that  liability.  Because  the  supplementary  income  payment  would 
be  based  on  gross  income  without  regard  to  the  amount  of  taxes  paid 
the  credit  represents  a  real  gain  in  income.  If,  however,  the  individual 
has  no  income  tax  liability,  the  credit  may  be  paid  to  him  in  the  form 
of  a  tax  "refund."  If  the  law  made  no  special  provision,  such  a  refund 
would  be  considered  an  increase  in  gross  income,  which  would  result 
in  an  offsetting  reduction  in  his  supplementary  income  payment  and 
therefore  no  change  in  his  real  income.  The  committee  bill  provides  for 
such  refunds  or  rebates  to  be  disregarded  so  that  people  who  get  sup- 
plementary income  payments  and  who  receive  tax  refunds  will  enjoy 
the  same  increase  in  real  income  as  those  who  get  credits  against  their 
tax  liability. 

In  line  with  the  committee's  desire  to  provide  every  opportunity 
and  encouragement  to  the  blind  and  disabled  to  return  to  g^ainful  em- 
ployment, the  new  pros^ram.  would  permit  the  blind  and  disabled  and 
their  spouses  to  exclude  additional  income  that  is  needed  to  pursue  a 
plan  that  has  been  approved  by  the  Secretary  for  achieving  self-sup- 
port and  the  committee  intends  that  these  provisions  be  liberally  con- 
strued if  necessary  to  accomplish  these  objectives.  A  blind  person, 
for  example,  mip-ht  be  getting  $80  per  month  from  a  brother,  in  addi- 
tion to.  Fay,  $100  a  month  he  is  earnin^r  himself.  If  the  money  from 
his  brother  were  bein^  saved  for  the  establishment  of  a  business — pos- 
sibly a  map-azine  stand  or  small  store — which  could  help  make  him 
self-supporting,  the  money  could  be  excluded  if  the  Secretary  ap- 
proved his  plan  to  establish  a  business. 
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The  bill  also  includes  a  provision  under  which  payments  provided 
on  the  basis  of  need  by  a  State  or  local  government  (including  from 
Indian  tribes)  to  supplement  the  Federal  benefits  provided  under  this 
program  would  be  excluded  from  income. 

The  new  program  would  provide  that  unearned  income,  in  addition 
to  other  excluded  income,  of  $60  or  less  in  a  quarter,  if  received  irreg- 
ularly or  infrequently,  would  not  reduce  a  person's  benefit.  Under  this 
provision,  a  small  gift  and  insignificant  earnings  from  occasional  work 
would  be  excluded  from  income. 

Home  produce  used  by  members  of  the  household  for  their  own  con- 
sumption would  be  excluded  because  of  the  administrative  difficulties 
involved  in  determining  the  value  of  such  produce  . 

One-third  of  any  payment  received  from  an  absent  parent  for  the 
support  of  a  child  eligible  for  benefits  under  the  program  would  be  ex- 
cluded from  income. 

Income  received  by  eligible  individuals  for  the  care  of  a  foster  child 
placed  in  the  individual's  home  by  a  public  or  nonprofit  child-place- 
ment or  child-care  agency  would  also  be  excluded.  Your  committee 
believes  this  exclusion  would  permit  a  needy  individual  to  continue  as 
a  foster  parent  and  to  furnish  a  home  and  guidance  to  a  needy  child. 

Excluded  resources. — ^An  individual  (or  an  individual  and  his  eli- 
gible spouse)  with  resources  in  excess  of  $2,500  would  not  be  eligible 
for  payments  under  the  program.  However,  in  determining  resources 
for  purposes  of  eligibility  certain  resources  would  be  wholly  or  par- 
tially excluded. 

An  individual's  home,  household  goods,  and  personal  effects  and 
automobile,  would  be  excluded,  within  limits  determined  by  the  Secre- 
tary of  Health,  Education,  and  Welfare.  Because  household  goods  and 
personal  effects  generally  are  not  counted  as  resources  under  most  of 
the  present  programs,  it  seems  appropriate  to  continue  their  exclusion 
under  the  new  program. 

The  bill  also  contains  an  exclusion  of  resources  essential  to  an  indi- 
vidual's means  of  self-support,  such  as  the  tools  of  a  tradesman,  farm 
machinery,  the  inventory  of  a  small  business  and  the  land  surround- 
ing a  small  rural  home. 

Life  insurance  policies  would  not  be  counted  as  resources  if  the  total 
face  value  of  the  policies  is  not  more  than  $1,500.  In  the  case  of  a  hus- 
band and  wife,  each  could  have  insurance  policies  of  up  to  $1,500  face 
value.  Otherwise,  the  cash  surrender  value  of  an  insurance  policy  would 
be  counted  as  a  resource. 

Kesources  that  are  readily  convertible  to  cash,  such  as  stocks  and 
bonds,  would  be  counted  as  a  resource  in  determining  whether  the  assets 
of  the  individual  (or  couple)  are  within  the  $2,500  limit.  Income- 
producing  property  which  is  not  used  as  part  of  a  trade  or  business, 
would  be  excluded  from  the  resources  limitation  only  to  the  extent  it  is 
producing  a  reasonable  return.  The  exclusion  would  be  based  on  a  fixed 
percentage  return,  to  be  set  forth  in  the  regulations  of  the  Secretary, 
in  order  to  permit  adjustments  for  changing  economic  conditions. 
Property  not  used  in  the  operations  of  a  trade  or  business  and  which 
does  not  provide  a  reasonable  return  should  clearly  be  included  as  re- 
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sources.  Assets  such  as  buildings  or  land  not  used  as  the  individual's 
abode  (which  is  excluded  as  described  above)  which  are  not  readily 
convertible  to  cash  must  be  disposed  of  within  a  time  limit  prescribed 
by  the  Secretary  of  Health,  Education,  and  Welfare.  The  Secretary, 
however,  may  pay  conditional  benefits  during  the  period  allowed  for 
disposal  of  these  assets.  Any  proceeds  resulting  from  the  disj)osition  of 
the  assets  would  be  taken  mto  account  in  determining  eligibility  for 
benefits.  The  individual  would  be  obligated  to  return  the  conditional 
benefits  to  the  extent  that  such  benefits  would  not  have  been  payable  if 
the  proceeds  had  been  taken  into  account  at  the  time  the  person  started 
getting  the  benefits. 

An  individual  (or  couple)  disposing  of  assets  to  a  relative  for  less 
than  fair  market  value  will  be  assumed  under  the  committee  bill  to 
have  done  so  for  the  purpose  of  qualifying  for  supplemental  security 
payments  and  will  accordingly  be  disqualified  from  receiving  such 
payments  for  a  period  of  one  year. 

Vocational  Rehabilitation 

Many  blind  and  disabled  people  want  to  work  and,  if  the  oppor- 
tunity for  rehabilitation  for  suitable  work  were  available  to  them, 
they  could  become  self-supporting. 

Under  the  new  program,  all  individuals  under  age  65  who  are  receiv- 
ing supplemental  benefits  based  on  disability  or  blindness  would  be  re- 
ferred to  the  State  vocational  rehabilitation  agencies  for  rehabilitation 
services.  The  Secretary  would  be  authorized  to  pay  the  full  costs  of 
the  vocational  rehabilitation  services  provided  to  qualified  individ- 
uals ;  the  primary  objective  is  to  restore  as  many  as  possible  to  produc- 
tive activity. 

Every  disabled  or  blind  person  who  is  offered  rehabilitation  services 
would  be  required  to  accept  such  services.  No  individual  would  be 
eligible  for  benefits  if  he  refused  without  good  cause  to  accept  re- 
habilitation services. 

Payment  of  Benefits 

While  the  committee  believes  that  in  a  program  such  as  it  proposes 
benefits  generally  should  be  paid  monthly,  it  recognizes  that  a  few  situa- 
tions will  occur  in  which  the  needs  of  particular  beneficiaries  can  be  met 
by  other  than  monthly  payments  or  where  monthly  payments  would 
not  be  consistent  with  good  administration.  The  bill,  therefore,  would 
provide  the  Secretary  with  discretionary  authority  to  make  payments 
at  such  times  as  he  deems  appropriate  in  light  of  the  particular  circum- 
stances. In  addition,  the  Secretary  would  be  authorized  to  make  pay- 
ments on  behalf  of  a  beneficiary  to  some  other  person  (including  an 
appropriate  public  or  private  agency)  when  it  appears  to  him  that  the 
other  person  has  an  interest  in  the  beneficiary  and  payment  to  the  other 
person  would  be  in  the  beneficiary's  interest. 

When  a  husband  and  Avife  are  entitled  to  benefits,  each  may  be  paid 
one-half  of  the  total  monthly  benefit. 

In  the  interest  of  efficient  administration  and  to  permit  the  rounding 
of  income  and  benefits,  the  Secretary  would  be  permitted  to  establish 
ranges  of  income — that  is,  to  use  income  brackets  within  which  a  single 
benefit  amount  would  apply. 
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The  bill  also  provides  that  payments  may  be  made  to  individuals 
initially  applying  for  benefits  when  there  is  strong  evidence  of  the 
likelihood  of  eligibility  and  if  they  are  faced  with  financial  emergen- 
cies. Advances  of  up  to  $100  against  future  benefits  may  be  paid  to  each 
such  applicant,  where  the  applicant  is  presumptively  eligible  for 
benefits. 

A  special  provision  for  the  disabled  would  be  made  in  recognition 
of  the  fact  that  in  some  cases  additional  time  is  needed  to  obtain  and 
evaluate  medical  and  other  evidence  to  establish  disability,  and  that  a 
mechanism  is  needed  for  meeting  living  costs  during  the  period  in 
which  a  formal  determination  of  disability  is  pending.  Under  this 
provision,  disabled  applicants  could  be  paid  up  to  3  months'  benefits 
when  a  prima  facie  case  for  determining  that  a  disability  existed  had 
been  presented.  In  order  to  avoid  any  interruption  in  benefits  to  an 
eligible  disabled  person,  the  committee  expects  that  the  Secretary  will 
make  the  initial  determination  of  disability  before  the  end  of  the 
3-month  period.  Any  benefits  paid  on  the  basis  of  this  special  pro- 
vision would  not  constitute  an  overpayment  that  would  have  to  be 
recovered  in  the  rare  case  where  an  individual  later  is  found  not  to 
have  been  disabled. 

Procedural  and  Miscellaneous  Matters 

{a)  Overpayments  and  underpayments. — Whenever  the  Secretary 
finds  that  an  individual  had  been  paid  more  than  the  correct  amount 
of  supplemental  income  he  would  be  authorized  to  recover  the  over- 
payment. The  Secretary  could  waive  overpayments  in  the  interest  of 
equity  where  the  overpaid  individual  was  without  fault.  Also,  if  less 
than  the  correct  amount  of  benefits  had  been  paid,  the  Secretary  would 
pay  the  balance  due  to  the  underpaid  individual.  If  the  individual  dies 
before  the  amount  due  has  been  paid  to  him,  or  before  he  negotiates 
the  check  representing  the  correct  payment,  the  amount  due  would  be 
paid  to  his  eligible  spouse,  if  there  is  one,  and  the  payment  would  not 
be  taken  into  account  in  determining  the  spouse's  eligibility  under  this 
program.  Underpayments,  however,  would  not  be  paid  to  the  estate 
of  a  deceased  individual  since  that  would  not  further  the  objective  of 
providing  supplemental  income  to  individuals.  Overpayments,  on  the 
other  hand,  could,  be  recovered  from  the  estate  of  a  deceased  individual. 

{h)  Beneficiary  reports. — Beneficiaries  would  be  required  to  report 
any  changes  in  circumstances,  as  the  Secretary  deems  necessary,  to 
determine  continued  eligibility  or  any  necessary  changes  in  benefit 
amounts.  An  individual's  willful  failure  to  submit  reports  requested 
by  the  Secretary,  or  willful  delay  in  submitting  such  reports,  would 
be  cause  for  the  Secretary  to  reduce  the  individual's  benefit  by  $25  in 
the  case  of  the  first  such  failure  or  delay,  $50  in  the  case  of  the  second, 
and  $100  in  the  case  of  the  third  or  subsequent  failure  or  delay. 

(c)  Hearings  and  review. — The  bill  requires  that  there  be  notice 
and  opportunity  for  hearings  for  any  individual  who  disagrees  with 
a  determination  with  respect  to  eligibility  for  payments  or  the  amount 
of  the  payments.  The  individual  Avould  have  to  request  the  hearing 
within  30  days  after  receivin??  notice  of  the  determination.  Decisions 
would  be  rendered  within  90  days  following  a  properly  submitted  re- 
quest for  a  hearing  (except  that  the  90-day  requirement  would  not 


392 


apply  when  a  hearing  is  held  to  determine  whether  a  person  is  dis- 
abled). If  payments  during  the  hearing  process  were  continued,  they 
would  be  considered  overpayments  if  the  Secretary's  initial  deter- 
mination were  sustained.  Final  determinations  of  the  Secretary  would 
be  subject  to  judicial  review  in  the  Federal  district  courts.  However, 
determinations  as  to  the  facts  which  the  Secretary  makes  after  a  hear- 
ing provided  by  him  would  be  conclusive  and  not  subject  to  judicial 
review. 

Where  an  individual  who  has  requested  a  hearing  is  represented 
before  the  Secretary  by  an  attorney,  the  provisions  of  the  cash  social 
security  program  (pertaining  to  attorney  fees)  would  be  applicable 
except  that  there  would  be  no  withholding  of  attorney  fees  from  such 
individual's  benefits. 

Also,  the  protective  rules  and  regulations  on  representation  of 
claimants  that  apply  to  the  old-age,  survivors,  and  disability  insurance 
program  would  be  applied  to  the  Supplemental  Security  Income 
program. 

(d)  Prohibition  of  assignments;  rulemaking  authority;  subpena 
poiver.—Any  amounts  paid  or  payable  under  the  new  program  would, 
like  social  security  benefits,  generally  be  exempt  from  levy,  garnish- 
ment, or  other  legal  process.  Also,  entitlement  to  these  benefits  would 
not  be  transferable  or  assignable. 

The  Secretary  would  be  authorized  to  establish  rules,  regulations, 
and  procedures  necessarv  to  administer  the  new  program  and  to  pre- 
scribe the  evidence  required  to  qualify  for  the  supplemental  income 
that  would  be  provided. 

However,  the  Committee  bill  provides  a  specific  prohibition  asrainst 
the  use  of  the  so-called  "declaration  method"  of  establishing  eligibility 
for  benefits. 

The  Secretary,  for  the  purpose  of  any  hearing  or  other  proceeding 
authorized  under  this  program,  could  issue  a  subpena  requiring  the 
attendance  and  testimony  of  witnesses  and  the  production  of  evidence 
relative  to  any  matter  in  connection  with  hearings  or  proceedings. 
In  case  of  contumacy,  or  refusal  to  obey  a  duly  served  subpena,  the 
proper  United  States  district  court  could,  upon  application  by  the 
Secretary,  issue  an  order  to  comply  with  such  subpena  and  failure  to 
obey  such  court  order  could  be  punished  as  contempt  of  court. 

The  bill  would  also  provide  that  the  privilege  against  self-incrimi- 
nation would  not  excuse  any  person  from  testifying,  but  that  he  would 
not  be  prosecuted  or  subjected  to  a  penalty  or  forfeiture  on  account  of 
any  matter  concerning  which  he  is  compelled  to  testify  after  claiming 
his  privilege  against  self-incrimination,  except  in  case  of  perjury. 

{e)  Furnishing  of  information  hy  other  Federal  agencies. — The 
committee's  bill  would  require  that  the  heads  of  all  Federal  agencies 
provide  such  information  as  the  Secretary  may  require  for  purposes  of 
determining  eligibility  for  benefits  under  this  title.  For  example,  the 
records  of  the  Internal  Revenue  Service  would  be  made  available  in 
verifying  information  as  may  be  needed. 

(/)  Fraud. — The  bill  would  provide  a  fine  of  not  more  than  $1,000, 
or  imprisonment  for  not  more  than  one  year,  or  both,  for  individuals 
convicted  of  fraud  in  connection  with  a  claim  for  benefits.  The  pen- 
alties which  would  be  provided  by  the  bill  are  the  same  as  those  pro- 
vided for  fraud  under  title  II  of  the  Social  Security  Act. 


393 


(g)  Ammal  reports. — Annual  reports  by  the  Secretary  to  the  Con- 
gress and  the  President  on  the  operations  and  administration  of  the 
program,  and  on  its  impact  on  related  programs  would  be  required. 

{h)  Food  stamps  and  surplus  commodities. — Under  the  committee 
bill  (as  under  the  House-passed  bill),  individuals  receiving  payments 
under  the  new  program  will  not  be  eligible  for  food  stamps;  they 
will  also  not  be  eligible  for  surplus  commodities. 

(^)  Confidentiality  of  information. — Information  in  the  records  of 
the  Secretary  would  generally  be  held  in  confidence.  However,  the  bill 
would  direct  that  any  information  in  his  records  must  be  released  to 
the  General  Accounting  Office,  Congressional  Committees,  State  legis- 
lature committees.  State  and  Federal  law  enforcement  agencies.  Fed- 
eral, State,  and  local  prosecutors  and  the  Immigration  and  Naturaliza- 
tion Service.  Such  information  would  be  available,  of  course,  only  in 
connection  with  the  official  duties  of  such  officials,  and  except  for  a 
court  prosecution  or  a  quasi- judicial  administrative  proceeding  they 
would  be  required  to  maintain  the  confidentiality  of  the  information. 

(j)  Administration. — In  the  course  of  the  deliberations  leading  up 
to  the  committee's  decision  to  recommend  the  new  federally  admin- 
istered program,  it  became  convinced  that  by  utilizing  the  administra- 
tive structure  of  the  Social  Security  Administration  excessive  expan- 
sion of  the  Federal  bureaucracy  could  be  avoided.  There  is,  however, 
some  apprehension  that  administration  of  the  new  program  and  the 
existing  social  security  programs  by  a  single  agency  could  lead  to 
confusion  between  the  new  program  and  the  old-age,  survivors  and 
disability  insurance  program.  In  this  regard,  the  committee  reempha- 
sizes  the  point  made  in  the  House  report  that  while  a  single  agency 
might  administer  the  programs,  there  is  no  intent  to  merge  the  new 
supplemental  program  with  the  existing  social  security  program.  Each 
is  to  maintain  its  own  identity  and  this  uniqueness  would  be  stressed 
by  requiring  separate  applications  and  reports  for  each  type  of  benefit 
and  in  particular  by  issuing  separate  benefit  checks. 

Because  of  the  practical  problems  involved  in  determining  how  the 
actual  disbursements  for  administrative  expenses  should  be  made  when 
the  same  officers  will  be  providing  services  for  both  the  OASDI  pro- 
gram and  the  new  Supplemental  Security  Income  program,  it  may  be 
necessary  to  make  the  initial  disbursements  for  administering  the  new 
prograni  from  the  OASI  trust  fund  and  the  bill  provides  for  this 
authority.  If  any  disbursement  should  be  made  from  the  social  security 
trust  fund  to  pay  any  of  the  administrative  costs  of  the  new  program, 
it  would  be  considered  as  an  administrative  convenience  only  and 
moneys  should  be  promptly  repaid  to  the  trust  fund,  with  an  addi- 
tional payment  to  make  up  for  any  interest  earnings  that  were  lost 
to  the  trust  fund  as  a  result  of  the  transaction.  Any  disbursements 
from  the  trust  fund  for  the  administrative  expenses  of  the  proposed 
supplemental  program  must  be  fully  covered  in  advance  by  available 
appropriated  funds ;  in  no  sense  should  the  procedure  be  looked  upon  as 
a  shortcut  around  the  regular  appropriation  process  or  as  a  way  to 
undercut  limitations  contained  in  enacted  appropriations.  Moreover, 
the  bill  would  provide  that  the  authority  to  make  expenditures  out  of 
the  trust  fund  would  expire  after  any  fiscal  year  for  which  advances 
from  the  trust  fund,  including  payments  in  lieu  of  lost  interest,  had 
not  been  repaid. 
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Social  Services  for  the  Aged,  Blind,  and  Disabled 

The  section  in  chapter  IX  of  this  report  concerning  social  services 
(see  pp.  483ff)  outlines  the  provisions  of  the  committee  bill  providing 
Federal  matching  for  social  services.  For  beneficiaries  of  Supple- 
mental Security  Income  services  are  provided  for  in  a  new  title  VI 
of  the  Social  Security  Act. 

The  new  title  will  authorize  the  provision  of  rehabilitation  and 
other  services  to  help  aged,  blind,  and  disabled  individuals  to  obtain 
or  retain  capability  for  self  care,  the  same  definition  as  in  existing  law. 
Federal  matching  for  these  services  will  be  subject  to  the  limits  the 
Congress  will  soon  be  acting  upon  which  are  contained  in  the  Confer- 
ence Committee  substitute  for  the  Senate  amendment  to  the  State  and 
Local  Fiscal  Assistance  Act  of  1972. 

Under  the  substitute.  Federal  matching  for  social  services  under 
programs  of  aid  to  the  aged,  blind,  and  disabled  and  aid  to  families 
with  dependent  children  would  be  subject  to  a  State-by- State  dollar 
limitation  effective  beginning  fiscal  year  1973.  Each  State  would  be 
limited  to  its  share  of  $2,500,000,000  based  on  its  proportion  of  popu- 
lation in  the  United  States.  Child  care  services,  services  provided  to  a 
mentally  retarded  individual,  services  related  to  the  treatment  of  drug 
addicts  and  alcoholics,  and  services  provided  a  child  in  foster  care 
could  be  provided  to  persons  formerly  on  welfare  or  likely  to  become 
dependent  on  welfare  as  well  as  present  recipients  of  welfare.  At  least 
90  percent  of  expenditures  for  all  other  social  services,  however,  would 
have  to  be  provided  to  individuals  receiving  aid  to  the  aged,  blind,  and 
disabled  or  aid  to  families  with  dependent  children.  Until  a  State 
reaches  the  limitation  on  Federal  matching,  75  percent  Federal  match- 
ing would  continue  to  be  applicable  for  social  services  as  under  pres- 
ent law. 

Puerto  Rico,  Guam,  and  the  Virgin  Islands  would  continue  under 
the  provisions  and  funding  limitations  of  existing  law  as  to  social 
services. 

Medicaid  Coverage 

Under  present  law,  the  States  are  required  to  cover  all  cash  assist- 
ance recipients  under  the  medicaid  program.  The  committee  bill,  like 
the  House-passed  bill,  would  exempt  from  this  requirement  persons 
who  are  eliijible  for  Supplemental  Security  Income  but  would  not  have 
been  eligible  for  assistance  under  the  Sta*te  welfare  programs  for  the 
aged,  blind,  and  disabled  as  they  were  in  effect  prior  to  the  initiation 
of  this  new  program. 
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Effective  Date 

The  provisions  of  the  committee  bill  establishing  a  new  supple- 
mental security  income  program  for  the  aged,  blind,  and  disabled 
are  effective  January  1, 1974. 

Amendments  to  the  Program  of  Aid  to  the  Aged,  Blind,  and 

Disabled 

The  new  Federal  Supplemental  Security  Income  program  will  not 
be  effective  until  January  1,  1974,  in  order  to  allow  the  Department  of 
Health,  Education,  and  Welfare  ample  lead-time  to  prepare  for  the 
administrative  tasks  involved.  Until  this  date,  the  current  State  ad- 
ministered programs  of  aid  to  the  aged,  blind,  and  disabled  will  re- 
main in  effect. 

Many  of  the  amendments  which  the  Committee  bill  makes  in  the  pro- 
gram of  Aid  to  Families  with  Dependent  Children  are  designed  to  give 
the  State  greater  flexibility  in  administering  that  program  and  would 
be  equally  useful  in  the  administration  of  aid  to  the  aged,  blind,  and 
disabled.  Accordingly  the  Committee  bill  makes  a  number  of  temporary 
amendments  to  those  programs  to  be  effective  during  calendar  year 
1973.  These  amendments  are  listed  below.  A  more  complete  descrip- 
tion of  each  of  them  is  given  in  the  chapter  on  Aid  to  Families  with 
Dependent  Children  at  the  pages  indicated. 

In  providing  social  services  to  the  aged,  blind,  and  disabled,  each 
State  would  be  authorized  to  utilize  either  the  same  organizational  unit 
as  administers  cash  assistance  or  a  different  unit  as  it  determines  best. 
States  would  be  permitted  to  require  persons  requesting  copies  of  man- 
uals and  other  policy  issuances  to  pay  the  costs  involved.  The  Com- 
mittee bill  would  authorize  the  States  to  terminate  assistance  to  per- 
sons who  have  been  out  of  the  State  for  90  days.  (See  chapter  IX.) 

Under  certain  conditions  vendor  payments  for  rent  could  be  made  to 
recipients'  landlords  and  rent  payments  for  recipients  in  public  housing 
could  be  combined  in  a  single  check  payable  to  the  Housing  Authority. 
Under  at  least  one  court  decision,  welfare  agencies  have  been  required 
to  continue  assistance  payments  to  a  recipient  who  has  been  found  in- 
eligible even  after  the  finding  was  affirmed  at  an  evidentiary  hearing 
at  the  local  level  pending  a  further  appeal  to  a  hearing  at  the  State 
level.  The  Committee  bill  would  authorize  States  to  put  the  findings 
of  an  evidentiary  hearing  at  the  local  level  into  effect  immediately. 
(See  chapter  IX.)  The  Committee  bill  would  make  clear  that  the  re- 
quirement that  welfare  information  be  kept  confidential  may  not  be 
used  to  prevent  public  officials  from  obtaining  information  they  re- 
quire in  connection  with  their  official  duties.  The  bill  Avould  allow  the 
Secretary  of  Health,  Education,  and  Welfare  in  appropriate  cases 
to  waive  the  requirement  that  social  services  be  provided  on  a  state- 
wide basis.  This  provision  would  become  a  permanent  part  of  the  new 
title  VI  program  of  services  for  the  aged,  supplemental  income  pro- 
gram starting  in  1974. 

In  addition,  the  committee  bill  would  make  applicable  to  the  State 
programs  of  aid  to  the  aged,  blind,  and  disabled  for  1978  the  same 
provisions  with  respect  to  drug  addicts  and  alcoholics  which  the  com- 
mittee has  adopted  for  the  aid  to  families  with  dependent  children  and 
the  Supplemental  Security  Income  programs.  In  general,  addicts  and 
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alcoholics  would  be  ineligible  for  assistance  but  would  be  referred  to 
the  new  alcoholism  and  addiction  program  established  by  the  bill  as 
title  XV  of  the  Social  Security  Act. 

TABLE  l.-OLD-AGE  ASSISTANCE:  INCOME  ELIGIBILITY  LEVEL 
FOR  PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC 
NEEDS,  BY  STATE,  JULY  1972 


Aged  individual  Aged  couple 


Income 

Largest 

Income 

Largest 

amount 

amount 

eligibility 

paid  for 

eligibility 

paid  for 

level  for 

basic 

level  for 

basic 

payments 

needs 

payments 

needs 

Alabama  

<C  1  1  K 

<tOQO 

^Zo\J 

Alaska  

oOU 

oOU 

Arizona  

118 

118 

164 

164 

Arkansas  

149 

105 

210 

210 

California  

ioo 

ioo 

ooU 

ooU 

uoioraao  

1  /I  R 

140 

OQO 

OQH 

^yu 

Connecticut  

Zoo 

Zoo 

OQC 

OQC 

ZoK> 

Delaware  

140 

140 

197 

197 

District  of  Columbia 

113 

113 

158 

158 

Florida  

1  O  1 

1  O  1 

lou 

lOU 

Georgia  

1  no 

yo 

loy 

loy 

Hawaii  

lo^ 

OHK 
ZUD 

OOK 

Idaho  

182 

182 

219 

219 

Illinois  

173 

173 

214 

214 

Indiana  

lob 

oU 

O/l  7 
Z^l 

1 

loU 

Iowa  

1  1  "7 

11/ 

11/ 

1  7Q 

l/o 

1  7Q 

l/o 

Lc  ^  n  c  o  c 

rxansas  

^uo 

9A7 

9A7 

Kentucky  

96 

96 

160 

160 

Louisiana  

147 

100 

235 

188 

Maine  

123 

115 

214 

214 

Maryland  

96 

96 

131 

131 

Massachusetts  

189 

189 

280 

280 

Michigan  

184 

184 

237 

237 

Minnesota  

158 

158 

230 

230 

Mississippi  

150 

75 

218 

150 

Missouri  

181 

85 

247 

170 

Montana  

111 

111 

175 

175 

Nebraska  

182 

182 

235 

235 

Nevada  

170 

170 

271 

271 
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TABLE  l.-OLD-AGE  ASSISTANCE:  INCOME  ELIGIBILITY  LEVEL 
FOR  PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC 
NEEDS,  BY  STATE,  JULY  1972-Continued 


Aged  individual 

Aged  couple 

Largest 

Income 

Largest 

Income 

amount 

amount 

A 1  in  i  Hi  1  if  V/ 

w  1 1  ^  1  U  1 1 1 1  jf 

rk  A  i  H  f  r»  r 

o  1  i  n  i  K  i  1  i  \\i 
c  1 1  y  1  u  1 1 1  Ly 

rtsiiH  for 

^CIIU  IVJI 

level  for 

basic 

level  for 

basic 

payments 

needs 

payments 

needs 

New  HamDshire 

»pi  /  o 

New  Jersey  

1&2 

162 

222 

222 

New  Mexico  

116 

116 

155 

155 

New  York 

184 

184 

234 

234 

North  Carolina 

115 

115 

153 

153 

North  Dakota  

125 

125 

190 

190 

Ohio  

126 

126 

212 

212 

Oklahoma 

130 

130 

212 

212 

Oregon 

122 

122 

177 

177 

Pennsylvania 

1  "^R 

J.OO 

Rhode  Island  

163 

163 

211 

211 

South  Carolina 

87 

87 

121 

121 

South  Dakota 

180 

180 

220 

220 

Tennessee 

102 

97 

194 

142 

Texas  

119 

119 

192 

192 

Utah  

112 

112 

150 

150 

Vermont  

177 

177 

233 

233 

Virginia  

152 

152 

199 

199 

Washington  

149 

149 

214 

214 

West  Virginia  

123 

123 

156 

156 

Wisconsin  

175 

175 

241 

241 

Wyoming  

139 

104 

195 

178 
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TABLE  2.-AID  TO  THE  BLIND  AND  AID  TO  THE  PERMANENTLY 
AND  TOTALLY  DISABLED:  INCOME  ELIGIBILITY  LEVEL  FOR 
PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC  NEEDS, 
BY  STATE,  JULY  1972 


Blind  individual         Disabled  individual 


Largest 

Largest 

Income 

amount 

Income 

amount 

eligibility 

paid  for 

eligibility 

paid  for 

Ipwpl  for 

1  C  V  CI  IKJI 

basic 

basic 

payments 

needs 

payments 

needs 

Alabama  

$125 

$125 

$71 

$71 

Alaska  

250 

250 

250 

250 

Arizona  

118 

118 

118 

118 

Arkansas  

149 

105 

149 

105 

1Q8 

198 

177 
±  /  / 

177 

X  /  / 

Colorado  

105 

105 

123 

123 

Connecticut  

238 

238 

238 

238 

Delaware  

189 

150 

117 

117 

District  of  Columbia 

113 

113 

113 

113 

191 

191 

121 

121 

X£m  X 

Georgia  

102 

96 

100 

96 

Hawaii  

132 

132 

132 

132 

Idaho  

182 

182 

182 

182 

Illinois  

173 

173 

173 

173 

Indiana  

185 

125 

185 

80 

Iowa  

144 

144 

117 

117 

Kansas  

203 

203 

203 

203 

Kentucky  

96 

96 

96 

96 

Louisiana  

106 

101 

99 

66 

Maine  

123 

115 

123 

115 

Maryland  

96 

96 

96 

96 

Massachusetts  

180 

180 

178 

178 

Michigan  

184 

184 

184 

184 

Minnesota  

158 

158 

158 

158 

Mississippi  

150 

75 

150 

75 

Missouri  

255 

100 

170 

80 

Montana  

123 

123 

111 

111 

Nebraska  

182 

182 

182 

182 

Nevada  

155 

155 

C) 

C) 

New  Hampshire  

173 

173 

173 

173 

New  Jersey  

162 

162 

162 

162 

New  Mexico  

116 

116 

116 

116 

New  York  

184 

184 

184 

184 
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TABLE  2 -AID  TO  THE  BLIND  AND  AID  TO  THE  PERMANENTLY 
AND  TOTALLY  DISABLED:  INCOME  ELIGIBILITY  LEVEL  FOR 
PAYMENTS  AND  LARGEST  AMOUNT  PAID  FOR  BASIC  NEEDS, 
BY  STATE,  JULY  1972-Continued 


Blind  individual         Disabled  individual 


Income  amount  Income  amount 

eligibility  paid  for  eligibility  paid  for 

level  for  basic  level  for  basic 

payments  needs  payments  needs 


North  Carolina   $120  $120  $115  $115 

North  Dakota   125  125  125  125 

Ohio   126  126  116  116 

Oklahoma   130  130  130  130 

Oregon   163  163  122  122 

Pennsylvania..   150  150  138  138 

Rhode  Island   163  163  163  163 

South  Carolina   103  95  87  80 

South  Dakota   180  180  180  180 

Tennessee   102  97  102  97 

Texas   110  110  110  105 

Utah   122  122  112  122 

Vermont   177  177  177  177 

Virginia   153  153  152  152 

Washington   149  149  149  149 

West  Virginia   123  123  123  123 

Wisconsin   175  175  175  175 

Wyoming   139  104  127  104 


^No  program. 
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Costs 

The  new  Federal  program  as  a  substitute  for  the  present  assistance 
programs  for  needy  aged,  blind,  and  disabled  result  in  increased 
Federal  expenditures  as  shown  in  table  4. 

TABLE  4.— FEDERAL  COSTS  FOR  THE  AGED,  BLIND, 
AND  DISABLED,  1974 


[In  millions  of  dollars] 

Present  law: 

Welfare  payments  "   $2.1 

Administration  2 

Food  stamps   .3 


Total   2.6 


Committee  bill  increases: 

Supplemental  security  income  payments  (including 

cashing  out  food  stamps).   3.1 

Administration   .3 

Food  stamps   —.3 


Total  increase   +3.1 
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VII.  GUARANTEED  JOB  OPPORTUNITY  FOR  FAMILIES 


(Part  B  of  title  IV  of  the  bill,  establishing  a  new  tile  XX  of  the 
Social  Security  Act) 

The  whole  Nation  has  become  increasingly  concerned  at  the  rapid 
growth  of  the  welfare  rolls  in  recent  years,  and  with  good  reason. 

By  far  the  major  factor  in  this  growth  has  been  the  increase  m  the 
number  of  persons  receiving  Aid  to  Families  with  Dependent  Chil- 
dren. From  5.3  million  recipients  at  the  end  of  1967,  the  number  of 
AFDC  recipients  doubled  during  the  next  four  years.  The  soarmg 
costs  of  this  program  have  forced  States  to  shift  funds  into  welfare 
that  would  otherwise  go  for  education,  health,  housing  and  other 
pressing  social  needs.  There  is  universal  agreement  that  something 
must  be  done,  but  there  remains  much  confusion  about  the  nature  of 
the  problem  that  must  be  solved.  The  committee  feels  that  a  more 
expensive  and  expansive  welfare  program  is  not  the  answer. 

The  soaring  welfare  rolls  reflect  three  developments. 

First,  they  show  that  there  are  a  large  number  of  children  in  this 
country  who  are  needy  and  whose  parents  in  most  cases  are  not 
working. 

Second,  they  show  an  alarming  increase  in  dependency  on  the  tax- 
payer. The  proportion  of  children  in  this  country  who  are  receiving 
AFDC  has  climbed  sharply,  from  three  percent  in  the  mid-fifties  to 
nine  percent  today.  This  means  that  an  increasing  number  of  families 
are  becoming  dependent  on  welfare  and  staying  dependent  on  welfare. 

Third,  the  growth  in  the  AFDC  rolls  reflects  increasing  family 
breakup  and  increasing  failure  to  form  families  in  the  first  place. 
Births  out  of  wedlock,  particularly  to  teenage  mothers,  have  increased 
sharply  in  the  past  decade.  Two  striking  statistics  highlight  the  prob- 
lem :  the  number  of  families  headed  by  women  increased  by  15  percent 
between  1970  and  1971,  while  the  number  of  families  with  both  father 
and  mother  present  declined  in  absolute  numbers  during  the  same  one- 
year  period.  Today,  almost  8  million  women  and  children  receive  wel- 
fare because  of  the  "absence  of  the  father  from  the  home" — principally 
due  to  family  breakup  or  failure  of  the  father  to  marry  the  mother  of 
his  child. 

Many  persons  who  strongly  advocate  increasing  welfare  benefits 
have  simply  glossed  over  the  problem  of  family  breakup  and  the  in- 
crease of  births  out  of  wedlock.  Even  more  importantly,  they  have 
avoided  discussing  the  problem  of  increasing  dependency. 

In  an  article  that  appeared  in  the  New  York  Magazine  in  October 
971,  Nathan  Glazer  raises  the  fundamental  question  of  what  increas- 
/jg  dependency  on  welfare  has  done  for  recipients  in  New  York  City : 
Has  it  reduced  starvation  and  given  them  more  food?  Has  it 
improved  their  housing  ?  Has  it  improved  their  environment  ?  Has 
it  improved  their  clothing?  Has  it  heightened  their  self-respect 
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and  sense  of  power?  Has  it  better  and  more  effectively  incorpo- 
rated them  into  the  economic  and  political  life  of  the  city  ?  .  .  . 
Blanche  Bernstein,  director  of  research  at  the  New  School's  Cen- 
ter for  New  York  City  Affairs,  has  estimated  that  50  percent  of 
the  increase  in  welfare  recipients  in  New  York  City  during  the 
1960's  was  due  to  desertion  and  25  percent  was  due  to  illegitimate 
births.  She  reports  that  in  1961  there  were  12,000  deserted  families 
on  welfare  in  New  York  City.  By  1968  there  were  80,000.  What 
happened  in  New  York  City  was  not  an  explosion  in  wel- 
fare alone.  The  city  witnessed  an  explosion  in  desertion  and  in 
illegitimacy.  .  .  . 

Welfare,  alo^g  with  those  who  pressed  its  expansion,  deprived 
the  poor  of  New  York  of  what  was  for  them — as  for  the  poor  who 
preceded  them — the  best  and  indeed  only  way  to  the  improvement 
of  their  condition,  the  way  that  involved  commitment  to  work  and 
the  strengthening  of  family  ties.  In  place  of  this,  the  advocates 
of  revolution  through  welfare  explosion  propagated  a  false  and 
demeaning  sense  of  the  "rights"  of  the  poor,  one  which  had  dis- 
astrous consequences  .  .  . 

Relief  is  necessary  to  the  poor.  In  any  civilized  society  it  must 
be  given  generously,  and  if  needed,  extensively.  But  it  should  be 
the  aim  of  every  society  to  find  and  encourage  other  means  to 
the  maintenance  of  a  decent  standard  of  living  than  the  distri- 
bution of  charity.  For  whatever  the  position  of  modern  advo- 
cates of  welfare  rights,  welfare  can  never,  if  given  regularly  on 
an  extensive  scale,  be  other  than  alms,  and  whatever  alms  did  for 
the  souls  of  those  who  gave  them,  they  could  not  be  good  for  the 
souls  of  those  who  received  them.  Every  society — capitalist,  so- 
cialist, or  "welfare  state" — ^tries  to  find  ways  to  replace  money 
relief  and  to  make  it  unnecessary.  To  advocate  its  expansion  as 
a  means  of  dealing  with  distress  is  one  thing ;  to  advocate  its  ex- 
pansion as  a  means  of  breaking  the  commitment  to  work  with  its 
attendant  effects  on  self-respect  and  on  family  life  is  irresponsible. 
The  fundamental  problem  is  raised  somewhat  differently  in  an 
article  entitled  "Welfare :  the  Best  of  Intentions,  the  Worst  of  Results" 
that  appeared  in  the  August,  1971,  issue  of  Atlantic  Magazine.  The 
author,  Irving  Kristol,  begins  by  quoting  from  the  19th  century  social 
commentator  Alexis  de  Tocqueville : 

"There  are  two  incentives  to  work :  the  need  to  live  and  the  desire 
to  improve  the  conditions  of  life.  Experience  has  proven  that  the 
majority  of  men  can  be  sufficiently  motivated  to  work  only  by  the 
first  of  these  incentives.  The  second  is  only  effective  with  a  small 
minority.  ...  A  law  which  gives  all  the  poor  a  right  to  public  aid, 
whatever  the  origin  of  their  poverty,  weakens  or  destroys  the  first 
stimulant  and  leaves  only  the  second  intact." 

At  this  point,  we  are  bound  to  draw  up  short  and  take  our  leave 
of  Tocqueville.  Such  gloomy  conclusions,  derived  from  a  less  than 
benign  view  of  human  nature,  do  not  recommend  themselves  either 
to  the  twentieth-century  political  imagination  or  to  the  American 
political  temperament.  We  do  not  like  to  think  that  our  instincts 
of  social  compassion  might  have  dismal  consequences — not  acci- 
dentally but  inexorably.  We  simply  cannot  believe  that  the  uni- 
verse is  so  constituted.  We  much  prefer,  if  a  choice  has  to  be  made. 
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to  have  a  good  opinion  of  mankind  and  a  poor  opinion  of  our 
socio-economic  system.  ... 

Somehow,  the  fact  that  more  poor  people  are  on  welfare,  receiv- 
ing more  generous  payments,  does  not  seem  to  have  made  this 
country  a  nicer  place  to  live — not  even  for  the  poor  on  welfare, 
whose  condition  seems  not  noticeably  better  than  when  they  were 
poor  and  off  welfare.  Something  appears  to  have  gone  wrong :  a 
liberal  and  compassionate  social  policy  has  bred  all  sorts  of  un- 
anticipated and  perverse  consequences.  .  .  . 

To  raise  such  questions  is  to  point  to  the  fundamental  problems 
of  our  welfare  system,  a  vicious  circle  in  which  the  best  of  inten- 
tions merge  into  the  worse  of  results. 
As  Congress  examines  fundamental  questions  concerning  the  effect 
of  dependency  on  welfare,  it  must  also  take  note  of  developments  in 
American  society,  such  as  the  changing  role  of  women  in  America  and 
the  increasing  public  demand  for  action  to  improve  the  quality  of  life 
in  this  country. 

When  the  AFDC  program  was  first  established  under  the  Social  Se- 
curity Act  of  1935,  American  society  generally  viewed  a  mother's  role 
as  requiring  her  to  stay  at  home  to  take  care  of  her  children ;  she  would 
be  considered  derelict  in  her  duties  if  she  failed  to  do  so.  But  values 
have  changed,  and  today,  one-third  of  all  mothers  with  children  under 
age  six  are  members  of  the  labor  force,  and  more  than  half  oi  the  moth- 
ers with  school-age  children  only  are  members  of  the  labor  force.  This 
number  has  been  growing  steadily  in  the  past  20  years,  and  it  may  be 
expected  to  continue  to  grow.  In  families  where  the  father  is  not  pres- 
ent, two-thirds  of  the  mothers  with  school-age  children  are  in  the  labor 
force. 

At  the  same  time,  it  is  widely  recognized  today  that  many  important 
tasks  in  our  society  remain  undone,  such  as  jobs  necessary  to  improve 
our  environment,  improve  the  quality  of  life  in  our  cities,  improve  the 
quality  of  education  in  our  schools,  improve  the  delivery  of  health 
services,  and  increase  public  safety  in  urban  areas.  The  heads  of  wel- 
fare families  are  qualified  to  perform  many  of  these  tasks.  Yet  welfare 
pays  persons  not  to  work  and  penalizes  them  if  they  do  work.  Does  it 
make  sense  to  pay  millions  of  persons  not  to  work  at  a  time  when  so 
many  vital  jobs  go  undone  ?  Can  this  Nation  treat  mothers  of  school- 
age  children  on  welfare  as  though  they  were  unemployable  and  pay 
them  to  remain  at  home  when  more  than  half  of  mothers  with  school- 
age  children  in  the  general  population  are  already  working  ? 

It  is  the  committee's  conclusion  that  paying  an  employable  person 
a  benefit  based  on  need,  the  essence  of  the  welfare  approach,  has  not 
worked.  It  has  not  decreased  dependency — it  has  increased  it.  It  has 
not  encouraged  work — it  has  discouraged  it.  It  has  not  added  to  the 
dignity  of  the  lives  of  recipients,  but  it  has  aroused  the  indignation 
of  the  taxpayers  who  must  pay  for  it. 
As  President  Nixon  has  stated : 

In  the  final  analysis,  we  cannot  talk  our  way  out  of  poverty ;  we 
cannot  legislate  our  way  out  of  poverty ;  but  this  Nation  can  work 
its  way  out  of  poverty.  What  America  needs  now  is  not  more 
welfare,  but  more  "workfare".  .  .  .  This  would  be  the  effect  of 
the  transformation  of  welfare  into  "workfare,"  a  new  work- 
rewarding  program. 
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The  committee  agrees  that  the  only  way  to  meet  the  economic  needs 
of  poor  persons  while  at  the  same  time  decreasing  rather  than  increas- 
ing their  dependency  is  to  reward  work  directly  by  increasing  its 
value.  The  committee  bill  seeks  to  put  the  President's  words  into 
practice  by : 

(1)  Guaranteeing  employable  family  heads  a  job  opportunity 
rather  than  a  welfare  income ;  and  by 

(2)  Increasing  the  value  of  work  by  relating  Federal  benefits 
directly  to  work  effort. 

The  committee  found  that  the  House-passed  bill  would  not  carry 
out  these  objectives.  It  would  not  reform  the  existing  welfare  system, 
but  would  merely  expand  it;  instead  of  reducing  the  w^elfare  rolls  it 
would  increase  them  by  some  fifteen  million  people  in  the  first  year 
alone.  It  would  not  reward  work  effort  but  would  instead  penalize  it — 
more  than  present  law  in  most  cases.  It  would  not  provide  work  for  the 
employable  but  instead  would  provide  welfare  for  those  who  work. 
Though  it  would  ostensibly  separate  employables  and  unemployables, 
it  in  fact  would  provide  welfare  payments  for  both  categories. 

The  basic  approach  of  the  House  bill  is  to  keep  on  the  welfare  rolls 
all  of  those  who  are  now  on  and  to  add  to  the  welfare  rolls  those  who 
are  now  working  at  low  incomes.  This  is  welfare  expansion,  not  wel- 
fare reform.  Having  added  mxillions  to  the  welfare  rolls  the  House  bill 
then  operates  on  the  hope  that  those  who  have  been  put  onto  the  wel- 
fare rolls  can  be  removed  through  expanded  work  and  training  pro- 
grams. The  relatively  small  work  and  training  programs  under  pres- 
ent law  have  failed  to  have  an  impact  on  the  growing  AFDC  rolls — 
how  much  more  unlikely,  then,  that  expanded  work  and  training  pro- 
grams would  have  an  impact  on  welfare  rolls  that  have  been  doubled. 
The  committee  bill  takes  a  different  approach. 

The  committee  bill  will  substantially  increase  Federal  expenditures 
to  low-income  working  persons,  but  the  increased  funds  that  go  to 
them — about  $2.4  billion — will  be  paid  in  the  form  of  wages  and  wage 
supplements,  not  in  the  form  of  welfare,  since  the  payments  will  be 
related  to  work  effort  rather  than  to  need.  Under  the  present  welfare 
system  and  under  the  House-passed  bill,  an  employed  person  who  cuts 
his  or  her  working  hours  in  half  receives  a  much  higher  welfare  pay- 
ment ;  under  the  committee  bill,  a  person  reducing  his  or  her  work  effort 
by  half  would  find  the  Federal  benefits  also  reduced  by  half. 

Description  of  Guaranteed  Employment  Program 

Under  the  guaranteed  employment  program  recommended  in 
the  committee  bill,  persons  considered  employable  would  not  be  eli- 
gible to  receive  their  basic  income  from  Aid  to  Families  with  De- 
pendent Children  but  would  be  eligible  on  a  voluntary  basis  to  par- 
ticipate in  a  wholly  federally  financed  employment  program.  Thus, 
employable  family  heads  would  not  be  eligible  for  a  guaranteed  wel- 
fare income,  but  would  be  guaranteed  an  opportunity  to  work. 

In  the  description  of  the  guaranteed  job  program  that  follows,  it  is 
assumed  that  the  Federal  minimum  wage  will  rise  to  at  least  $2.00 
per  hour. 
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The  following  table  shows  which  families  would  continue  to  be 
eligible  for  welfare  and  which  families  would  no  longer  be  eligible  to 
receive  their  basic  income  from  welfare  under  the  committee  bill : 

Not  Eligible  To  Receive  Basic  In- 
Eligihle  for  Welfare  come  from  Welfare  ^ 

1.  Family  headed  by  mother  with  1.  Family  headed  by  able-bodied 

child  under  age  6  father 

2.  Family  headed  by  incapacitated  2.  Generally,  family  headed  by 

father  where  mother  is  not  in  mother  with  no  child  under 

the  home  or  is  caring  for  age  6 

father 

3.  Family  headed  by  mother  who 

is  ill,  incapacitated,  or  of 
advanced  age 

4.  Family  headed  by  mother  too 

remote  from  an  employment 
program  to  be  able  to  par- 
ticipate 

6.  Family  headed  by  mother  at- 
tending school  full  time  even 
if  there  is  no  child  under 
age  6 

6.  Family  headed  by  mother  need- 

ed at  home  to  care  for  dis- 
abled family  member 

7.  Child  living  with  neither  par- 

ent, together  with  his  care- 
taker relative  (s)  (though 
State  may  deny  welfare  if  his 
mother  is  also  receiving  wel- 
fare) 

An  estimated  40  percent  or  1.2  million  of  the  3  million  families  cur- 
rently receiving  Aid  to  Families  with  Dependent  Children  would 
have  to  obtain  their  basic  source  of  income  from  employment  once  the 
committee  bill  becomes  effective. 

All  heads  of  families,  whether  eligible  for  welfare  or  not,  as  well  as 
heads  of  families  no  longer  eligible  for  welfare,  could  volunteer  to 
participate  in  the  new  employment  program. 

The  committee  bill  provides  three  basic  types  of  benefit  to  heads 
of  families : 

1.  A  work  bonus  equal  to  10  percent  of  wages  covered  under  social 
security  up  to  a  maximum  bonus  of  $400  annually  with  reductions  in 
the  bonus  as  the  husband's  and  wife's  washes  rise  above  $4,000. 

2.  A  wage  supplement  for  persons  employed  at  less  than  $2.00  per 
hour  (but  at  least  at  $1.50  per  hour)  equal  to  three  quarters  of  the 
difference  between  the  actual  wage  paid  and  $2.00  per  hour. 

3.  A  guaranteed  job  opportunitv  with  a  newly  established  "Work 
Administration  paying  $1.50  per  hour  for  32  hours  and  with  maxi- 
mum weekly  earnings  of  $48. 


1  These  families  would  be  eli^ble  for  State  supnlementation  if  the  State  payment  level 
is  over  $2,400  a  year  for  the  family  and  if  otherwise  eligible  under  the  State  requirements. 
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Work  Incentives  Under  the  Program 

The  program  would  guarantee  each  family  head  an  opportunity  to 
earn  $2,400  a  year,  the  same  amount  as  the  basic  guarantee  under  the 
House  bill  for  a  family  of  four.  It  also  strengthens  work  incentives 
rather  than  undermining  them,  as  shown  in  the  tables  below. 

Tables  1  through  4  show  the  work  incentive  effects  under  the  House 
bill  and  under  the  committee  bill.  In  table  1,  the  three  types  of  em- 
ployment are  compared  under  the  guaranteed  employment  program. 
Since  the  House  bill  generally  contemplates  a  Federal  welfare  benefit 
rather  than  direct  employment  by  the  Federal  Government,  tables  2, 
3,  and  4  show  welfare  benefits  for  the  family  if  the  father  earns  $1.50 
an  hour  or  $2.00  an  hour  in  regular  employment.  The  tables  also  show 
what  happens  to  total  family  income  under  the  House  bill  and  the 
committee  bill  if  the  father  works  40  hours  a  week  (32  hours  a  week 
in  the  case  of  guaranteed  employment),  20  hours  a  week  (16  hours  a 
week  in  the  case  of  guaranteed  employment) ,  or  no  hours  a  week.  The 
sources  of  income  shown  are:  (a)  wages  paid  by  the  employer,  (b) 
wages  paid  by  the  Government,  either  as  employer  or  in  the  form  of  a 
wage  supplement  to  the  employee  (for  those  in  jobs  paying  be- 
tween $1.50  and  $2.00  per  hour),  and  (c)  the  work  bonus  equal  to 
10  percent  of  wages  covered  under  social  security. 

Table  1  shows  these  major  points  about  the  committee  plan: 

(1)  Since  the  participant  is  paid  for  working,  his  wages  do  not 
vary  with  family  size.  Thus  a  family  with  one  child  would  have 
no  economic  incentive  to  have  another  child.  This  feature  also 
preserves  the  principle  of  equal  pay  for  equal  work. 

(2)  As  the  employee's  rate  of  pay  increases,  his  total  income 
increases. 

(3)  As  the  employee's  income  rises  due  to  higher  pay  in  a 
regular  job,  the  cost  to  the  Government  decreases :  $1.50-per-hour 
employment  by  the  Government  costs  the  taxpayer  $48  for  a 
32-hour  week;  working  40  hours  for  a  private  employer  at  the 
same  $1.50  hourly  rate  gives  the  employee  a  $33  boost  in  income 
while  cutting  the  cost  to  the  Government  by  $27.  Moving  to  an 
unsubsidized  job  at  $2.00  per  hour  increases  the  employee's  income 
another  $7  while  saving  the  Government  about  $13  more. 

(4)  The  less  the  employee  works,  the  less  he  gets.  No  matter 
what  the  type  of  employment,  the  employee  who  works  half-time 
gets  half  of  what  he  would  get  if  he  works  full  time;  he  gets 
no  Federal  benefit  if  he  fails  to  work  at  all. 

(5)  The  value  of  working  is  increased  rather  than  decreased. 
Working  32  hours  for  the  Government  is  worth  $1.50  per  hour ; 
when  a  private  employer  pays  $1.50,  the  value  of  working  to  the 
employee  is  $2.02  per  hour;  and  working  at  $2.00  per  hour  is 
worth  $2.20  per  hour  to  the  employee.  This  will  assure  that  any 
family  head  in  private  employment  will  receive  more  than  $2.00 
an  hour.  Under  the  House  bill,  by  way  of  contrast,  the  value  of 
working^  is  decreased  rather  than  increased,  since  the  family  would 
be  eligible  for  welfare  benefits  if  the  family  head  does  nothing. 
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Actual  value  of  40  hours  of 
employment  under— 

House  bill  Committee 
Wage  paid  by  employer  (cents)  bill 

$1.50   73  $2.02 

$2.00   190  2.20 

1  $1.23  for  a  family  of  2;  $1.04  for  a  family  of  3. 

(6)  Earnings  from  other  employment  do  not  decrease  the  wages 
received  for  hours  worked.  Thus  an  individual  able  to  work  in 
private  employment  part  of  the  time  increases  his  income  and 
saves  the  Government  money.  Virtually  no  policing  mechanism 
is  necessary  to  check  up  on  his  income  from  work. 

TABLE  1.— WORK  INCENTIVES  UNDER  THE  COMMITTEE  BILL 

Employed  by- 
Govern-  Private  Private 
ment  at  employer  employer 
$1.50  per  at  $1.50       at  $2.00 
hour  per  hour       per  hour 

40  hours  worked  (32  hours  if  guaran- 
teed employment): 
Wages  paid  by- 
Employer   $60.00  $80.00 

Government                       $48.00  15.00   

Special  10-percent  payment   6.00  8.00 

Total  Government  payment. . .     48.00     21.00  8.00 

Total  income   48.00     81.00  88.00 

20  hours  worked  (16  hours  if  guaran- 
teed employment): 
Wages  paid  by- 
Employer   30.00  40.00 

Government   24.00  7.50   

Special  10-percent  payment   3.00  4.00 

Total  Government  payment....  24.00  10.50  4.00 

Total  income   24.00  40.50  44.00 

No  hours  worked   0  0  0 

Hourly  value  of  working   1.50  2.02  2.20 
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Work  Disincentives  Under  Present  Law  and  Administration 

Proposal 

By  way  of  contrast,  under  present  law  a  mother  who  is  eligible 
for  welfare  is  guaranteed  a  certain  monthly  income  (at  a  level  set  by 
the  State)  if  she  has  no  other  source  of  income;  if  she  begins  to  work, 
her  welfare  payment  is  reduced.  Specifically,  though  an  allowance 
is  made  for  work  expenses,  her  welfare  payment  is  reduced  $2  for  each 
$3  earned  in  excess  of  $30  a  month.  Generally,  then,  for  each  dollar 
earned  and  reported  to  the  welfare  agency,  the  family's  income  is 
increased  by  only  33  cents. 

The  House  bill  uses  the  same  basic  approach  as  present  law  but 
substitutes  a  flat  $60  exemption  plus  one-third  of  additional  earnings 
for  the  present  $30  plus  work  expenses  plus  one-third  of  additional 
earnings.  The  disincentive  effects  of  this  are  clearly  illustrated  in 
the  following  examples  of  the  effect  of  the  House  bill  on  the  income 
of  a  family  of  4  as  shown  in  table  2 : 

(1)  The  less  the  individual  works,  the  more  the  Government 
pays.  For  example,  an  individual  working  at  $2.00  per  hour  for 
20  hours  receives  $28.60  more  in  welfare  than  an  individual  work- 
ing 40  hours  a  week  at  that  wage ;  if  he  does  not  work  at  all,  his 
government  benefit  goes  up  by  $44.10. 

(2)  An  individual  cutting  back  on  his  work  effort  decreases  his 
income  by  a  relatively  smaller  amount,  or,  said  another  way,  the 
value  of  work  is  substantially  lower  under  the  House  bill  than 
under  the  committee  bill.  The" total  income  of  an  individual  work- 
ing at  $2.00  per  hour  for  20  hours  under  the  House  bill  is  only 
about  $13  less  than  his  total  income  if  he  works  full  time  at  that 
wage.  An  individual  who  works  not  at  all  receives  only  $36  less 
than  the  $82  received  by  an  individual  working  40  hours  at  $2.00 
an  hour. 

(3)  The  value  of  working  is  decreased  rather  than  increased. 
Since  the  family  is  eligible  for  $46.20  in  welfare  for  doing  nothing, 
the  $29.20  in  additional  family  income  for  40  hours  of  work  at 
$1.50  per  hour  amounts  to  a  value  of  only  7U  an  hour  for  workmflj. 
Working  40  hours  a  week  at  $2.00  per  hour  is  worth  only  90^ 
per  hour  to  the  employee. 

(4)  Earnings  from  any  employment  (as  well  as  child  support 
pavments) ,  if  reported,  reduce  the  benefits  received  by  the  family. 

Tables  3  and  4  similarly  show  income  under  the  House-passed  bill 
for  a  family  with  two  members  and  for  a  family  with  three  members. 
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TABLE  2.-W0RK  DISINCENTIVES  UNDER  THE  HOUSE  BILL: 
INCOME  FOR  A  FAMILY  OF  4 

Employed  by— 


Private  employer 
at  $1.50  per  hour 

Private  employer 
at  $2.00  per  hour 

40  hours  worked: 

Wages  

Welfare  

$60.00 
15.40 

$80.00 

2.10 

Total  income  

75.40 

82.10 

20  hours  worked: 

Wages  

Welfare 

30.00 
35.40 

40.00 
28.70 

Total  income  

65.40 

68.70 

No  hours  worked: 

Wages  

Welfare  

0 

46.20 

0 

46.20 

Total  income  

46.20 

46.20 

Hourly  value  of  working  40  hours. 

.73 

.90 
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TABLE  3.-W0RK  DISINCENTIVES  UNDER  THE  HOUSE  BILL: 
INCOME  FOR  A  FAMILY  OF  2 


Employed  by- 
Private  Private 
employer  employer 


at  $1.50  at  $2.00 

per  hour  per  hour 

40  hours  worked: 

Wages   $60.00  $80.00 

Welfare   0  0 

Total  income   60.00  80.00 

20  hours  worked: 

Wages   30.00  40.00 

Welfare   20.00  13.30 

Total  income   50.00  53.30 

No  hours  worked: 

Wages   0  0 

Welfare   30.80  30.80 

Total  income   30.80  30.80 

Hourly  value  of  working  for  40  hours. .  .73  1.23 
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TABLE  4.-W0RK  DISINCENTIVES  UNDER  THE  HOUSE  BILL: 
INCOME  FOR  A  FAMILY  OF  3 


Employed  by- 

Private 
employer 
at  $1.50 
per  hour 

Private 
employer 
at  $2.00 
per  hour 

40  hours  worked: 

Wages  

$60.00 
7  7n 

$80.00 

20  hours  worked: 

Wages  

VVcl  Idle  

30.00 

97  70 

40.00 

^  1  .uu 

1  oiai  income  

o/./u 

Di.UU 

No  hours  worked: 

Wages  

Welfare  

0 

38.50 

0 

38.50 

Total  income  

38.50 

38.50 

Hourly  value  of  working  40  hours  

.73 

1.04 
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In  brief,  the  committee  bill  would  pay  more  to  the  person  who  works 
more,  and  save  the  Government  the  most  money  if  the  individual  in- 
creases his  wages  to  the  $2.00  per  hour  level  or  above.  The  House- 
passed  bill,  by  way  of  contrast,  would  substantially  diminish  the  value 
of  an  individual's  work  by  paying  him  more  if  he  works  less  and  by 
allowing  him  to  gain  only  slightly  if  his  rate  of  pay  is  increased. 

The  committee  bill  thus  provides  strong  and  mutually  reinforcing 
incentives  to  the  individual,  the  Government,  and  the  employer  to 
move  welfare  recipients  into  employment  and  independence.  For  the 
individual  every  hour  worked  increases  his  income ;  regular  work  for 
a  private  employer  increases  his  income  more  than  guaranteed  employ- 
ment provided  by  the  Government ;  and  work  without  a  Federal  wage 
supplement  (that  is,  work  paying  $2. 00  per  hour  or  more)  increases 
his  income  more  than  lower-paying  work  with  a  wage  supplement. 
These  incentives  for  the  individual  to  seek  more  and  higher  paying 
employment  are  reinforced  by  incentives  for  the  Government  to  move 
him  in  the  same  direction.  As  the  individual  moves  from  guaranteed 
employment  to  employment  with  a  wage  supplement,  the  Federal  cost 
drops  from  $1.50  per  hour  to  53  cents  per  hour  or  less,  and  as  he  moves 
into  a  job  paying  at  least  $2.00  per  hour,  the  Federal  cost  drops  still 
further — to  20  cents  per  hour  if  his  hourly  wage  is  $2.00,  decreasing 
to  zero  by  the  time  his  hourly  wage  reaches  $2.80.  Similarly,  the  incen- 
tives for  employment  which  the  individual  and  the  Government  have 
under  the  committee  bill  are  further  reinforced  by  incentives  for  pri- 
vate employers  to  provide  such  employment  since  they  will  qualify  for 
a  tax  credit  of  20  percent  of  the  wages  paid  for  a  year  (up  to  a  maxi- 
mum $800  credit)  if  they  hire  participants  in  the  guaranteed  employ- 
ment program. 

Elements  of  Employment  Program 

Kinds  of  Employment 

The  committee  contemplates  that  the  employment  program  would 
involve  placement  in  three  kinds  of  employment : 

1.  Kegular  employment  in  the  private  sector  or  in  jobs  in  pub- 
lic or  nonprofit  private  agencies; 

2.  Private  or  public  employment  with  the  employee's  wages 
supplemented;  and 

3.  Newly  developed  jobs,  with  the  Federal  Government  bearing 
the  full  cost  of  the  salary. 

Placement  in  Regular  Employment 

When  program  participants  are  ready  for  employment  with  little 
or  no  preparation,  the  Work  Administration  would  attempt  to  place 
them  in  regular  jobs  paying  $2.00  per  hour  or  more  (and  thus  involv- 
ing no  wage  supplement) .  This  would  be  the  Work  Administration's 
first  priority. 

Public  or  Private  Employment  With  Wage  Supplement 

The  next  priority  would  be  jobs  not  covered  by  the  Federal  mini- 
mum wage  law,  in  which  the  employer  paid  less  than  $2.00  per  hour 
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but  at  least  $1.50  per  hour.  No  supplement  would  be  paid  if  the  em- 
ployer reduced  pay  for  the  job  because  of  the  supplement.  Thus  no  jobs 
presently  paying  the  minimum  wage  would  be  downgraded  under  the 
committee  bill,  and  the  minimum  wage  itself  would  not  be  affected. 
Rather,  the  supplement  relates  solely  to  those  jobs  not  covered  under 
the  minimum  wage  law.  Some  of  these  include : 


Small  retail  stores : 
Sales  clerk 
Cashier 
Cleanup  man 

Small  service  establishments ; 
Beautician  assistant 
Waiter 
Waitress 
Busboy 
Cashier 
Cook 
Porter 

Chambermaid 
Counterman 

Domestic  service : 
Gardener 
Handyman 
Cook 

Household  aide 
Child  attendant 
Attendant  for  aged  or 
abled  person 


Outside  salesmen  in  any  industry. 

Public  sector : 

Recreation  aide 
Swimming  pool  attendant 
Park  service  worker 
Environmental  control  aide 
Ecology  aide 
Sanitation  aide 
Library  assistant 
Police  aide 

Fire  department  assistant 
Social  welfare  service  aide 
Family  planning  aide 
Child  care  assistant 
Consumer  protection  aide 
Caretaker 

Home  for  the  aged  employee 

Agricultural  labor : 

Jobs  picking,  grading,  sort- 
ing, and  grading  crops; 
dis-  spraying,  fertilizing,  and 

other  preparatory  work ; 
milking  cows;  caring  for 
livestock 


For  these  jobs,  the  Federal  Government  would  make  a  payment 
to  any  employee  who  is  the  head  of  a  household  equal  to  three  quarters 
of  the  difference  between  what  the  employer  pays  him  and  $2.00  per 
hour,  for  up  to  40  hours  a  week.  Thus  if  an  employer  paid  $1.50  an 
hour  the  Federal  supplement  would  amount  to  38  cents  an  hour  (three- 
quarters  of  the  50-cent  difference  between  $1.50  and  $2.00).  This  wage 
supplement  would  be  administered  by  the  local  office  of  the  Work 
Administration. 

Guaranteed  Employment 

For  persons  who  could  not  be  placed  in  either  regular,  public  or 
private  employment  (with  or  without  a  wage  supplement),  the  Work 
Administration  would  provide  employment  which  would  pay  at  the 
rate  of  $1.50  per  hour.  An  individual  could  work  up  to  32  hours  a 
week  (an  annual  rate  of  about  $2,400),  and  would  be  paid  on  the 
basis  of  hours  worked  just  as  in  any  other  job.  There  would  be  no  pay 
for  hours  not  worked. 

However,  a  woman  with  school-age  children  would  not  be  required 
to  be  away  from  home  during  hours  that  the  children  are  not  in  school 
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(unless  child  care  is  provided),  although  she  may  be  asked,  in  order  to 
earn  her  wage,  to  provide  after-school  care  to  children  other  than  her 
own  during  these  hours. 

Participants  would  not  be  considered  Federal  employees,  nor  would 
they  be  covered  by  social  security,  unemployment  compensation  or 
workmen's  compensation.  The  10  percent  special  work-bonus  would 
not  apply  to  their  salary. 

For  these  individuals  who  cannot  be  placed  immediately  in  regular 
employment  at  a  rate  of  pay  at  least  equal  to  the  minimum  wage,  or 
in  em.ployment  with  a  wage  supplement,  the  major  emphasis  would  be 
on  having  them  perform  useful  work  which  can  contribute  to  the 
betterment  of  the  community.  A  large  number  of  such  activities  are 
currently  going  undone  because  of  the  lack  of  individuals  or  funds  to 
do  them.  With  a  large  body  of  participants  for  whom  useful  work  will 
have  to  be  arranged,  many  of  these  community  improvement  activities 
could  now  be  done.  At  the  same  time,  safeguards  are  provided  so  that 
the  program  meets  the  goal  of  opening  up  new  job  opportunities  and 
does  not  simply  replace  existing  employees,  whether  in  the  public  or 
private  sector. 

To  this  end,  the  committee  bill  requires  that  the  Work  Administra- 
tion observe  the  following  criteria  in  making  arrangements  with  State 
and  local  governments  and  with  nonprofit  agencies  for  work  projects 
to  be  performed  by  participants  in  the  guaranteed  employment  pro- 
gram :  such  work  is  performed  on  projects  which  serve  a  useful  public 
purpose  and  do  not  result  either  in  displacement  of  regular  workers  or 
in  the  performance  of  work  that  would  otherwise  be  performed  by 
employees  of  public  or  private  agencies,  institutions,  or  organizations. 
However,  the  Work  Administration  could  utilize  participants  in  the 
program  on  a  temporary  or  project  basis  to  supplement  the  work  of 
such  employees  in  situations  where  more  workers  than  those  who 
are  normally  employed  can  be  effectively  used.  Thus  the  job  program 
cannot  be  used  to  undermine  existing  wage  standards. 

For  mothers  with  younger  children  particularly^,  the  Work  Admin- 
istration would  provide  training  and  other  activities  designed  to  im- 
prove the  quality  of  life  for  the  children  of  participants  through 
improvement  of  home,  neighborhood,  and  other  environmental  con- 
ditions in  which  the  children  live.  For  example,  mothers  can  be  trained 
in  skills  to  improve  their  homemaking  and  upgrade  the  physical 
conditions  in  which  the  children  live.  This  would  include  cleaning  up 
and  beautifying  their  apartments  or  homes,  perhaps  in  groups  with 
other  participant  mothers,  as  well  as  training  in  consumer  skills  and 
providing  a  pleasing  home  atmosphere  with  child-centered  activities 
in  the  home  in  which  the  child  can  join  and  have  fun.  Many  of  these 
activities  could  occur  in  the  home  and  in  the  neighborhood  with  other 
participant  mothers  to  provide  a  social  life  for  participants  as  well.  A 
major  goal  of  this  type  of  activity  would  be  to  impress  upon  partici- 
pants that  they  have  the  ability  to  improve  the  living  conditions  of 
their  children  and  to  increase  and  reward  their  desire  to  do  so.  Par- 
ticipants engaged  in  this  type  of  activity  as  part  of  their  employment 
during  the  week  would  be  required  to  report  for  work  to  a  participant 
or  regular  Work  Administration  employee  serving  as  a  supervisor. 
Since  expansion  of  child  care  will  be  an  immediate  need,  a  number  of 
mothers  will  be  trained  initially  in  providing  good  child  care. 
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Temporary  employment  could  be  arranged  with  private  employers. 
During  such  temporary  employment,  participants  would  continue  to 
be  transitional  employees  of  the  Work  Administration :  that  is,  they 
would  continue  to  be  paid  by  the  Work  Administration.  The  employee 
would  be  paid  the  prevailing  wage  for  the  job,  however,  and  the  Work 
Administration  would  bill  the  private  employer  for  the  employee's 
wages  and  other  costs  associated  with  making  those  services  available. 
Unlike  other  forms  of  transitional  employment  by  the  Work  Adminis- 
tration, such  temporary  employment  with  private  employers  would  be 
covered  under  social  security  if  the  employment  would  be  covered  by 
social  security  when  performed  directly  for  the  employer. 

The  Work  Administration  would  attempt  to  the  greatest  possible 
extent  to  place  participants  in  the  transitional  government  employ- 
ment program  into  regular  permanent  employment.  The  following 
categories  of  regular  permanent  employment  are  envisioned : 

1.  Regular  employment  without  a  wage  supplement ; 

2.  Regular  employment  with  a  wage  supplement;  and 

3.  Full  time  employment  as  staff  for  the  Work  Administration. 
Employment  in  any  of  these  categories  would  pay  more  than  the 

$48  paid  transitional  employees  for  working  a  32-hour  week. 

The  Work  Administration  will  have  need  for  a  great  number  of  em- 
ployees including  the  following : 

1.  Administrative  employees  to  determine  eligibility,  process 
payments,  etc. ; 

2.  Persons  to  develop  employability  plans  designed  to  lead 
participants  into  regular  employment ; 

3.  Staff  to  wage  a  massive  effort  to  develoj)  jobs ; 

4.  Supervisors  to  oversee  the  work  activities  of  transitional 
employees ; 

5.  Family  planning  aides ; 

6.  Persons  arranging  for  supportive  services  for  participants, 
including  child  care;  and 

7.  Persons  to  direct  training  activities  designed  to  improve  the 
quality  of  life  of  children  of  participants. 

Though  a  number  of  the  Work  Administration's  employees  would 
have  to  be  recruited  from  other  sources,  it  is  contemplated  that  a  sub- 
stantial majority  would  be  drawn  from  participants  in  the  guaranteed 
employment  program. 

Any  job  in  the  regular  economy  paying  $1.50  per  hour  or  more,  even 
a  part-time  job,  would  yield  a  greater  income  than  $1.50  per-hour 
Government  employment  and  it  is  anticipated  that  this  will  serve  as 
an  incentive  for  participants  to  seek  regular  employment.  In  addition, 
the  cost  to  the  Government  would  be  substantially  less  for  an  indi- 
vidual in  regular  employment. 

Like  other  income  from  employment,  wages  under  the  guaranteed 
employment  program  would  be  treated  as  taxable  income.  However, 
since  even  a  two-member  family  need  not  file  a  tax  return  if  family 
income  is  less  than  $2,800 — considerably  in  excess  of  the  $2,400  that 
can  be  earned  under  the  program — these  wages  would  never  be  taxed. 
For  families  with  more  than  two  members,  of  course,  even  higher 
amounts  are  tax-exempt,  and  thus  in  no  case  would  wages  under  the 
guaranteed  employment  program  be  taxed. 
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Eligibility  for  Federally  Funded  Jobs 

Except  as  noted  below,  eligibility  to  participate  in  the  employment 
program  would  be  open  to  all  family  heads  who  are  U.S.  citizens  or 
aliens  lawfully  admitted  for  permanent  residence  with  a  child  under 
age  18  (or  under  age  21  and  attending  school  full  time) .  Participation 
would  be  purely  voluntary.  Mothers  with  children  under  age  6  who 
are  eligible  for  welfare  would  also  be  eligible  to  participate  in  the 
guaranteed  employment  program  if  they  so  choose  and  if  child  care  is 
available. 

Only  one  member  of  a  family  would  be  eligible  to  participate  in 
the  work  program,  the  head  of  the  household.  This  would  be  deemed 
to  be  the  father  unless  he  is  dead,  absent,  or  incapacitated,  in  which 
case  it  would  be  deemed  to  be  the  mother.  If  neither  father  nor  mother 
is  in  the  household,  a  relative  undertaking  to  provide  for  the  child 
would  be  eligible  to  participate. 

A  head  of  a  household  would  not  be  permitted  to  participate  in  the 
employment  program  as  a  $1.50-per-hour  Government  employee  if  he 
or  she : 

(1)  is  a  substantially  full  time  student  ; 

(2)  is  unemployed  because  of  a  strike  or  lockout,  but  this  dis- 
qualification would  not  apply  to  any  employee  who  is  (1)  not  par- 
ticipating or  directly  interested  in  the  labor  dispute  and  (2)  does 
not  belong  to  a  group  of  workers  any  of  whom  are  participating 
in  or  financing  or  directly  interested  in  the  dispute.  The  disquali- 
fication also  would  not  apply  to  employees  of  suppliers  or  other 
related  businesses  which  are  forced  to  shut  down  or  lay-off  work- 
ers because  of  a  labor  dispute  in  which  they  are  not  directly 
involved.  This  disqualification,  adapted  from  the  unemployment 
insurance  laws,  is  designed  to  prevent  the  Government  from  in- 
directly subsidizing  one  side  of  a  labor-management  dispute; 

(3)  is  receiving  unemployment  compensation ; 

(4)  is  a  single  person  or  is  a  member  of  a  cour)le  with  no  child 
under  age  18  (or  under  age  21  and  attending  school  full  time) ;  or 

(5)  has  left  employment  without  good  cause  or  been  discharged 
for  misconduct  during  the  prior  60  days.  The  Work  Administra- 
tion would  be  authorized  to  extend  the  disqualification  to  as  much 
as  six  months  for  individuals  who  are  discharged  because  of 
malicious  misconduct  or  for  the  commission  of  a  crime  against 
their  employer. 

In  addition: 

(6)  a  family  would  be  ineligible  if  it  has  unearned  income  in 
excess  of  $250  monthly  or  if  total  family  income  exceeds  $5,600  an- 
nually; and 

(7)  if  an  individual  is  able  to  find  resrular  employment  on  a 
part-time  basis,  he  or  she  will  be  guaranteed  an  opportunity  for 
sufficient  additional  employment  as  a  Government  employee  to  re- 
sult in  a  combined  total  of  40  hours  of  work  per  week.  In  addition 
to  this  guarantee,  if  an  individual  working  substantially  full 
time  in  private  employment  wishes  to  work  up  to  20  hours  in 
addition  for  the  Government,  the  local  office  of  the  Work  Admin- 
istration (if  it  has  work  available)  may  provide  him  or  her  such 
an  employment  opportunity.  Similarly,  if  the  Work  Admnistra- 
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tion  has  sufficient  work  available,  an  individual  working  full  time 
for  the  Government  under  the  employment  program  could  work 
an  additional  20  hours  with  no  reduction  in  the  number  of  hours 
of  Government  employment  he  or  she  is  provided. 
Participation  in  the  work  program  would  also  be  conditioned  on 
compliance  with  State  child  labor  laws.  No  work  by  minors  that  would 
be  ordinarily  prohibited  under  such  laws  would  be  permitted  in  the 
Federal  program.  Moreover,  the  committee  expects  that  in  the  case  of 
children  who  are  of  such  an  age  that  a  work  permit  is  required  as  a 
condition  of  their  employment,  the  States  would  ordinarily  not  issue 
such  permits  with  respect  to  work  under  this  guaranteed  employment 
program. 

Work  Bonus  for  Low-Income  Workers 

Low-income  workers  in  regular  employment  who  head  families 
would  be  eligible  for  a  work  bonus  equal  to  10  percent  of  their  wages 
taxed  under  the  social  security  (or  railroad  retirement)  program,  if 
the  total  income  of  the  husband  and  wife  is  $4,000  or  less.  For  fam- 
ilies where  the  husband's  and  wife's  total  income  exceeds  $4,000,  the 
work  bonus  would  be  equal  to  $400  minus  one-quarter  of  the  amount 
by  which  this  income  exceeds  $4,000.  Thus  there  would  be  no  work 
bonus  once  total  income  reaches  $5,600  ($5,600  exceeds  $4,000  by  $1,600  ; 
one-quarter  of  $1,600  is  $400,  which  subtracted  from  $400  equals  zero). 

The  work  bonus  could  be  taken  as  a  tax  credit  when  an  indi- 
vidual files  his  annual  tax  return  (this  would  most  likely  be  done  if  an 
individual  is  entitled  to  only  a  small  payment).  However,  the  bonus 
could  be  applied  for  on  a  quarterly  basis  if  the  family's  entitlement 
(either  for  the  quarter  or  cumulatively)  exceeds  $30.  For  exemple, 
a  family  head  earning  $2.00  per  hour  (where  the  family  has  no 
other  income)  would  be  eligible  for  about  $75  quarterly,  and  he  could 
apply  for  and  receive  the  bonus  quarterly.  If  the  family  head  earns 
$100  a  week  (and  the  family  has  no  other  income) ,  annual  income  will 
total  $5,200  and  he  will  be  entitled  to  a  work  bonus  of  $100  an- 
nually ($5,200  exceeds  $4,000  by  $1,200;  one-quarter  of  $1,200  is  $300, 
which  subtracted  from  $400  leaves  $100).  In  this  case,  he  may  receive 
$50  after  the  end  of  the  second  quarter  and  $50  after  the  end  of  the 
fourth  quarter  since  his  entitlement  in  each  of  the  first  and  third 
quarters  is  less  than  $30. 

The  size  of  the  work  bonus  is  shown  on  the  table  below  for  se- 
lected examples : 


Annual  income  of  husband  and  wife  (assuming  Worl< 
it  is  all  taxed  under  social  security)  bonus 


$2,000   $200 

3,000   300 

4,000   400 

5,000   150 

5,600   0 


The  work  bonus  described  above  incorporates  the  features  of  (1)  not 
varying  benefits  by  family  size,  but  only  by  income,  providing  no  eco- 
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nomic  incentive  for  having  additional  children;  and  (2)  having  a 
gradual  phaseout  of  the  amount  of  the  payment  as  income  rises  above 
$4,000  so  as  not  to  create  a  work  disincentive. 

The  committee  bill  would  apply  the  10  percent  work  bonus  only  to 
earnings  taxed  imder  the  social  security  and  railroad  retirement  pro- 
grams. The  bonus  thus  may  be  viewed  as  a  kind  of  rebate  of  these  taxes 
for  low-income  workers  (including  a  substantial  portion  of  the  tax 
paid  by  the  employer  on  the  employee's  wages) .  However,  the  employer 
would  continue  to  withhold  social  security  taxes  from  the  employee's 
earnings  for  deposit  into  the  trust  funds,  and  the  employee  would  con- 
tinue to  receive  credit  for  these  earnings  for  social  security  purposes — 
in  other  words,  the  social  security  program  would  not  be  affected  in 
any  way  by  the  work  bonus. 

There  are  certain  types  of  work  which  are  covered  under  social 
security  but  only  when  the  amount  of  wages  earned  from  a  single 
employer  exceeds  $50  in  a  quarter.  This  limitation  applies  to  the  em- 
ployment of  domestics,  yardmen  and  other  similar  non-business  em- 
ployees. Such  employees  (if  they  are  still  heads  of  a  family)  would 
get  the  work  bonus  with  respect  to  all  of  their  wages  including  those 
not  covered  by  social  security  because  of  the  $50  quarterly  limitation. 
In  order  to  qualify  for  the  work  bonus  on  these  wages,  however,  the 
individual  would  have  to  arrange  to  perform  the  work  as  an  employee 
of  the  Work  Administration  which  would  pay  him  the  prevailing 
wage  for  the  job  and  bill  the  private  employer  for  the  wages  and  other 
costs  associated  with  making  his  services  available.  If  the  employment 
would  ordinarily  be  covered  by  social  security,  then  it  will  be  covered 
under  social  security  when  arranged  on  this  basis  by  the  Work  Admin- 
istration. If  the  employment  is  not  covered  by  social  security,  then  the 
employer  will  not  have  to  pay  social  security  taxes.  In  either  case,  there 
will  be  a  Federal  record  of  all  such  wages  on  which  the  payment  of  the 
work  bonus  may  be  based. 

The  10  percent  work  bonus  would  be  administered  by  the  Internal 
Revenue  Service. 

Transportation  Assistance 

In  recognition  of  the  fact  that  a  major  reason  for  low-skilled  jobs 
going  unfilled  in  metropolitan  areas  is  the  difficulty  an  individual 
faces  getting  to  the  potential  job,  the  Work  Administration  would 
be  authorized  to  arrange  for  transportation  assistance  where  this  is 
necessary  to  place  its  employees  in  regular  jobs.  For  example,  the 
Work  Administration  might  determine  the  upper  limit  of  transporta- 
tion time  to  get  to  a  job— say,  45  minutes  or  one  hour,  depending  on 
the  average  commuting  time  in  the  area.  If  the  individual  can  get  to 
the  job  within  that  amount  of  time  through  ordinary  public  transpor- 
tation or  other  arrangements,  then  he  would  be  expected  to  do  so.  If 
this  could  not  be  done,  however,  then  the  Work  Administration  would 
be  authorized  to  provide  transportation  directly  to  employees  who 
could  be  placed  in  regular  jobs  in  order  to  cut  the  transportation  time 
down  to  the  standard.  The  Work  Administration  could  only  do  this 
where  it  is  necessary  in  order  to  increase  employment  opportunities. 
In  any  case,  the  cost  would  ordinarily  not  be  borne  by  the  Govern- 
ment— either  the  employer  would  pay  the  Work  Administration,  or 
the  employee  would  pay  the  Work  Administration,  and  perhaps  be 
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reimbursed  by  the  employer  if  this  is  customary  in  the  area  for  the 
type  of  job  involved.  The  Work  Administration  would  have  the  flexi- 
bility to  absorb  some  of  the  costs  involved  in  unusual  circumstances. 

Institutional  Training 

Participants  in  the  guaranteed  employment  program  would  be  eligi- 
ble to  volunteer  for  training  to  improve  their  skills  under  the  training 
program  administered  by  the  Work  Administration.  The  individual 
would  be  accepted  for  enrollment  to  the  extent  funds  are  available  and 
only  if  the  Work  Administration  is  satisfied  that  the  individual  is : 

1.  Capable  of  completing  training ;  and 

2.  Able  to  become  independent  through  employment  at  the  end 
of  the  training  and  as  a  result  of  the  training. 

Employees  under  the  employment  program  who  wished  to  partici- 
pate in  training  would  have  to  be  strongly  motivated,  for  they  would 
be  paid  only  $1.25  rather  than  $1.50  for  each  hour  of  training.  Each 
hour  of  training  would  be  treated  as  an  hour  of  guaranteed  employ- 
ment, except  for  the  rate  of  pay.  Following  the  successful  completion 
of  training  (which  could  not  exceed  1  year  in  duration),  the  trainee 
would  receive  a  lump-sum  bonus  for  having  completed  training  equal 
to  10  percent  of  the  total  training  stipends  he  has  received  while  he  was 
in  training. 

Supportive  Services 

Since  the  purpose  of  the  proposal  is  to  improve  the  quality  of  life 
for  children  and  their  families,  any  member  of  a  family  whose  head 
participates  in  the  guaranteed  employment  program  could  be  provided 
services  to  strengthen  family  life  or  reduce  dependency,  to  the  extent 
funds  are  available  to  pay  for  the  services.  Open-ended  funding  would 
be  provided  for  family  planning,  and  for  child  care  services  for  fami- 
lies with  school-age  children  only  (for  families  with  children  under 
age  6,  child  care  services  would  be  provided  to  the  extent  funds  are 
available).  The  agency  administering  the  employment  program  would 
refer  family  members  to  other  agencies  in  arranging  for  the  provision 
of  social  and  other  services  which  they  do  not  provide  directly.  For 
example,  a  disabled  family  member  might  be  referred  to  the  vocational 
rehabilitation  agency,  or  a  16-year-old  out-of -school  youth  might  be 
referred  to  an  appropriate  work  or  training  program,  even  though  the 
cost  of  the  services  themselves  would  not  be  borne  by  the  employment 
program.  Other  services  needed  to  continue  in  employment,  including 
minor  medical  needs,  could  be  provided  by  the  Work  Administration. 

Former  participants  in  the  guaranteed  employment  program  would 
have  access  to  free  family  planning  services  and  to  child  care  on  a 
wholly  or  partly  subsidized  basis,  depending  on  family  income  and 
availability  of  appropriated  funds. 

State  Supplementation 

In  order  to  prevent  the  State  welfare  program  from  undermining 
the  objectives  of  the  employment  program  the  State  would  have  to 
assume  for  the  purposes  of  their  AFDC  program  that  families  which 
include  an  employable  parent  (including  a  mother  with  no  child  under 
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age  6)  are  actually  participating  full  time  in  the  employment  program 
and  thus  receiving  $200  per  month.  For  example,  if  a  State  ordinarily 
pays  $250  per  month  to  an  AFDC  family  of  four  headed  by  a  mother 
with  at  least  one  child  under  age  6,  the  State  would  pay  $50  per  month 
to  a  similar  family  of  four  with  no  child  imder  age  6.  A  similar  rule 
would  apply  to  mothers  with  children  under  age  6  who  volunteer  to 
participate  in  the  employment  program. 

Furthermore,  the  State  would  be  required  to  disregard  any  earnings 
between  $200  a  month  and  $375  a  month  (the  amount  an  employee 
would  earn  working  40  hours  a  week  at  $2.00  per  hour)  to  ensure  that 
the  incentive  system  of  the  employment  program  is  preserved.  These 
earnings  disregards  would  be  a  flat  requirement ;  States  would  not  be 
required  to  take  into  account  work  expenses.  The  effect  of  this  require- 
ment would  be  to  give  a  participant  in  the  work  program  a  strong 
incentive  to  work  fSl  time  (since  earnings  of  $200  will  be  attributed  to 
him  in  any  case) ,  and  it  would  not  interfere  with  the  strong  incentives 
he  would  have  to  seek  regular  employment  rather  than  working  for  the 
Government  at  $1.50  per  hour. 

Ineligibility  for  Food  Stamps  and  Surplus  Commodiites 

Individuals  participating  in  the  employment  program  would  not  be 
eligible  to  participate  in  the  food  stamp  or  surplus  commodity  pro- 
grams. However,  States  would  be  reimbursed  the  full  cost  of  adjusting 
any  supplementary  benefits  they  might  decide  to  give  to  participants 
so  as  to  make  up  for  the  loss  of  food  stamp  eligibility.  In  order  to  avoid 
having  States  provide  assistance  to  an  entirely  new  category  of  recip- 
ient not  now  eligible  for  federally-shared  Aid  to  Families  with  De- 
pendent Children,  the  committee  provided  that  the  Work  Administra- 
tion would  pay  families  headed  by  an  able-bodied  father  the  amount 
equal  to  the  value  of  food  stamps  (but  only  to  the  extent  that  the  State 
provides  cash  instead  of  food  stamps  for  families  which  are  now  in  the 
Aid  to  Families  with  Dependent  Children  category) . 

Job  Placement  Standards 

The  committee  bill  is  designed  to  stimulate  job  opportunities  in 
the  private  sector;  it  also  contains  penalties  for  refusing  to  accept 
these  jobs.  The  Work  Administration  would  prepare  an  employ  ability 
plan  for  each  transitional  employee.  Based  on  the  transitional  em- 
ployee's skills,  qualifications,  experience,  and  desires,  the  Work  Admin- 
istration would  attempt  to  direct  the  employability  plan  toward  em- 
ployment in  an  area  of  interest  to  the  transitional  employee,  and  em- 
ployment which  offers  the  greatest  possibility  of  self-support.  How- 
ever, participants  in  the  employment  program  would  not  be  allowed  to 
continue  in  guaranteed  employment  if  an  opportunity  for  regular 
employment  is  available.  After  one  month  on  the  job,  an  individual 
could  request  not  to  continue  in  that  employment.  The  request  would 
be  handled  by  an  appeals  group  which  would  include  other  partici- 
pants in  the  employment  program.  The  participant  would  not  have 
the  right  to  reject  an  employment  opportunity  beforehand.  The  pen- 
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alty  for  failure  to  take  available  regular  employment  would  be  suspen- 
sion of  the  right  to  participate  in  the  guaranteed  employment  pro- 
gram, for  one  day  for  the  first  time,  one  week  for  the  second  (including 
a  second  rejection  of  the  same  opportunity),  and  one  month  for  the 
third  and  succeeding  times. 

Children  of  Mothers  Refusing  To  Participate  in  the  Employment 

Program 

Under  the  employment  program,  mothers  in  families  with  no  chil- 
dren under  age  six  would  generally  be  ineligible  to  receive  their  basic 
income  from  the  Aid  to  Families  with  Dependent  Children  program. 
However,  such  mothers  would  be  assured  an  opportunity  for  employ- 
ment such  as  to  maintain  their  income  at  a  level  above  or  equal  to  that 
which  a  comparable  size  family  with  a  child  under  age  6  gets  from 
welfare  alone.  It  is,  of  course,  possible  that  in  some  few  instances  the 
mother  will  ignore  the  welfare  of  her  children  and  refuse  to  take  ad- 
vantage of  the  employment  opportunity.  To  prevent  the  children  from 
suffermg  because  of  such  neglect  on  the  part  of  their  mother,  the  Work 
Administration  would  make  payment  to  the  family  for  up  to  one 
month  during  which  time  the  mother  would  be  provided  counseling 
and  other  services  aimed  at  persuading  her  to  participate  in  the  em- 
ployment program.  Following  this,  the  mother  would  either  have  to  be 
found  to  be  incapacitated  under  the  Federal  definition  (that  is,  unable 
to  engage  in  substantial  gainful  employment),  with  mandatory  refer- 
ral to  a  vocational  rehabilitation  agency ;  or,  if  she  is  not  found  to  be 
incapacitated,  the  State  would  arrange  for  protective  payments  to  a 
third  party  to  ensure  that  the  needs  of  the  children  are  provided  for. 

Employment  Program  in  Puerto  Rico 

Certain  provisions  relating  to  the  employment  prograrh  in  Puerto 
Rico  are  included  in  the  committee  bill.  These  modifications  are  neces- 
sary because  of  the  fact  that  Puerto  Rico  has  a  different  minimum 
wage  structure  than  the  rest  of  the  United  States,  has  substantially 
lower  per  capita  income,  and  has  a  high  rate  of  unemployment.  Under 
the  committee  bill  the  wages  paid  to  Government  employees  would  be 
equal  to  three-quarters  of  the  lowest  minimum  wage  applicable  to  a 
significant  percentage  of  the  population.  This  would  result  in  a  lower 
wage  for  guaranteed  employment  than  in  the  rest  of  the  United  States, 
but  it  would  be  significantly  higher  than  current  welfare  payments  in 
Puerto  Rico.  The  wage  supplement  program  is  designed  to  provide 
additional  income  for  family  heads  who  are  working  in  jobs  not  cov- 
ered by  and  paying  less  than  the  minimum  wage.  This  program  is 
based  on  the  situation  prevailing  in  the  United  States  in  which  there 
is  the  same  Federal  minimum  wage  rate  for  most  jobs  to  which  any 
minimum  wage  is  applicable.  Because  of  the  variety  of  minimum  wage 
rates  in  Puerto  Rico,  however,  the  committee  believes  that  a  similar 
wage  supplement  program  would  not  be  appropriate  there.  However, 
the  10-percent  work  bonus  for  low-income  earners  in  jobs  covered  by 
social  security  would  apply  to  Puerto  Rico  under  the  same  conditions 
as  in  the  rest  of  the  United  States. 
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Tax  Credit  to  Develop  Jobs  in  the  Private  Sector 

Under  the  present  tax  law,  an  employer  hiring  a  participant  in  the 
Work  Incentive  Program  is  eligible  for  a  tax  credit  equal  to  20  percent 
of  the  employee's  wages  during  the  first  12  months  of  employment.  The 
credit  is  recaptured  if  the  employer  does  not  retain  the  employee  for  at 
least  one  additional  year  (unless  the  employee  voluntarily  leaves  or  is 
terminated  for  good  cause) .  This  tax  credit  approach  will  be  continued 
under  the  new  guaranteed  employment  program. 

The  guaranteed  job  opportunity  program,  unlike  the  Work  In- 
centive Program,  would  be  open  to  the  head  of  any  family  with 
children.  The  committee  therefore  added  the  following  limitations  to 
the  provisions  of  the  tax  credit  to  ensure  that  the  credit  meets  the 
primary  aim  of  expanding  employment  opportunities  for  participants 
in  the  committee's  work  program : 

1.  The  credit  would  apply  only  with  respect  to  individuals  who 
have  been  participating  in  the  guaranteed  job  program  for  at 
least  one  month ; 

2.  The  credit  would  not  be  applicable  with  respect  to  more  than 
15  percent  of  all  employees  of  the  employer  in  any  one  year 
(though  the  employer  would  always  be  permitted  to  take  the 

credit  for  at  least  one  employee) ; 

3.  The  credit  would  not  be  available  with  respect  to  an  employee 
who  replaces  an  employee  discharged  without  good  cause ;  and 

4.  The  credit  could  not  exceed  $800  in  the  case  of  any  one  em- 
ployee (20  percent  of  $4,000,  approximately  the  amount  of  an- 
nual earnings  at  $2  an  hour) . 

In  order  to  create  additional  employment  opportunities  for  partici- 
pants in  the  guaranteed  job  program,  the  committee  bill  would  extend 
the  credit  to  private  individuals  hiring  participants  to  perform  work 
not  related  to  a  trade  or  business.  (An  employer  taking  the  credit  would 
not  be  eligible  at  the  same  time  for  the  income  tax  child  care  or  house- 
hold expense  deduction.)  T\niile  this  provision  of  the  bill  would  pro- 
vide a  credit  worth  up  to  $800  to  the  employer,  it  would  save  the  Fed- 
eral Government  $4,800  in  wages  under  the  work  program  during  the 
two-year  period.  Thus  the  $800  credit  may  actually  represent  a  $4,000 
savings  in  Federal  expenditures. 

Administration  of  the  Employment  Program 

A  new  Work  Administration  would  be  created  with  the  responsi- 
bility of  administering  the  employment  program  and  paying  the  wage 
supplement.  The  Work  Administration's  goals  would  be  (1)  to  im- 
prove the  quality  of  life  of  the  children  of  participating  families,  (2) 
to  place  participants  in  regular  employment,  and  (3)  until  this  is  pos- 
sible, to  serve  as  transitional  employer  of  participants  with  the  objec- 
tive of  preparing  participants  for  and  placing  them  in  regular  employ- 
ment at  the  earliest  possible  time. 

On  the  national  level,  the  Work  Administration  would  be  headed  by 
a  three-member  board  appointed  by  the  President  with  the  advice  and 
consent  of  the  Senate.  A  15-member  national  advisory  committee  (with 
representatives  from  industry,  organized  labor,  State  and  local  govern- 
ments, nonprofit  employers,  social  service  organizations,  minority 
groups,  etc.)  would  make  policy  recommendations  to  the  board. 
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The  actual  operations  of  the  Work  Administration  would  be  locally- 
based,  with  the  bulk  of  the  local  employees  being  persons  who  are  cur- 
rently participating  or  who  were  former  participants  in  the  guaran- 
teed employment  program.  On  the  local  level,  the  Work  Administra- 
tion would  be  organized  along  the  same  lines  as  the  national  office. 
Coordination  with  other  local  service  agencies,  local  government,  and 
local  employers,  labor  organizations,  etc.,  and  their  cooperation  would 
be  critical  to  the  success  of  local  operations. 

The  local  Work  Administration  office  would  hire  individuals  apply- 
ing to  participate,  would  develop  employability  plans  for  participants, 
engage  in  job  development  and  job  preparation  activities,  arrange 
for  supportive  services  needed  for  persons  to  participate  (utilizing 
the  Work  Administration's  Bureau  of  Child  Care  to  arrange  for  child 
care  services),  and  operate  programs  utilizing  participants  which  are 
designed  to  improve  the  quality  of  life  for  the  children  of  participants 
in  the  employment  program. 

Effective  Dates 

The  effective  date  for  the  basic  job  opportunity  program  is  January 
1974.  As  of  that  date,  families  which  include  an  employable  adult 
(including  a  mother  with  no  child  under  age  6)  will  no  longer  be  eli- 
gible for  welfare  as  their  basic  income.  If  unable  to  find  a  regular  job, 
however,  the  family  head  will  be  guaranteed  employment  paying  $1.50 
an  hour  for  32  hours  weekly,  producing  $2,400  of  income  annually,  the 
same  amount  which  would  have  been  payable  to  a  family  of  4  under 
the  House-passed  family  assistance  plan. 

The  10  percent  work  bonus  and  the  wage  supplement  payment  would 
become  payable  even  before  the  full  guaranteed  employment  program 
is  operative.  Specifically,  the  work  bonus  which  will  be  paid  quarterly 
to  low-income  workers  will  become  effective  starting  in  January  1973. 
The  wage  supplement  for  family  heads  in  regular  jobs  not  covered 
under  the  minimum  wage  law  and  paying  less  than  $2.00  per  hour  will 
be  effective  July  1973,  utilizing  the  services  of  the  local  employment 
service  offices  to  make  the  payments  until  the  Work  Administration 
mechanism  is  functioning. 


VIII.  CHILD  CARE 


(433) 


Child  Care 

CONTENTS 

Page 

Child  care  services  today   437 

Providing  for  more  child  care   438 

Establishment  of  Bureau  of  Child  Care   439 

Financing  child  care  provided  by  the  Bureau  of  Child  Care   440 

Kinds  of  child  care  offered   440 

Establishing  new  child  care  facilities   441 

Training  of  child  care  personnel   442 

Construction  of  child  care  facilities   442 

Child  care  standards   443 

Child  care  and  early  childhood  education   444 

Director  of  the  Bureau  and  National  Advisory  Council   447 

Effective  date   447 

Grants  to  States  for  establishment  of  model  day  care  (sec.  432  of  the  bill)_  447 

(435) 


VIII.  CHILD  CARE 


Child  Care  Services  Today 

At  the  present  time,  the  lack  of  availability  of  adequate  child  care 
represents  perhaps  the  greatest  single  obstacle  in  the  efforts  of  poor 
families,  especially  those  headed  by  a  mother,  to  work  their  way 
out  of  poverty.  It  also  represents  a  hinderance  to  those  mothers  in 
families  above  the  poverty  line  who  wish  to  seek  employment  for  their 
own  self- fulfillment  or  for  the  improvement  of  their  family's  economic 
status. 

The  need  for  expanding  our  child  care  resources  reflects  the  increas- 
ing participation  of  mothers  in  our  Nation's  labor  force.  The  number 
of  working  mothers  has  increased  more  than  seven  times  since  1940, 
and  has  more  than  doubled  since  1950.  It  is  estimated  that  there  are 
today  about  12  million  women  with  children  under  age  18  in  the  labor 
force,  of  whom  more  than  4  million  have  children  under  age  six. 

The  number  of  women  workers  is  expected  to  grow  rapidly  in  the 
years  to  come.  By  1980,  it  is  projected  that  the  labor  force  will  include 
more  than  five  million  mothers  with  children  under  age  five — an  in- 
crease of  more  than  40  percent  in  the  number  of  such  mothers  just  in 
the  course  of  this  decade. 

Such  information  as  we  have  indicates  that  many  mothers  today 
would  be  working  if  they  could  arrange  adequate  care  for  their 
children.  Several  studies  have  shown  that  lack  of  child  care 
is  a  major  impediment  preventing  mothers  on  welfare  from  work- 
ing or  participating  in  employment  and  training  programs.  Other 
studies  have  reported  that  a  substantial  majority  of  mothers  receiving 
welfare  would  prefer  to  work  if  they  could  find  adequate  care  for  their 
children.  In  a  study  of  the  employment  potential  of  welfare  mothers 
over  the  past  decade.  Perry  Levinson  of  the  Department  of  Health, 
Education,  and  Welfare  pointed  out  that  with  the  growth  of  the  AFDC 
caseload  over  the  past  decade,  "recipients  were  more  and  more  women 
who  had  stronger  educational  and  occupational  backgrounds,  that  is, 
high  employment  potential."  However,  over  80  percent  of  the  women 
reportedly  could  not  take  jobs  because  they  had  children  under  eight 
at  home,  while  more  than  50  percent  lacked  child-care  facilities. 

There  is  little  question  that  the  demand  by  parents  at  all  economic 
levels  for  child  care  services  is  great.  Unfortunately,  the  supply  is 
much  smaller  and  is  increasing  only  slowly.  The  Department  of 
Health,  Education,  and  Welfare  estimates  that  licensed  child  care 
facilities  today  can  only  accommodate  about  700,000  children.  As  a 
result,  many  thousands  of  children  are  either  left  with  no  supervision 
whatever  or  are  placed  in  facilities  which  do  not  provide  care  of 
adequate  quality. 

The  Committee  on  Finance  has  long  been  involved  in  issues  relating 
to  child  care.  The  committee  has  been  dealing  with  child  care  as  a  seg- 
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ment  of  the  child  welfare  program  under  the  Social  Security  Act  since 
the  original  enactment  of  the  legislation  in  1935.  Over  the  years,  au- 
thorizations for  child  welfare  funds  were  increased  in  legislation  acted 
on  by  the  committee.  In  legislation  acted  on  in  1962,  the  committee 
placed  new  emphasis  on  child  care  services  for  the  children  of  work- 
ing mothers  through  a  specific  earmarking  of  child  welfare  funds  for 
the  provision  of  these  services. 

In  the  1967  Social  Security  Amendments,  the  committee  made  what 
it  believed  to  be  a  monumental  commitment  to  the  expansion  of  child 
care  services,  as  part,  of  the  Work  Incentive  Program.  Although  much 
less  child  care  has  been  provided  than  was  anticipated,  the  fact  re- 
mains that  child  care  provided  with  Federal  matching  under  the 
Social  Security  Act  constitutes  the  major  Federal  support  for  the  care 
of  children  of  working  parents  today.  Through  its  support  of  child 
welfare  legislation  and  programs,  the  committee  has  shown  its  interest, 
too,  in  the  quality  of  care  which  children  receive. 

As  part  of  its  continuing  concern  for  the  welfare  of  families  with 
children  who  are  in  need,  and  in  order  to  provide  for  the  expansion 
of  child  care  required  to  enable  the  new  employment  program  to  meet 
its  goal  of  making  present  AFDC  recipients  independent,  the  commit- 
tee is  proposing  a  new  approach  to  the  problem  of  expanding  the 
supply  of  child  care  services  and  improving  the  quality  of  these  serv- 
ices. The  committee  bill  thus  establishes  within  the  new  Work  Admin- 
istration a  Bureau  of  Child  Care  with  the  eventual  goal  of  making 
child  care  services  available  throughout  the  Nation  to  the  extent  they 
are  needed  and  not  supplied  under  other  programs.  It  is  the  commit- 
tee's belief  that  this  new  and  innovative  approach  to  child  care  serv- 
ices can  make  a  substantial  impact  on  the  Nation's  problems  of  poverty 
and  dependency. 

Providing  for  More  Child  Care 

Though  the  Congress  has  provided  additional  funding  for  child 
care  in  various  legislation  enacted  over  the  past  decade,  past  ap- 
proaches have  not  sufficed  to  expand  the  availability  of  child  care 
services  to  the  extent  necessary  to  meet  the  Nation's  child  care  needs. 
Federal  funds  available  for  child  care  under  the  Social  Security  Act 
have  gone  unused. 

A  major  reason  for  this  failure  to  utilize  the  funds  available  was 
thQ  lack  of  administrative  organization,  initiative  and  know-how  to 
create  and  provide  child  care  services,  as  well  as  barriers  at  the  local 
level  through  licensing  and  other  requirements.  In  other  words,  the 
present  method  of  simply  providing  Federal  matching  funds  to  the 
States,  and  hoping  that  child  care  will  become  available,  has  been 
disappointing.  It  has  not  resulted  in  the  necessary  increase  in  supply. 

Most  States  have  had  very  limited  resources  to  devote  to  child  care 
and  for  many,  child  care  services  have  been  given  a  low  priority.  A 
number  of  State  governments  are  simply  not  staffed  to  handle  child 
care  services  even  on  a  minor  scale.  Many  States  which  have  estab- 
lished licensing  requirements  do  not  have  the  staff  to  constructively 
help  organizations  wishing  to  establish  child  care  facilities  to  meet 
the  licensing  requirements  or  even  to  insure  that  the  requirements 
are  met  by  licensed  facilities. 
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State  and  local  governments,  private  voluntary  organizations,  and 
private  enterprise,  while  they  have  done  an  admirable  job  in  many 
instances,  cannot  be  expected  to  broadly  expand  the  availability  of 
child  care  services  without  substantial  Fedei'al  help. 

It  is  for  this  reason  the  committee  feels  a  new  mechanism  is  needed, 
a  single  organization  with  both  the  responsibility  and  capability  of 
meeting  the  Nation's  child  care  needs.  The  organization  would  be  a 
new  Bureau  of  Child  Care,  located  in  the  Work  Administration.  This 
organization  would  be  able  both  to  make  use  of  the  child  care  re- 
sources which  now  exist,  and  to  promote  the  creation  of  new  resources 
through  the  utilization  of  the  efforts  of  governmental  agencies,  private 
voluntary  organizations,  and  private  enterprise. 

Establishment  of  Bureau  of  Child  Care 

(Sec.  431  of  the  bill,  establishing  a  new  title  XXI  of  th^  Social 

Security  Act) 

The  committee  bill  would  establish  a  new  Bureau  of  Child  Care 
within  the  Work  Administration  whose  basic  goal  would  be  to  arrange 
for  making  child  care  services  available  throughout  the  Nation  to  the 
extent  they  are  needed.  The  Bureau  has  two  top  priority  goals :  first, 
to  arrange  for  child  care  services  to  participants  in  the  guaranteed 
employment  program  and  other  low-income  working  mothers,  and  sec- 
ond, to  arrange  for  care  in  facilities  providing  hours  of  child  care 
sufficient  to  meet  the  child  care  needs  of  children  whose  mothers  are 
employed  full  time. 

The  committee  bill  would  authorize  $800  million  in  appropriations 
in  fiscal  year  1973  (and  thereafter  such  sums  as  the  Congress  may 
appropriate)  which  would  be  placed  in  a  revolving  fund.  With  these 
funds  the  Bureau  would  begin  arranging  for  child  care  services. 
Initially,  the  Bureau  would  contract  with  existing  public,  nonprofit 
private,  or  proprietary  facilities  providing  child  care  services.  The 
Bureau  would  also  provide  technical  assistance  and  advice  to  groups 
and  organizations  interested  in  setting  up  child  care  facilities  under 
contractual  relationship  with  the  Bureau.  In  addition,  the  Bureau 
could  provide  child  care  services  directlj^  in  its  own  facilities.  It  would 
be  expected  that  services  would  be  provided  directly  only  where  pub- 
lic or  private  agencies,  individuals,  or  organizations  are  unable  to 
develop  adequate  child  care. 

The  funds  appropriated  by  the  Congress  would  permit  the  Bureau 
of  Child  Care  to  arrange  for  child  care  and  would  also  allow  the 
Bureau  to  subsidize  a  portion  of  child  care  costs  for  children  in 
low-income  families  not  in  employment  under  the  guaranteed  job 
opportunity  program  where  such  services  are  necessary  to  enable 
the  mother  to  work.  The  percentage  of  costs  subsidized  would  depend 
on  the  appropriations,  with  the  Bureau  authorized  to  set  up  a  schedule 
of  subsidy  percentages  based  on  family  income  and  the  funds  avail- 
able. The  fee  schedule  established  for  working  mothers  would  incor- 
porate these  two  elements:  (1)  the  increase  in  fee  related  to  family 
income  would  be  reasonably  gradual  so  as  not  to  provide  a  work  disin- 
centive by  sharply  diminishing  the  value  of  each  additional  dollar 
earned ;  and  (2)  the  subsidy  would  be  on  a  percentage  rather  than  flat 
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dollar  basis  so  that  a  mother  desiring  a  more  educationally  oriented 
form  of  child  care  will  receive  a  higher  subsidy  if  she  chooses  this  kind 
of  child  care,  but  her  own  contribution  to  the  cost  of  the  more  expen- 
sive care  would  also  be  greater. 

Financing  Child  Care  Provided  by  the  Bureau  of  Child  Care 

The  Bureau  would  have  three  sources  of  fimds  with  which  to 
operate : 

1.  Appropriations  with  which  to  arrange  for  child  care  and 
to  subsidize  part  or  all  of  the  cost  of  child  care ; 

2.  Fees  paid  by  parents  or  on  parents'  behalf  for  child  care 
services ;  and 

3.  Eevenue  bonds  which  could  be  sold  to  i&nance  construction 
of  facilities. 

The  Bureau  would  set  fees  for  all  child  care  services  provided  or 
arranged  for;  part  or  all  of  the  fee  might  come  from  the  subsidy 
appropriation  to  the  Bureau,  as  well  as  from  funds  of  other  public  or 
private  agencies.  The  fees  together  with  the  subsidies  would  go  into  a 
revolving  fund  to  provide  capital  for  further  development  of  child 
care  services.  The  fees  would  have  to  be  set  at  a  reasonable  level  so 
that  parents  desiring  to  purchase  child  care  can  afford  them;  but  the 
fees  would  have  to  be  high  enough  so  that  together  with  the  subsidies 
they  would  fully  cover  the  Bureau's  costs  in  arranging  for  the  care. 

If  after  the  first  2  years  the  development  of  child  care  facilities  were 
inadequate  to  meet  the  need,  the  Bureau  could  obtain  funds  for  capital 
investment  in  the  construction  of  new  Federal  child  care  facilities  or  the 
remodeling  of  old  ones  by  issuing  bonds  backed  by  its  future  fee 
collections.  Up  to  $50  million  in  bonds  could  be  issued  each  year  be- 
ginning with  the  third  year  after  the  Bureau's  establishment,  with  an 
overall  limit  of  $250  million  on  bonds  outstanding. 

Kinds  of  Child  Care  Offered 

From  the  standpoint  of  parents,  the  Bureau  would  provide  a  con- 
venient source  of  all  kinds  of  child  care  services,  at  reasonable  fees,  for 
both  preschool  and  school-age  children.  Like  the  Social  Security  Ad- 
ministration, the  Bureau  would  maintain  offices  in  all  larger  commu- 
nities of  the  Nation,  where  parents  desiring  child  care  services  would 
be  able  to  obtain  them  through  the  Bureau  either  in  facilities  under 
contract  with  the  Bureau  or  directly  in  Bureau  facilities.  In  either  case, 
the  parents  could  be  confident  that  the  child  care  services  were  under 
the  supervision  of  the  Bureau  and  met  the  standards  set  forth  in  the 
bill. 

The  committee  bill  would  require  the  Bureau,  to  the  extent  its  prior- 
ities and  funds  permit,  to  make  available  a  wide  variety  of  child  care 
services,  some  already  well  known  and  some  unavailable  in  most  places 
today.  For  example : 

Parents  wishing  to  have  their  preschool-age  children  cared  for 
in  a  home  setting  among  a  small  group  of  children  under  the 
supervision  of  a  trained  adult  would  be  able  to  select  a  family  day 
care  home. 

Parents  seeking  full  day  child  care  in  a  facility  offering  a  bal- 
anced program  of  education  and  recreation  for  preschool-age 
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children  would  be  able  to  send  their  children  to  a  child  care  center. 

Parents  primarily  interested  in  an  intensive  educational  experi- 
ence for  their  preschool-age  children  would  be  able  to  send  their 
children  to  nursery  schools,  kindergartens — where  these  are  not 
already  provided  by  the  school  system — or  child  development 
centers  such  as  those  under  the  Headstart  program. 

Parents  of  school-age  children  would  be  able  to  choose  a  facility 
whose  hours  and  programs  were  patterned  to  complement  the 
child's  day  in  school.  School-age  child  care  could  take  the  form  of 
a  recreational  program  run  by  the  school  itself,  or  it  could  be 
offered,  like  preschool-age  child  care,  under  trained  adult  super- 
vision in  a  home  or  in  a  center. 

Parents  seeking  child  care  during  the  summer  school  vacation 
period  would  be  able  to  send  their  children  to  day  camps  or 
summer  camps. 

The  Bureau  would  be  required  to  establish  temporary  or  drop- 
in  child  care  facilities  for  the  parent  who  requires  child  care  serv- 
ices from  time  to  time  while  taking  courses  at  a  school  or  univer- 
sity, shopping,  or  while  otherwise  engaged. 

The  Bureau  would  be  required  to  arrange  for  at-home  child 
care,  for  babysitting.  This  would  enable  a  parent  to  continue  at 
work  if  the  child  became  sick  or  had  a  brief  school  vacation.  It 
would  also  assure  the  parent  of  the  availability  of  babysitting 
during  the  day  as  well  as  in  the  evening  when  the  parent  was 
absent. 

Parents  requiring  child  care  services  regularly  at  night  would 
be  able  to  send  their  children  to  ni^ht  care  facilities,  primarily 
designed  to  care  for  the  child  during  sleeping  hours.  Nurses, 
maintenance  staff,  and  persons  in  other  night-time  jobs  now  find 
it  almost  impossible  to  arrange  for  child  care  services  while  they 
work. 

From  the  wide  variety  of  kinds  of  care  available,  parents  would  be 
able  to  choose  the  kind  of  child  care  best  fitting  their  needs  and  desires. 

For  parents  participating  in  the  guaranteed  employment  program 
under  the  committee  bill  and  who  prefer  educationally  oriented  child 
care,  the  Bureau  would  first  attempt  to  arrange  for  enrollment  of  chil- 
dren in  child  care  under  Headstart  or  other  child  development  pro- 
grams in  existence  in  the  area.  Though  the  Bureau  would  not  pay  for 
care  received  in  these  programs  (since  Federal  funds  are  already  avail- 
able for  such  purposes),  it  would  attempt  to  secure  in  this  way  an 
opportunity  for  children  of  mothers  in  the  employment  program  to 
receive  child  development  services. 

Though  the  Bureau  would  make  available  a  number  of  types  of 
child  care,  the  care  would  be  subsidized  by  the  Federal  Government 
only  if  it  is  provided  to  low-income  families,  and  only  if  it  is  necessary 
to  permit  the  mother  to  work. 

Establishing  New  Child  Care  Facilities 

The  Bureau  will  depend  for  its  success  in  expanding  the  availability 
of  child  care  services  on  the  efforts  of  individuals  and  public  and  pri- 
vate groups  at  the  local  level  in  establishing  child  care  facilities.  It  is 
the  committee's  hope  that  local  parent  groups,  churches,  and  other  or- 
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ganizations  will  be  stimulated  to  establish  child  care  facilities,  includ- 
ing family  day  care  homes  and  child  care  centers.  Today,  such  groups 
must  go  through  cumbersome  administrative  procedures  to  establish 
a  child  care  facility,  if  indeed  they  are  able  to  establish  one  at  all. 

Under  the  committee  bill,  they  would  merely  need  to  contract  with 
the  Bureau  for  the  provision  of  child  care  services.  If  the  Bureau  is  as- 
sured that  the  group  can  fulfill  its  commitment,  the  group  will  be  able 
to  receive  advance  funding  to  begin  operations.  Moreover,  certifica- 
tion by  the  Bureau  will  replace  the  present  time-consuming  approvals 
required  from  various  agencies  at  the  local  level. 

Since  its  priorities  will  require  the  Bureau  to  arrange  for  the  care 
of  school-age  children  in  particular,  the  committee  expects  that  where 
appropriate,  the  Bureau  will  give  consideration  to  the  use  of  local 
school  systems  through  arrangements  with  local  educational  agencies. 

If  the  Bureau  is  in  particular  need  of  child  care  facilities  in  an  area 
and  facilities  exist  but  are  of  low  quality,  the  Bureau  might  contract 
with  the  understanding  that  the  facility  will  be  promptly  improved.  If 
the  promised  improvement  does  not  take  place,  the  Bureau  would  be 
expected  either  to  contract  elsewhere  or  to  provide  child  care  services 
directly  in  the  future  rather  than  to  continue  to  contract  for  services 
in  a  facility  of  low  quality. 

Child  care  services  organized  by  parents  or  run  with  extensive  par- 
ent participation  have  shown  great  promise  in  raising  the  educational 
level  of  disadvantaged  children  in  deprived  areas.  Often,  however, 
such  groups  are  curbed  or  stopped  in  their  efforts  to  set  up  child  care 
facilities  by  unnecessarily  rigid  licensing  requirements,  cumbersome 
procedures,  or  lack  of  initial  operating  expenses.  For  them,  the  Bureau 
will  represent  a  source  of  both  technical  assistance  and  initial  funding, 
making  it  possible  for  groups  interested  in  promoting  parent  involve- 
ment to  establish  child  care  facilities  through  the  Bureau  where  they 
are  unable  to  do  so  today. 

Training  of  Child  Care  Personnel 

It  is  unfortunate  that  lack  of  trained  personnel  has  hampered  efforts 
to  expand  child  care  services  in  the  past. 

Training  will  be  one  of  the  major  activities  of  the  Bureau  in  its 
efforts  to  make  child  care  more  broadly  available.  In  particular,  the 
Bureau  will  give  priority  to  the  training  and  preparation  of  mothers 
participating  in  the  guaranteed  employment  program  and  other  low 
income  mothers  in  the  provision  of  child  care  services.  The  Bureau 
would  be  authorized  to  conduct,  either  directly  or  by  contract,  training 
programs  to  prepare  individuals  in  the  child  care  field.  The  training 
provisions  in  the  committee  bill  will  enable  the  Bureau  to  accom- 
plish two  aims  at  once :  providing  new  job  opportunities,  and  expand- 
ing child  care  services  so  that  other  mothers  will  have  an  opportunity 
for  employment.  It  is  through  training  that  the  committee  hopes  for 
significant  improvement  in  the  quality  of  care  offered  children. 

Construction  of  Child  Care  Facilities 

Child  care  services  can  be  greatly  expanded  through  the  utilization 
of  existing  facilities  not  now  used  during  the  week.  Schools  often  are 
not  used  after  school  hours,  churches  and  Sunday  schools  are  fre- 
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quently  available  during  the  week.  Apartment  houses,  public  housing 
units,  office  buildings  and  even  factories  can  serve  as  convenient  child 
care  locations,  though  they  are  seldom  so  used  today.  The  committee 
bill  provides  authority  for  the  Bureau  to  issue  revenue  bonds  for  the 
cost  of  constructing  Federal  child  care  facilities,  but  construction 
should  be  resorted  to  only  when  child  care  services  may  not  otherwise 
be  provided.  With  other  provisions  of  the  bill  which  enable  facilities 
arranged  for  through  the  Bureau  to  be  safe  while  avoiding  unnecessar- 
ily stringent  local  building  codes,  it  should  be  possible  to  expand 
facilities  with  only  sparing  resort  to  the  construction  authority. 

Child  Care  Standards 

Of  the  millions  of  children  who  are  not  cared  for  by  their  parents 
during  the  day,  well  under  one  million  receive  care  in  licensed  child 
care  facilities.  One  of  the  major  goals  of  the  committee  bill  is  to  insure 
that  the  facilities  providing  care  under  the  Bureau's  auspices  meet 
national  child  care  quality  standards  which  are  set  forth  in  the  bill. 

Many  persons  have  argued  that  State  and  local  licensing  require- 
ments are  all  too  often  overly  rigid  and  restrictive — to  the  point 
where  instead  of  protecting  children,  they  relegate  them  to  unsuper- 
vised and  unlicensed  care,  if  indeed  any  care,  while  their  parents 
work. 

The  committee  bill  includes  standards  requiring  child  care  facilities 
to  have  adequate  space,  adequate  staffing,  and  adequate  health  require- 
ments. It  avoids  overly  rigid  requirements,  in  order  to  allow  the  Bureau 
the  maximum  amount  of  discretion  in  evaluating  the  suitability  of 
an  individual  facility.  The  Bureau  will  have  to  assure  the  adequacy  of 
each  facility  in  the  context  of  its  location,  the  type  of  care  provided 
by  the  facility,  and  the  age  group  served  by  it. 

To  promote  the  healthy  development  of  children,  parents  should  be 
actively  involved  in  their  children's  progress.  The  committee  bill  sets 
as  a  Federal  standard  the  requirement  that  every  child  care  facility 
provide  the  parents  Avith  an  opportunity  to  meet  and  consult  with  the 
staff  concerning  the  child's  development,  and  an  opportunity  to  observe 
the  child  while  he  is  receiving  care. 

Under  the  committee  bill,  the  Bureau  may  not  require  more  adults 
than  are  needed  to  achieve  a  ratio  of : 

1.  Eight  children  per  adult,  if  child  care  is  furnished  in  a  home; 

2.  Ten  children  per  adult  if  care  is  furnished  in  a  child  care  center; 
and 

3.  25  to  1  for  recreational  programs. 

Although  the  Bureau  may  not  require  a  lower  number  of  children 
per  adult,  it  may  arrange  for  care  in  facilities  with  less  children  per 
adult. 

To  assure  the  physical  safety  of  children,  the  bill  requires  that  facili- 
ties (other  than  homes)  must  meet  the  life  safety  code  of  the  National 
Fire  Protection  Association.  Homes  in  which  child  care  is  provided 
must  meet  requirements  adopted  by  the  local  area  that  are  applicable 
to  general  residential  occupancy.  This  will  provide  protection  for  those 
many  children  today  who  are  being  cared  for  in  unlicensed  facilities, 
the  safety  of  which  is  unknown. 
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One  of  the  major  administrative  tasks  of  the  Bureau  will  be  the 
monitoring  of  child  care  facilities  to  insure  that  they  meet  the  Federal 
standards.  The  committee  bill  requires  the  Bureau  to  establish  an 
Office  of  Program  Evaluation  and  Auditing  to  fulfill  this  function. 
Unfortunately,  experience  under  the  medicare  and  medicaid  programs 
has  shown  that  some  individuals  will  abuse  Federal  programs  for 
personal  gain.  It  will  be  the  job  of  the  Office  of  Program  Evaluation 
and  Auditing  to  do  their  utmost  to  prevent  this  from  happening. 

In  other  provisions  of  the  bill,  penalties  would  be  set  for  fraud  or 
misrepresentation  concerning  the  conditions  and  operation  of  a  health 
care  facility  in  order  to  be  certified  for  participation  under  the  medi- 
care or  medicaid  programs.  The  penalty  was  set  at  imprisonment  for 
up  to  6  months,  or  a  fine  of  up  to  $2,000,  or  both.  To  discourage  in- 
dividuals from  fraud  or  misrepresentation  concerning  a  child  care 
facility,  a  similar  penalty  is  included  in  the  committee  bill  with  respect 
to  child  care  facilities.  In  addition,  the  facility  involved  will  be  in- 
eligible to  participate  in  any  federally  funded  or  assisted  child  care 
program  for  2  years  following  conviction. 

Any  facility  in  which  child  care  was  provided  by  the  Bureau, 
whether  directly  or  under  contract,  would  have  to  meet  the  Federal 
standards  in  the  law,  but  it  would  not  be  subject  to  any  licensing  or 
other  requirements  imposed  by  States  or  localities.  If  any  individual, 
group.  State,  or  locality  feels  that  the  fire  and  safety  standards  are 
less  protective  of  the  welfare  of  children  than  those  imposed  by  State 
and  local  ordinances,  a  hearing  procedure  is  provided. 

Eequiring  facilities  to  meet  only  the  Federal  standards  will  make 
it  possible  for  many  groups  and  organizations  to  establish  child  care 
facilities  under  contract  with  the  Bureau  where  they  cannot  now  do 
so  because  of  overly  rigid  State  and  local  requirements.  From  the 
standpoint  of  the  group  or  individual  wishing  to  establish  the  facility, 
this  provision  would  end  an  administrative  nightmare.  Today,  it  can 
take  months  to  obtain  a  license  for  even  a  perfect  child  care  facility, 
by  the  time  clearance  is  obtained  from  agency  after  agency  at  the  local 
level.  Under  the  bill,  persons  and  groups  wishing  to  establish  a  child 
care  facility  would  be  able  to  obtain  technical  assistance  from  the 
Bureau;  they  would  have  to  meet  the  Federal  standards  and  they 
would  have  to  be  willing^  to  accept  children  whose  fees  were  partially 
or  wholly  paid  from  Federal  funds,  in  order  to  contract  with  the 
Bureau. 

Child  Care  and  Early  Childhood  Education 

An  emotional  and  controversial  issue  frequently  raised  in  the  dis- 
cussion of  child  care  concerns  the  position  taken  by  some  persons  that 
all  child  care  should  provide  an  early  childhood  education  experience. 
Without  beinpr  too  specific  about  the  nature  of  this  experience  (for 
example,  the  Federal  interagency  day  care  requirements  only  state 
that  "the  daily  activities  for  each  child  in  the  facility  must  be  designed 
to  influence  a  positive  concept  of  self  and  motivation,  and  to  enhance 
his  social,  cognitive,  and  communication  skills"),  early  childhood 
education  advocates  contrast  it  with  "mere  custodial  care"  that  is, 
care  like  that  provided  by  mothers  in  their  own  home  to  their  own 
children. 
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Ejfectiveness  of  early  childhood  educational  programs —ThoVi^ 
advocates  of  early  childhood  education  programs  cite  the  immediate 
intellectual  gains  children  realize  as  a  result  of  their  participation, 
evaluations  of  the  programs  have  been  virtually  unanimous  in  agree- 
ing that  the  gains  are  short-lived.  For  example,  in  a  summary  of 
recent  research  on  early  childhood  development  issued  by  the  National 
Institute  of  Mental  Health  in  1970,  the  authors  noted  the  "consistent 
findings  of  a  dropoff  of  the  gains  achieved  in  the  short-term  programs 
when  these  programs  are  terminated.  .  .  .  Almost  all  the  studies  in 
the  literature  show  a  decline  in  performance  after  the  short-term 
programs  are  ended  for  the  children.  .  .  .  The  evidence  is  fairly  clear 
that  the  gains  of  programs  that  are  of  a  short  term  are  gains  that  fail 
to  last.  .  .  .  There  is  no  evidence  .  .  .  that  pre-school  instruction  has 
lasting  effects  upon  mental  growth  and  development." 

In  an  article  entitled  "The  Environmental  Mystique"  that  appeared 
in  the  magazine  Childhood  Education  in  1970,  Dr.  Edward  Zigler, 
Director  of  the  Office  of  Child  Development  in  the  Department  of 
Health,  Education,  and  Welfare,  stated : 

Learning  is  an  inherent  feature  of  being  a  human  being. 
The  only  meaningful  question,  therefore,  is  not  "TF%  do  children 
learn?"  but,  "Why  is  it  that  some  children  do  not  learn?"  Aj)- 
proached  in  this  way,  the  problem  is  not  one  of  getting  intelli- 
gence into  nonlearners  but  rather  of  determining  the  conditions 
and  attitudes  that  interfere  with  the  natural  process  of  learning. 
We  are  all  aware  that  children  learned  before  cognitive  theorists 
told  us  how  and  before  the  invention  of  talking  typewriters. 
Indeed,  children  learned  before  schools  of  any  sort  existed.  How 
could  this  learning  have  been  possible  without  the  formal  pro- 
graming of  experiences  which  we  have  come  to  associate  with  the 
formal  educational  process?  The  answer,  I  think,  is  that  in  his 
natural  state  the  child  is  a  much  more  autonomous  learner  than 
adherents  of  the  pressure-cooker  approach  would  believe.  I  am 
convinced  the  child  does  most  of  his  learning  on  his  own  and  often 
the  way  to  maximize  it  is  simply  to  let  him  alone.  He  accomplishes 
some  of  the  most  significant  learning  in  his  every  day  interaction 
with  his  environment.  Learning  for  the  child  is,  thus,  a  continuous 
process  and  not  one  limited  to  the  formal  instruction  and  whizbang 
remedial  efforts  that  have  recently  captured  our  attention.  .  .  . 
Whatever  the  nature  of  cognitive  development  might  be,  such 
development  has  been  overemphasized  in  our  current  society. 
Thus  it  has  been  repeatedly  found  that  by  the  third  or  fourth  grade 
there  is  no  difference  between  children  who  have  had  preschool 
educational  experience  and  those  who  have  not.  Professor  Carl 
Bereiter,  who  has  devoted  his  career  to  the  education  of  young  children, 
drew  the  following  conclusion  in  a  paper  presented  at  Johns  Hopkins 
last  year : 

It  appears  that  the  main  thing  wrong  with  day  care  is  that  there 
is  not  enough  of  it  and  the  main  reason  there  is  not  enough  of  it 
is  that  it  costs  too  much.  At  the  same  time,  those  who  are  profes- 
sionally dedicated  to  advancing  da}^  care  seem  to  be  pressing  con- 
tinually to  make  it  more  costly  by  setting  certification  require- 
ments for  day  care  workers  and  by  insisting  that  day  care  should 
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be  educational  and  not  just  high-quality  institutionalized  baby- 
sitting. 

...  Producing  a  measurable  educational  effect  in  young  children 
is  far  from  easy ;  ...  it  requires  as  serious  a  commitment  to  cur- 
riculum and  teaching  as  does  education  in  older  children.  I  cannot 
imagine  day  care  centers  on  a  mass  basis  carrying  out  educational 
programs  of  the  kind  needed  to  produce  measurable  effect.  If  they 
cannot  do  so,  then  it  will  prove  in  the  long  run  a  tactical  blunder 
to  keep  insisting  that  day  care  must  be  educational.  Sooner  or  later 
those  who  pay  for  it  will  begin  demanding  to  see  evidence  that 
educational  benefits  are  being  produced,  and  the  evidence  will  not 
come  forth. 

It  would  seem  to  me  much  wiser  to  seek  no  more  from  day  care 
than  the  sort  of  high  quality  custodial  care  that  a  child  would 
receive  in  a  well-run  home,  and  to  seek  ways  to  achieve  this  level 
of  care  at  a  cost  that  would  make  it  reasonable  to  provide  it  to  all 
those  who  need  it.  One  should  not  have  to  justify  day  care  on 
grounds  that  it  will  make  children  do  better  in  school  any  more 
than  one  should  have  to  justify  a  hot  lunch  program  that  way. 
Educational  services  for  school-age  children. — It  is  anticipated 
that  most  of  the  children  receiving  child  care  under  the  guaranteed 
employment  program  in  the  committee  bill  will  be  children  who  are  in 
school  most  of  the  hours  of  the  day  for  nine  months  of  the  year,  and 
who  will  require  supervision  only  during  the  hours  they  are  not  in 
school  and  during  vacation  periods.  There  appears  to  be  no  reason  to 
require  that  educational  services  be  provided  to  a  child  who  already 
spends  six  hours  a  day  in  school. 

In  testimony  before  the  Finance  Committee,  Dr.  Zigler  stated  that 
for  $80  a  year  per  child  an  enrichment  program  could  be  provided  for 
children  receiving  child  care  in  family  day  care  homes.  Another  ap- 
proach suggested  would  have  children  receiving  care  in  family  child 
care  homes  go  to  a  child  care  center  several  times  during  the  week  for 
a  more  educationally  oriented  experience  at  a  much  lower  cost  than  if 
they  spent  full  time  in  the  day  care  center.  Thus  it  should  be  possible 
with  some  imagination  to  enrich  the  experience  of  children  who  receive 
care  in  a  home  setting  while  at  the  same  time  not  adding  prohibitively 
to  the  cost  of  child  care. 

Committee  hill. — In  view  of  the  considerations  discussed  above,  the 
committee  bill  does  not  require  that  all  child  care  arranged  for  by  the 
Bureau  of  Child  Care  be  educational  in  nature,  nor  does  it  require  a 
formal  educational  component.  However,  in  arranging  for  a  child's 
care  the  Bureau  would  first  have  to  see  if  a  place  is  available  under  a 
child  development  program  under  other  legislation  if  the  parent  pre- 
fers this  type  of  care.  Furthermore,  educationally  oriented  child  care 
could  be  arranged  for  by  the  Bureau  if  fees  are  available  to  pay  for 
this  kind  of  care. 

Any  educationally  oriented  child  care  arranged  for  by  the  Bureau 
would  have  to  meet  any  applicable  State  or  local  educational  standards, 
in  keeping  with  the  general  philosophy  of  State  and  local  control 
over  education. 
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Director  of  the  Bureau  and  National  Advisory  Council 

The  Bureau  would  be  headed  by  a  Director  appointed  by  the  Pres- 
ident with  the  consent  of  the  Senate.  A  National  Advisory  Council  on 
Child  Care  would  be  established  to  provide  advice  and  recommenda- 
tions to  the  Director  on  matters  of  general  policy  and  with  respect  to 
improvements  in  the  administration  of  the  Bureau.  The  Council  would 
be  composed  of  the  Secretary  of  Health,  Education,  and  Welfare,  the 
Secretary  of  Labor,  the  Secretary  of  Housing  and  Urban  Develop- 
mentj  and  eight  individuals — five  of  them  representative  of  consumers 
of  child  care — appointed  by  the  Director. 

Effective  Date 

The  provisions  of  the  committee  bill  establishing  the  new  Bureau  of 
Child  Care  would  be  effective  upon  enactment. 

Grants  to  States  for  Establishment  of  Model  Day  Care 

(Sec.  432  of  the  bill) 

The  committee  expects  that  much  of  the  child  care  offered  by  the 
Bureau  of  Child  Care  will  be  similar  to  that  provided  by  mothers  in 
their  own  home,  since  experience  has  shown  that  most  working  mothers 
prefer  family  day  care  because  of  its  convenience  and  its  informality. 
However,  the  committee  has  also  provided  a  3-year  program  of  grants 
to  States  to  permit  them  to  develop  model  child  care.  Appropriations 
would  be  authorized  to  permit  each  State  in  fiscal  years  1973,  1974  and 
1975  to  receive  a  grant  of  up  to  $400,000  per  year  to  pay  all  or  part  of 
the  cost  of  model  care,  whether  through  the  establishment  of  one  child 
care  center  or  a  child  care  system.  Special  emphasis  would  be  placed 
on  utilizing  the  model  child  care  for  training  persons  in  the  field  of 
child  care. 
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IX.  AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN, 
SOCIAL  SERVICES,  CHILD  WELFARE  SERVICES,  AND 
OTHER  PROVISIONS  RELATED  TO  WELFARE  PRO- 
GRAMS 

(Title  IV  of  thebiU) 

1.  AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN  AND 
SOCIAL  SERVICES 

The  Developing  Problem 

The  original  Social  Security  Act  of  1935  established  our  Federal- 
State  grant  programs  which  today  provide  assistance  to  the  aged, 
blind,  and  disabled,  and  to  needy  families  with  children.  Unlike  the 
federally  administered  social  security  program,  the  welfare  titles  of 
the  Social  Security  Act  do  not  set  benefit  levels  nor  describe  in  detail 
methods  of  administering  the  welfare  programs;  States  establish  their 
own  assistance  programs  within  the  broad  guidelines  of  the  Federal 
law. 

Within  the  past  5  years,  however,  the  Federal-State  relationships 
have  undergone  substantial  change.  Three  factors  have  played  an  im- 
portant role  in  the  changing  relationships : 

1.  The  tremendous  growth  in  the  Aid  to  Families  with  Depend- 
ent Children  rolls  has  created  both  a  fiscal  and  administrative 
burden  which  many  States  find  difficulty  coping  with. 

2.  A  number  of  court  decisions  have  had  far  reaching  impact  on 
all  aspects  of  the  welfare  programs  under  the  Social  Security 
Act.  These  decisions  have  used  the  very  broadness  of  the  Federal 
statute  (intended  to  allow  States  more  latitude)  against  the  States 
by  saying  sometimes  that  anything  the  Congress  did  not  expressly 
prohibit  it  must  have  intended  to  require — and  sometimes  that 
what  the  Congress  did  not  expressly  permit  it  must  have  intended 
not  to  permit.  This  position  was  explicitly  stated  by  the  Supreme 
Court  in  ToiDnsend\,  Swank  (opinion  dated  December  20, 1971), 
where  it  was  said  that  "at  least  in  the  absence  of  congressional 
authorization  for  the  exclusion  clearly  evidenced  from  the  Social 
Security  Act  or  its  legislative  history,  a  State  eligibility  standard 
that  excludes  persons  eligibile  for  assistance  under  Federal  AFDC 
standards  violates  the  Social  Security  Act  and  is  therefore  invalid 
under  the  Supremacy  Clause." 

3.  The  Department  of  Health,  Education,  and  Welfare  has  is- 
sued a  series  of  regulations  beginning  in  January  1969,  whose  ef- 
fect has  been  to  make  it  easier  to  get  on  welfare  and  harder  to  get 
off  welfare,  regulations  which  many  States  have  vigorously,  but 
unsuccessfully,  opposed. 

The  committee  bill  would  make  a  substantial  portion  of  the  present 
AFDC  caseload  ineligible  to  receive  its  basic  income  from  welfare,  and 
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would  instead  guarantee  an  opportunity  to  earn  an  income  through 
working.  This  shift  of  emphasis  from  a  guaranteed  income  through 
welfare  to  a  guaranteed  job  opportunity  should  have  a  significant  im- 
pact on  the  future  growth  of  the  welfare  rolls,  but  by  itself  the  creation 
of  the  work  program  will  not  guarantee  the  integrity  of  the  AFDC 
program  that  remains,  particularly  in  view  of  the  factors  outlined 
above. 

Various  studies  conducted  by  the  Department  of  Health,  Education, 
and  Welfare,  the  General  Accounting  Office  and  the  States  in  the  past 
few  years  have  shown  that  in  many  States,  the  welfare  programs  are 
not  under  proper  administrative  control — as  evidenced  by  an  unaccept- 
ably  high  rate  of  ineligibility,  overpayments  and  underpayments.  As  a 
matter  of  fact,  the  actions  of  the  Department  of  Health,  Education, 
and  Welfare  and  the  courts  in  recent  years  when  added  together  seem 
to  form  a  broad  avenue  making  it  very  easy  for  an  individual — ineligi- 
ble as  well  as  eligible — ^to  find  his  way  onto  welfare,  and  a  mystic  maze 
making  it  very  difficult  for  the  welfare  agency  to  get  him  oJff  of  welfare 
even  if  ineligible.  This  pattern  of  regulations  and  court  action  is  out- 
lined below : 

1.  Use  of  ^'simplified  declaration^''  method  pushed. — The  Depart- 
ment of  Health,  Education,  and  Welfare  has  required  that 
eligibility  for  aid  to  the  aged,  blind,  and  disabled  be  based  solely 
on  the  individual's  statements,  without  routine  verification  and 
investigation  of  this  information.  The  Department  initially  wished 
to  require  use  of  the  simplified  declaration  method  in  Aid  to 
Families  with  Dependent  Children  also,  but  limited  its  require- 
ment to  testing  on  a  sample  basis,  while  strongly  encouragingjthe 
States  to  adopt  the  declaration  method  for  this  program  (26 
States  have  done  so).  Even  where  the  simplified  declaration 
method  is  not  used,  the  Department  of  Health,  Education,  and 
Welfare  regulations  (45  CFR  206.10(a)  (12) )  require  that  in  de- 
termining initial  and  continuing  eligibility : 

Applicants  and  recipients  will  be  relied  upon  as  the  primary 
source  of  information  in  making  the  decision  about  their 
eligibility.  .  .  .  Verification  of  circumstances  pertaining  to 
eligibility  will  be  limited  to  what  is  reasonably  necessary  to 
ensure  the  legality  of  expenditures  under  this  program.  .  .  . 
The  agency  takes  no  steps  in  the  exploration  of  eligibility  to 
which  the  applicant  or  recipient  does  not  agree.  It  obtains 
specific  consent  for  outside  contacts,  gives  a  clear  explanation 
of  what  information  is  desired,  why  it  is  needed,  and  how  it 
will  be  used.  .  .  .  When  information  available  from  the 
applicant  or  recipient  is  inconclusive  and  does  not  support  a 
decision  of  eligibility,  the  agency  explains  to  the  individual 
what  questions  remain  and  how  he  can  resolve  or  help  to 
resolve  them,  what  actions  the  agency  can  take  to  resolve 
them  and  the  need  for  their  resolution  if  eligibility  is  to  be 
established  or  reconfirmed.  If  the  individual  is  unwilling  to 
have  the  agency  seek  verifying  information,  the  agency,  un- 
able to  determine  that  eligibility  exists,  denies  or  terminates 
assistance. 

2.  Impact  of  increase  in  applications  on  traditional  method  of 
determining  eligibility, — In  a  study  of  the  declaration  method 
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conducted  in  1971,  the  General  Accounting  Office  found  that  even 
where  the  welfare  agency  was  supposed  to  be  using  a  traditional 
method  of  determining  eligibility  (that  is,  with  routine  verifica- 
tion and  investigation  of  information),  the  crush  of  the  tremen- 
dous increase  in  applications  for  Aid  to  Families  with  Dependent 
Children  resulted  as  a  practical  matter  in  the  use  of  a  "simpli- 
fied declaration"  method  simply  because  the  agency  was  too  over- 
burdened handling  applications  to  carry  out  its  usual  verification 
procedures. 

3.  Welfare  payments  are  estimated. — The  social  security  benefit 
an  individual  receives  in  a  given  month  is  based  on  his  entitlement 
,during  the  prior  month.  By  way  of  contrast,  welfare  payments 
are  based  on  estimated  entitlement  during  the  current  month. 
While  this  is  no  problem  if  an  individual  has  no  source  of  income 
other  than  the  welfare  payment,  it  means  that  in  most  cases  the 
welfare  payment  will  be  at  least  slightly  wrong  if  the  recipient 
has  another  source  of  income  during  the  month,  such  as  earnings. 
Thus,  in  many  cases  overpayments  and  underpayments  may  result 
simply  from  changing  circumstances,  because  entitlement  is  based 
on  estimated  income  during  the  current  month. 

4.  Hearing  required  tefore  assistance  can  he  reduced  or  termi- 
nated.— In  1970  the  Supreme  Court  ruled  in  two  cases  {Goldberg 
V.  Kelly  (397  U.S.  254)  and  Wheeler  v.  Montgomery  (397  U.S. 
280) )  that  assistance  payments  coujd  not  be  terminated  or  re- 
duced before  a  recipient  was  afforded  an  evidentiary  hearing,  on 
the  constitutional  grounds  that  this  would  violate  the  due  process 
clause.  The  Department  of  Health,  Education,  and  Welfare  regu- 
lations (45  CFR  205.10)  go  much  further  than  the  court,  requiring 
agencies  to  help  recipients  to  request  hearings  and  to  tell  them 
of  their  right  to  appeal  and  that  welfare  payments  will  continue 
during  the  appeal. 

5.  Payments  rrmst  continue  during  appeal  at  State  level, — In  a 
recent  court  case  in  New  Jersey  {Serritella  v.  Engelman.,  opinion 
dated  February  24,  1972),  a  Federal  District  Court  held  that  the 
welfare  payment  must  not  only  be  continued  without  reduction 
during  the  evidentiary  hearing  at  the  local  level,  but  must  also  be 
continued  without  reduction  during  a  subsequent  appeal  at  the 
State  level. 

6.  Recouping  overpayment  when  recipient  is  not  at  fault. — 
The  regulations  of  the  Department  of  Health,  Education,  and 
Welfare  (45  CFE  233.20(a)  (3)  (ii)  {d) )  do  not  permit  a  State  to 
reduce  current  welfare  payments  because  of  prior  overpayments 
unless  the  recipient  willfully  withheld  information  about  income 
or  resources. 

7.  Recouping  welfare  benefits  ivhen  recipient  is  at  fault. — The 
court  went  even  further  than  the  HEW  overpayment  regulations 
in  Bradford  v.  Juras,  when  a  Federal  District  Court  in  Oregon 
ruled  on  July  12, 1971  that  a  State  may  not  reduce  current  welfare 
payments  when  an  overpaid  AFDC  recipient  willfully  withholds 
information  but  has  no  resources  apart  from  the  current  assistance 
grant. 

8.  Miranda  warning  required  in  fraud  irwestigation. — A  new 
dimension  was  added  to  welfare  fraud  investigation  in  a  recent 
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New  Jersey  State  Superior  Court  decision  {New  Jersey  v.  Graves^ 
April  2',  1971) ,  in  which  an  AFDC  recipient  had  failed  to  tell  the 
welfare  agency  that  her  husband  had  returned  home.  The  welfare 
agency  investigated  and  was  told  by  the  recipient  of  her  husband's 
return,  without  the  investigator  first  advising  her  of  her  right  to 
remain  silent.  This  warning  was  required,  the  court  stated, 
because : 

When  defendant  was  subjected  to  interrogation  by  a 
representative  of  the  fraud  division  and  in  the  presence  of  the 
supervisor  of  that  division,  the  interrogation  had  reached  an 
accusatory  stage  in  which  she  was  the  target.  It  is  impor- 
tant, also,  to  note  that  the  circumstances  surrounding  the 
investigation  contained  clear  elements  of  psychological 
duress,  as  evidenced  by  defendant's  testimony  that  she  did 
not  notify  the  welfare  board  of  her  husband's  return  because 
she  was  "afraid,"  presumably  of  losing  some  of  her  benefits. 
9.  Supreme  Court  attitude  on  protecting  State  fiscal  interest. — 
In  a  recent  case  ( Toicnsend  v.  Swanky  opinion  dated  December  20, 
1971)  the  Supreme  Court  did  not  permit  the  State  of  Illinois  to 
distinguish  for  welfare  purposes  between  students  attending  voca- 
tional schools  and  students  attending  other  kinds  of  schools. 
Particularly  significant  in  the  opinion  handed  down  was  the 
court's  comment  that  "a  State's  interest  in  preserving  the  fiscal 
integrity  of  its  welfare  program  by  economically  allocating 
limited  AFDC  resources  may  not  be  protected  by  the  device  of 
adopting  eligibility  requirements  restricting  the  class  of  children 
made  eligible  by  Federal  standards  [that  is,  those  eligible  under 
Federal  statute  and  regulations].  That  interest  may  be  protected 
by  the  State's  'undisputed  power  to  set  the  level  of  benefits.' " 
Thus  the  court  took  the  position  that  the  only  way  a  State  could 
restrict  welfare  expenditures  was  by  an  across-the-board  cut 
affecting  needy  persons  it  considered  worthy  of  assistance  as  well 
as  other  persons  the  State  would  have  preferred  to  consider  in- 
eligible for  assistance. 
These  pressures  from  without  have  led  to  the  welfare  programs 
not  being  under  sufficient  administrative  control  in  a  number  of  States. 
The  recent  quality  control  sample  of  the  Department  of  Health, 
Education,  and  Welfare  has  shown  a  high  rate  of  ineligibility,  over- 
payment, and  underpayment  in  aid  to  the  aged,  blind,  and  disabled 
as  well  as  Aid  to  Families  with  Dependent  Children.  The  Department 
has  argued  that  the  situation  is  hopeless  and  that  only  direct  Federal 
administration  of  the  welfare  programs  can  result  in  proper  and 
efficient  administration. 

The  committee  does  not  agree  with  the  Department's  attempt  at  a 
self-fulfilling  prophecy.  It  is  the  committee's  view  that  the  present 
Federal-State  system  would  operate  much  more  effectively — as  in- 
tended by  the  Congress — if  States  were  relieved  of  the  added  burden 
now  placed  on  them  by  court  decisions  and  Federal  regulations  ex- 
tending welfare  eligibility  and  payments  beyond  what  is  contemplated 
in  the  statute,  and  if  they  were  given  help  in  getting  at  some  of  the 
major  causes  of  the  increases  in  the  AFDC  rolls.  This  is  what  the  com- 
mittee has  attempted  to  achieve  in  the  revised  version  of  the  AFDC 
program  it  is  recommending  to  the  Senate. 
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Outline  of  the  AFDC  Program  as  Modified 

The  committee  bill  would  recast  the  Aid  to  Families  with  Depend- 
ent Children  program  to  clarify  its  nature  as  a  federally  shared  pro- 
gram under  which  States  can  provide  assistance  to  needy  families. 
Beginning  January  1, 1974,  families  headed  by  an  employable  parent 
would  obtain  their  basic  income  from  employment  rather  than  from 
welfare.  An  estimated  40  percent  or  1.2  million  of  the  3  million  fam- 
ilies currently  receiving  AFDC  would  have  to  obtain  their  basic  source 
of  income  from  employment  beginning  on  that  date. 

Conditions  of  Eligibility 

As  under  existing  law,  the  Federal  AFDC  statute  would  limit 
eligibility  to  needy  families  containing  at  least  one  child  who  is  under 
age  18  (or  a  full-time  student  under  age  21) ,  who  is  living  in  the  home 
of  his  parent  or  other  specified  relative,  and  who  has  been  deprived  of 
support  because  of  the  death,  absence  from  the  home,  or  incapacity  of  a 
parent.  Unlike  current  law,  the  AFDC  program  could  not  oe  used  to 
provide  the  basic  income  of  any  family  which  includes  at  least  one 
employable  parent.  In  general,  any  able-bodied  father  would  be  con- 
sidered employable,  as  would  any  able-bodied  mother  heading  a  family 
other  than  one  who  is  caring  for  a  child  under  age  6  or  for  another 
member  of  the  household  who  is  ill  or  disabled.  Federal  law  would 
also  spell  out  certain  other  requirements  or  limitations  on  eligibility. 

In  addition  to  the  Federal  requirements.  States  would  be  authorized 
to  establish  such  conditions  of  eligibility  as  they  might  determine  to  be 
appropriate  to  carry  out  the  objectives  of  the  program.  For  example, 
States  would  (as  they  do  now)  establish  the  amount  of  assets  which  a 
family  may  retain  and  still  receive  assistance.  Similarly,  States  could 
condition  eligibility  on  the  fulfillment  of  certain  other  requirements  not 
spelled  out  in  Federal  law.  One  such  condition  might  be  a  requirement 
that  the  school-age  children  in  an  AFDC  family  actually  attend  school. 
Such  conditions  would  have  to  be  reasonably  related  to  the  purposes 
of  the  program  and  could  not  be  used  as  a  subterfuge  for  changing 
its  basic  nature.  For  example.  States  could  not  impose  conditions 
which  would  have  the  effect  of  excluding  from  AFDC  all  families 
with  no  child  under  age  3. 

In  general,  then,  the  Federal  law  would  define  the  outside  limits 
of  eligibility  which  a  State  could  incorporate  in  its  AFDC  program. 
States  would  not  be  required  to  provide  assistance  to  all  families  fall- 
ing within  these  limits  but  would,  rather,  be  free  to  establish  reason- 
able additional  conditions  or  limitations  on  eligibility. 

Level  of  Assistance  and  Federal  Fusing 

The  committee  bill  would  continue  the  approach  of  present 
law  under  which  each  State  determines  the  level  of  assistance  which 
will  be  provided  to  needy  families.  States  could  not,  however,  reduce 
payment  levels  to  AFDC  recipients  below  $1,600  for  a  two-member 
family,  $2,000  for  a  three-member  family,  and  $2,400  for  a  family  of 
four  or  more ;  or  if  payment  levels  are  already  below  these  amounts 
they  could  not  be  reduced  at  all. 

Unlike  present  law,  Federal  funding  would  not  be  provided  accord- 
ing to  a  flat  percentage  (50  to  83  percent,  depending  upon  per  capita 
income  in  the  State)  of  whatever  the  State  expends  for  assistance.  In- 
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stead,  the  Federal  Government  would  make  flat  grant  payments  to  the 
States  for  Aid  to  Families  with  Dependent  Children  which  would  pro- 
vide a  substantial  measure  of  fiscal  relief  to  the  States.  The  Federal 
Government  would  also  reimburse  the  States  fully  for  any  additional 
cash  assistance  provided  to  families  to  offset  the  loss  of  food  stamps. 
Families  eligible  for  AFDC  would  not  be  eligible  for  food  stamps  or 
surplus  commodities.  States  would  be  required  to  assure  that  families 
participating  in  the  employment  program  receive  as  much  in  total 
income  as  welfare  families  of  similar  composition. 

Administration  and  control  of  AFDO 

As  under  existing  law,  the  AFDC  program  would  be  administered 
by  State  welfare  agencies  or  by  local  welfare  agencies  under  the  super- 
vision of  a  State  agency.  The  States  would  be  expected  to  have  greater 
control  over  their  AFDC  programs  than  is  now  the  case.  In  the  con- 
text of  the  committee's  block  grant  approach,  the  general  authority  of 
the  Department  of  Health,  Education,  and  Welfare  to  interfere  with 
the  States'  methods  of  administration  or  to  impose  its  regulations  on 
the  States  would  be  restricted  under  the  committee  bill. 

Aid  to  Families  With  Dependent  Children  Under  the  Committee 

Bill 

The  following  pages  describe  the  AFDC  program  as  it  would  be 
modified  under  the  committee  bill.  The  modifications  would  be  effec- 
tive January  1,  1973;  some  further  changes  would  be  made  once  the 
committee's  employment  plan  became  effective  on  January  1,  1974. 

The  AFDC  program  under  the  committee  bill  would  consist  of  the 
following  elements : 

1.  Purpose ;  authorization  of  appropriations ; 

2.  General  administrative  provisions ; 

3.  Eligibility  for  AFDC; 

4.  Determining  eligibility  and  amount  of  benefits ; 

5.  Statutory  rights  of  applicants  for  and  recipients  of 
assistance ; 

6.  Protection  of  children ; 

7.  Social  services ; 

8.  Community  work  and  training  programs  (effective  until 
January  1974)  ; 

9.  Eelationship  with  Work  Incentive  Program  (effective  until 
January  1974) ; 

10.  Emergency  assistance ;  and  ^ 

11.  Federal  financial  participation. 

Purpose;  Authorization  of  Appropriations 

Section  401  of  the  Social  Security  Act  sets  forth  the  purpose  of  the 
AFDC  program  as  follows : 

For  the  purpose  of  encouraging  the  care  of  dependent  children 
in  their  own  homes  or  in  the  homes  of  relatives  by  enabling  each 
State  to  furnish  financial  assistance  and  rehabilitation  and  other 
services,  as  far  as  practicable  under  the  conditions  in  such  State, 
to  needy  dependent  children  and  the  parents  or  relatives  with 
whom  they  are  living  to  help  maintam  and  strengthen  family  life 
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and  to  help  such  parents  or  relatives  to  attain  or  retain  capability 
for  the  maximum  self-support  and  personal  independence  consis- 
tent with  the  maintenance  of  continuing  parental  care  and  pro- 
tection, there  is  hereby  authorized  to  be  appropriated  for  each 
fiscal  year  a  sum  sufficient  to  carry  out  the  purposes  of  this  part. 
The  sums  made  available  under  this  section  shall  be  used  for 
making  payments  to  States  which  have  submitted,  and  had  ap- 
proved by  the  Secretary  of  Health,  Education,  and  Welfare  State 
plans  for  aid  and  services  to  needy  families  with  children. 
As  rewritten  under  the  committee  bill,  the  following  clarifications 
would  be  made  in  this  declaration  of  purpose  to  make  explicit  what 
the  committee  feels  is  now  implicit:  (1)  it  would  be  made  clear  that 
welfare  is  a  matter  of  statutory  entitlement  rather  than  a  property 
right;  (2)  the  purpose  of  aiding  children  in  establishing  paternity 
and  obtaining  support  payments  would  be  an  explicit  goal  of  the 
AFDC  program;  and  (3)  the  central  role  of  the  State  in  determining 
the  nature  of  the  AFDC  program,  within  the  broad  outline  of  Federal 
law,  would  be  strongly  emphasized. 

Welfare  as  a  Statutory  Eight 

A  number  of  court  cases  have  been  predicated  on  the  judicial  finding 
that  welfare  is  a  property  "right"  rather  than  the  traditional  view 
that  is  a  "gratuity"  granted  as  a  privilege  by  the  Congress  and  the 
States  subject  to  such  eligibility  conditions  as  are  imposed  by  law. 

Benefits  under  any  of  the  welfare  programs  are  a  statutory  right, 
and  like  any  other  statutory  right,  are  subject  to  the  establishment  of 
specific  conditions  and  limitations  which  may  be  altered  or  repealed  by 
subsequent  legislative  action.  In  fact,  the  Social  Security  Act,  in  sec- 
tion 1104  makes  explicit  what  would  be  the  case  in  any  event,  that 
"the  right  to  alter,  amend,  or  repeal  any  provision  of  this  Act  is  hereby 
reserved  to  the  Congress." 

The  "right  to  welfare"  implies  no  vested,  inherent  or  inalienable 
right  to  benefits.  It  confers  no  constitutionally  protected  benefit  on 
the  recipient.  T6  the  contrary,  the  right  to  welfare  is  no  more  sub- 
stantial, and  has  no  more  legal  effect,  than  any  other  benefit  conferred 
by  a  generous  legislature.  The  welfare  system  as  we  know  it  today  has 
its  legal  genesis  in  the  Social  Security  Act  and  the  statutory  rights 
granted  under,  and  pursuant  to,  that  Act  can  be  extended,  restricted, 
or  otherwise  altered  or  amended — or  even  repealed — by  a  subsequent 
act  of  Congress.  It  is  this  ability  to  change  the  nature  of  a  statutory 
right  which  distinguishes  it  from  a  property  right  or  any  right  con- 
sidered inviolate  under  the  Constitution.  The  committee  firmly  re- 
states this  view  of  the  nature  of  the  "right"  to  a  welfare  benefit. 

Right  of  Children  To  Have  Paternity  Established  and  To  Receive 

Support  Payments 

The  committee  is  aware  of  the  tendency  of  many  persons  involved 
in  the  administration  of  AFDC  not  to  seek  the  establishment  of 
paternity  and  support  for  an  AFDC  child.  Their  rationale  is  that 
such  action  may  have  an  adverse  effect  on  the  child's  mother.  But  this 
overlooks  the  adverse  effect  on  the  child  of  failure  to  act.  The  com- 


78-178  0—72  30 


400 


mittee  feels  that  the  child  must  be  recognized  as  a  legal  person  who  is 
in  a  direct  relationship  with  society  and  who  is  not  a  chastel  of  his 
mother.  The  committee  believes  that  children  born  out  of  wedlock  have 
the  right  to  have  the  identity  of  their  father  established,  and  that  all 
children  have  the  right  to  be  supported  by  their  parents.  The  commit- 
tee bill  contains  a  number  of  provisions  concerning  this  subject,  set 
forth  in  detail  in  chapter  X  of  this  report  (pages  501  ff.)  and  because 
of  its  importance  the  committee  feels  that  it  should  be  stressed  as  one 
of  the  purposes  of  the  AFDC  program. 

Central  Role  of  State 

It  is  the  committee's  view  that  the  present  AFDC  statute  is  clear  in 
establishing  the  central  role  of  the  State  in  determining  the  nature  of 
its  AFDC  program,  within  the  broad  outline  of  Federal  law.  The 
Department  of  Health,  Education,  and  Welfare,  however,  has  at- 
tempted to  severely  limit  State  flexibility  with  a  series  of  regulations 
which  are  more  in  the  nature  of  legislation  than  interpretation  of  the 
Federal  statute.  In  addition,  the  courts  have  used  the  very  broadness  of 
the  Federal  statute  (intended  to  allow  States  great  latitude  in  operat- 
ing their  AFDC  programs)  against  the  States  by  taking  the  position 
sometimes  that  anything  the  Congress  did  not  expressly  prohibit  it 
must  have  intended  to  require  and  sometimes  that  anything  the  Con- 
gress did  not  expressly  permit,  it  must  have  intended  not  to  permit.  A 
number  of  the  provisions  of  the  committee  bill  are  designed  to  deal  with 
problems  raised  by  specific  HEW  regulations.  In  addition,  the  com- 
mittee bill  limits  the  Department's  regulatory  authority  under  the 
welfare  programs  so  that  it  may  issue  regulations  only  related  to  spe- 
cific provisions  of  the  Act,  and  so  that  the  regulations  may  not  be 
inconsistent  with  any  provision  of  the  Act.  The  committee  bill  would 
thus  free  the  States  to  again  assume  their  central  role  in  operating  their 
AFDC  programs. 

State  Plans  for  Aid  and  Services  To  Needy  Families  With 

Children 

General  Administrative  Provisions 

Provisions  in  Present  Law 

The  present  law  contains  a  number  of  requirements  of  a  general 
administrative  nature  related  to  State  AFDC  programs,  under  which 
they  must — 

1.  Be  in  effect  in  all  political  subdivisions  of  the  State; 

2.  Provide  for  financial  participation  by  the  State; 

3.  Designate  a  single  State  agency  to  administer  the  program 
or  supervise  its  administration ; 

4.  Be  administered  by  employees  selected  on  a  merit  basis; 

5.  Use  subprof  essional  staff  and  volunteers ;  and 

6.  Furnish  reports  and  other  information  to  the  Secretary  of 
Health,  Education,  and  Welfare. 

These  present  law  provisions  are  repeated  in  the  committee  bill  as 
well,  with  the  one  exception  that  the  Secretary  would  be  permitted 
to  waive  the  requirement  of  statewideness  as  it  applies  to  the  provi- 
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sion  of  social  services  (this  is  further  discussed  below  in  the  section  on 
social  services,  pages  485^86). 

Use  of  Social  Security  Numbers  and  Other  Means  of 
Identification 

In  its  social  security  provisions,  the  committee  bill  contains  a  pro- 
cedure designed  to  introduce  additional  administrative  controls  over 
the  issuance  of  social  security  numbers  and  to  impose  additional  penal- 
ties for  fraudulent  use  of  social  security  numbers. 

In  the  revised  AFDC  program  under  the  committee  bill  (as  well  as 
under  the  other  welfare  titles  of  the  Social  Security  Act) ,  applicants 
for  public  assistance  would  be  required  to  furnish  their  social  security 
numbers  to  State  welfare  agencies.  These  agencies,  in  turn,  are  re- 
quired by  the  bill  to  use  recipients'  social  security  numbers  in  the  ad- 
ministration of  assistance  programs. 

For  example,  it  is  expected  that  States  would  use  social  security 
numbers  for  case  file  identification,  for  cross-checking  purposes,  and 
as  an  aid  in  the  compilation  of  statistical  data.  The  committee  feels 
that  this  provision  is  a  logical  extension  of  the  use  of  social  security 
numbers  for  identification  purposes — a  procedure  which  has  proven 
highly  effective  as  an  aid  in  the  administration  of  the  Internal  Revenue 
Code.  This  use  of  the  social  security  number  for  identification  purposes 
on  tax  returns  was  adopted  at  the  suggestion  of  the  committee.  The 
committee  understands  that  a  number  of  States  have,  on  their  own 
initiative,  undertaken  to  use  social  security  numbers  in  this  way  in  ad- 
ministering their  welfare  programs.  The  committee  believes  that  the 
use  of  this  numbering  system  should  contribute  to  improving  the 
administration  of  welfare  programs  and  aiding  in  the  detection  and 
prevention  of  fraudulent  practices.  It  will  also  permit  States  to  ex- 
change lists  of  these  numbers  as  an  additional  safeguard  against 
fraudulent   attempts   to   receive   more  than   one  welfare  check. 

In  addition.  States  would  be  explicitly  authorized  in  the  statute  to 
use  photographs  and  such  other  means  of  identification  as  they  desire 
in  administering  the  welfare  programs,  and  to  set  penalties  for  misuse 
of  these  means  of  identification. 

Separation  of  Services  and  Eligibility  Determination 

An  example  of  HEW  efforts  at  legislation  through  regulation  in- 
volves the  separation  of  social  services  from  the  welfare  payment 
process.  On  June  2,  1972,  the  Department  of  HEW  issued  a  regula- 
tion requiring  States  to  have  completely  separate  administrative  units 
handling  the  provision  of  social  services  and  handling  the  determina- 
tion of  eligibility  for  welfare. 

The  committee  notes  that  the  General  Accounting  Office  in  its  study 
of  the  "simplified  declaration"  method  found  that  "caseloads  in 
the  centers  using  a  simplified  method  increased  disproportionately 
when  .  .  .  they  no  longer  required  the  same  welfare  agency  worker 
to  determine  an  applicant's  eligibility  and  also  provide  social  services." 

In  the  committee's  view  there  is  little  justification  for  requiring 
States  to  make  this  kind  of  administrative  separation  and  there  are 
good  arguments  for  not  making  such  a  separation  at  all — in  particular, 
the  fact  that  a  good  deal  of  casefinding  for  services  occurs  as  part  of 
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the  eligibility  determination  process.  The  committee  bill  therefore 
makes  it  clear  that  States  may  not  be  required  to  separate  the  provision 
of  social  services  from  the  determination  of  eligibility  under  the 
AFDC  program.  States  which  feel  that  such  a  separation  will  con- 
tribute to  improved  administration  would  be  free  to  separate  the  two. 

Establishment  of  Advisort  Committees 

Regulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  in  1969  require  States  to  establish  a  welfare  advisory  com- 
mittee for  AFDC  and  child  welfare  programs  "at  the  State  level  and  at 
local  levels  where  the  programs  are  locally  administered,"  with  the 
cost  of  the  advisory  committees  and  their  staffs  borne  by  the  States 
(with  Federal  matching)  as  part  of  the  cost  of  administering  the  wel- 
fare programs. 

Committee  frovision, — The  committee  bill  would  make  the  estab- 
lishment or  continuation  of  such  advisory  committees  optional  with  the 
States. 

Furnishing  Manuals  and  Other  Polict  Issuances 

Regulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  in  October  1970  require  States  to  make  available  current 
copies  of  program  manuals  and  other  policy  issuances  related  to  any 
of  the  welfare  programs — 

without  charge  to  public  or  university  libraries,  the  local  or  dis- 
trict offices  of  the  Bureau  of  Indian  Affairs,  and  welfare  or  legal 
services  offices  or  organizations.  The  material  may  also  be  made 
available,  with  or  without  charge,  to  other  groups  and  to  indi- 
viduals. Wide  availability  of  agency  policy  materials  is  recom- 
mended. 

In  addition,  the  regulations  state  that : 
Upon  request,  the  agency  will  reproduce  without  charge  the 
specific  policy  materials  necessary  for  an  applicant  or  recipient, 
or  his  representative,  to  determine  whether  a  fair  hearing  should 
be  requested  or  to  prepare  for  a  fair  hearing ;  and  will  establish 
policies  for  reproducing  policy  materials  without  charge,  or  at  a 
charge  related  to  cost,  for  any  individual  who  requests  such 
material  for  other  purposes  (45  CFR  205.70  (b) ) . 
Committee  provision. — The  committee  bill  would  make  clear  that 
States  would  not  be  required  to  furnish  these  materials  without  charge, 
and  that  States  would  be  permitted  to  require  that  the  material  be  made 
available  only  at  cost. 

Eligibility  for  Aid  to  Families  with  Dependent  Children 

Under  present  law,  Aid  to  Families  with  Dependent  Children  may 
be  furnished  to  families  with  children  in  which  a  child  "has  been  de- 
prived of  parental  support  or  care  by  reason  of  the  death,  continued 
absence  from  the  home,  or  physical  or  mental  incapacity  of  a  parent." 
In  addition,  a  State  may  provide  AFDC  payments  to  children  who 
have  been  deprived  of  parental  support  or  care  by  reason  of  the  unem- 
ployment of  the  father.  The  committee  bill  would  continue  these 
broad  categories  of  eligibility  until  January  1, 1974,  at  which  time  the 
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following  kinds  of  families  would  receive  their  basic  income  from 
employment  rather  than  AFDC : 

1.  A  family  headed  by  a  father  who  is  not  incapacitated; 

2.  A  family  headed  by  a  mother  (or  headed  by  an  incapacitated 
father  where  the  mother  is  not  providing  care  to  the  father)  with 
no  child  under  age  6,  unless  the  mother  is  (a)  ill,  incapacitated  or 
of  advanced  age;  (b)  too  remote  from  an  employment  program  to 
be  able  to  participate;  (c)  needed  at  home  to  care  for  a  disabled 
family  member;  or  (d)  attending  school  full  time. 

Under  the  committee  bill,  States  would  be  required  to  make  eligible 
for  AFDC: 

1.  A  family  headed  by  a  mother  with  a  child  under  age  6 ; 

2.  A  family  headed  by  an  incapacited  father  where  the  mother 
is  not  in  the  home  or  is  caring  for  the  father ; 

3.  A  family  headed  by  a  mother  who  is  ill,  incapacitated,  or  of 
advanced  age ; 

4.  A  family  headed  by  a  mother  too  remote  from  an  employment 
program  to  be  able  to  participate ; 

5.  A  family  headed  by  a  mother  attending  school  full  time  even 
if  there  is  no  child  under  age  6; 

6.  A  family  headed  by  a  mother  who  is  needed  at  home  to  care 
for  a  disabled  family  member ;  and 

7.  A  child  living  with  neither  parent,  together  with  his  caretaker 
relative  (s),  providing  his  mother  is  not  also  receiving  welfare. 

However,  the  following  individuals  or  groups  would  not  be  eligible 
to  receive  Aid  to  Families  with  Dependent  Children : 

1.  Persons  residing  in  a  State  less  than  3  months  (however, 
the  former  State  of  residence  would  continue  to  provide  assistance 
for  the  3  months) ; 

2.  Persons  who  are  neither  citizens  nor  aliens  lawfully  admitted 
for  permanent  residence ; 

3.  Persons  who  have  been  outside  the  United  States  for  at  least 
30  consecutive  days  but  have  not  yet  been  back  in  the  United  States 
for  30  consecutive  days ; 

4.  Unborn  children; 

5.  Mothers  who  fail  to  cooperate  in  establishing  the  paternity 
of  a  child  born  out  of  wedlock  and  mothers  who  fail  to  cooperate 
in  seeking  support  payments ; 

6.  Persons  who  are  medically  determined  to  be  addicts  or 
alcoholics ; 

7.  Individuals  receiving  another  form  of  federally  matched 
welfare ; 

8.  Until  January  1,  1974,  persons  refusing  without  good  cause 
to  participate  in  the  Work  Incentive  Program  or  to  accept  em- 
ployment ;  and 

9.  Persons  who  have  recently  disposed  of  their  assets  for  the 
sake  of  qualifying  for  welfare. 

At  the  State's  option  the  following  additional  groups  could  be  ex- 
cluded from  welfare  eligibility : 

1.  Persons  absent  from  the  State  for  more  than  3  months ; 

2.  Children  living  in  the  same  household  as  their  stepfather, 
and  families  in  which  there  is  a  continuing  parent-child  relation- 
ship with  a  man; 
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3.  Persons  who  refuse  to  allow  a  caseworker  in  their  home; 

4.  A  child  living  with  a  relative  when  the  child's  mother  is  re- 
ceiving AFDC  in  another  household;  and 

5.  AFDC  children  between  age  18  and  21  attending  school. 

6.  A  family  headed  by  an  unemployed  father  who  is  a  striker. 
These  items  are  discussed  individually  below. 

Definition  of  Incapacity  Under  Aid  to  Families  With 
Dependent  Children 

Present  law. — Under  Aid  to  Families  with  Dependent  Children,  the 
Federal  Government  will  match  payments  to  families  where  the 
father  is  incapacitated.  The  definition  of  "incapacitated"  is  left  up  to 
the  States. 

Under  a  regulation  issued  by  the  Secretary  of  Welfare  in  Peim- 
sjdvania,  incapacity  is  defined  in  a  way  that  allows  the  State  to 
classify  virtually  any  general  assistance  recipient  with  children  as 
incapacitated  for  purposes  of  Federal  matching.  The  regulation  states : 
The  determination  of  incapacity  is  based  on  the  simple  fact  of 
the  existence  of  incapacity  and  not  upon  its  cause,  degree,  dura- 
tion or  accompanying  factors.  It  is  not  necessary  to  show  an 
affirmative  relationship  between  the  incapacity  of  the  parent  and 
the  lack  of  parental  support  or  care.  It  is  immaterial  whether  the 
parent  was  the  chief  breadwinner  or  devoted  himself  or  herself 
primarily  to  the  care  of  the  child,  or  whether  or  not  the  parents 
were  married  to  each  other. 

To  prove  incapacity,  there  must  be  proof  that  a  parent  has  an 
impairment,  but  it  is  not  necessary  to  show  that  the  impairment 
limits  the  parent's  ability  to  support  or  care  for  the  child. . . .  The 
impairment  must  be  proved.  If  the  impairment  can  be  seen,  the 
worker's  statement  that  he  has  seen  it  is  proof  of  the  existence  of 
the  impairment. 

Committee  provision. — Under  the  committee  bill,  the  term  "inca- 
pacitated" would  be  defined  as  "inability  to  engage  in  any  substantial 
gainful  activity  by  reason  of  any  medically  determinable  physical  or 
mental  impairment."  This  is  the  same  definition  as  is  used  in  determin- 
ing disability  under  the  social  security  disability  insurance  program, 
except  that  the  definition  would  also  apply  to  short-term,  temporary 
disability  while  social  security  benefits  are  available  only  to  persons 
whose  disability  will  last  at  least  12  months.  A  family  head  not  found 
to  be  "incapacitated"  under  this  definition  would  be  assured  employ- 
ment under  the  guaranteed  job  opportunity  program. 

Persons  Residing  in  a  State  Less  Than  Three  Months 

Present  law. — Under  the  present  Federal  statute  the  Secretary  of 
Health,  Education,  and  Welfare  may  not  approve  a  State  plan  for 
Aid  to  Families  with  Dependent  Children  if  it  includes  a  duration  of 
residence  requirement  of  more  than  one  year.  In  the  programs  of  cash 
assistance  for  the  aged,  blind,  and  disabled,  the  present  statute  would 
permit,  in  addition  to  the  requirement  of  one  year's  residence  preced- 
ing the  date  of  application,  a  requirement  that  the  individual  have 
resided  in  the  State  for  five  of  the  preceding  nine  years. 
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In  April  1969,  the  Supreme  Court  ruled  that  the  duration  of  resi- 
dence requirement  of  the  Connecticut  and  Pennsylvania  AFDC  pro- 
grams constituted  an  action  by  those  States  which  violated  the  equal 
protection  clause  of  the  14th  amendment.  The  Supreme  Court  stated 
that  the  Federal  statute  "does  not  approve,  much  less  prescribe,  a  one- 
year  requirement"  and  went  on  to  say  that  even  if  it  were  to  assume 
"that  Congress  did  approve  the  imposition  of  a  one-year  waiting 
period,  it  is  the  responsive  State  legislation  which  infringes  constitu- 
tional rights."  The  court  further  declared  that  if  somehow  the  consti- 
tutionality of  the  Federal  law  is  involved  that  "insofar  as  it  permits 
the  one-year  waiting-period  requirement"  it  would  be  unconstitutional 
because  "Congress  may  not  authorize  the  States  to  violate  the  Equal 
Protection  Clause." 

This  Supreme  Court  action  in  outlawing  duration  of  residence  re- 
quirements may  have  been  one  of  the  factors  influencing  many  States 
to  cut  back  on  their  welfare  payment  levels  or  not  to  provide  increases 
as  they  had  in  the  past.  A  dissenting  member  of  the  Supreme  Court 
noted  that  "of  longer-range  importance,  the  field  of  welfare  assistance 
is  one  in  which  there  is  a  widely  recognized  need  for  fresh  solutions 
and  consequently  for  experimentation.  Invalidation  of  welfare  resi- 
dence requirements  might  have  the  unfortunate  consequence  of  dis- 
couraging the  Federal  and  State  governments  from  establishing 
unusually  generous  welfare  programs  in  particular  areas  on  an  experi- 
mental basis,  because  of  fears  that  the  program  would  cause  an  influx 
of  persons  seeking  higher  welfare  payments."  This  Justice  concluded 
that  it  was  "particularly  unfortunate  that  this  judicial  roadblock  to 
the  powers  of  Congress  in  this  field  should  occur  at  the  very  threshold 
of  the  current  discussions  regarding  the  'federalizing'  of  these  aspects 
of  welfare  relief." 

Committee  provision. — The  committee  bill  contains  a  provision 
aimed  at  eliminating  the  constitutional  question  raised  by  the  Supreme 
Court  by  making  it  an  affirmative  requirement  of  Federal  law  that 
the  State  plan  for  Aid  to  Families  with  Dependent  Children  include 
a  requirement  of  three  months'  residence  in  the  State  as  a  condition  of 
eligibility.  (The  committee  bill,  however,  would  not  deny  Federal 
funds  to  States  which  by  virtue  of  State  law  do  not  in  fact  impose  a 
duration  of  residency  requirement.)  Thus  under  the  committee  bill, 
a  three-month  duration  of  residence  in  a  State  would,  in  effect,  be  a 
nationally  uniform  condition  of  eligibility  for  assistance.  With  this 
structure  the  question  of  State  violation  of  the  equal  protection  clause 
of  the  14th  amendment  is  eliminated. 

In  addition,  the  committee  bill  would  require  a  State  to  continue 
welfare  payments  to  eligible  persons  for  3  months  after  they  move  to 
another  State  unless  they  become  eligible  for  welfare  in  the  other  State 
earlier  than  this.  The  payments  themselves  would  be  made  by  the 
welfare  agency  in  the  new  State  of  residence,  with  reimbursement 
made  under  a  cooperative  agreement. 

Eligibility  of  Aliens  for  Welfare;  Persons  Outside  the  United 

States 

Present  lav). — Under  the  Social  Security  Act,  the  Secretary  of 
Health,  Education,  and  Welfare  may  not  approve  a  State  plan  of  aid 
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to  the  aged,  blind,  or  disabled  which  imposes  as  a  condition  of  eligi- 
bility for  welfare  "any  citizenship  requirement  which  excludes  any 
citizen  of  the  United  States"  (sections  2(b)  (3),  1002(b)  (2),  1402(b) 
(2),  and  1602(b)  (3) ).  There  is  no  similar  clause  in  the  Federal  title 
relating  to  Aid  to  Families  with  Dependent  Children.  Thus  all  the  wel- 
fare titles  of  the  Social  Security  Act  would  permit  a  State  to  exclude 
noncitizens  from  welfare  benefits,  although  the  law  does  not  say  so 
explicitly. 

House  hill, — For  the  new  program  of  Federal  aid  to  the  aged,  blind, 
and  disabled,  H.R.  1  as  it  passed  the  House  would  limit  eligibility  to 
an  individual  who  "is  a  resident  of  the  United  States,  and  is  either 
(i)  a  citizen  or  (ii)  an  alien  lawfully  admitted  for  permanent  resi- 
dence" (section  2014(a)  (1)  (B)).  There  is  a  similar  provision  under 
the  Family  Assistance  Program  in  the  House-passed  bill. 

The  House  bill  also  (sees.  2011(f)  and  2155(a)(4)(B))  makes 
an  individual  ineligible  for  welfare  payments  during  any  month  in 
which  the  person  is  outside  the  United  States  the  entire  month ;  once 
an  individual  has  been  outside  the  United  States  at  least  30  consecutive 
days,  he  must  remain  in  the  United  States  30  consecutive  days  before 
he  may  again  be  eligible  for  welfare. 

Court  cases. — The  Supreme  Court  on  June  14,  1971  {Graham  v. 
Richardson)  ruled  that  a  State  could  not  condition  welfare  benefits 
either  upon  the  applicant  being  a  U.S.  citizen  or,  if  an  alien,  on  his 
having  resided  in  the  United  States  for  a  specified  number  of  years. 
Such  eligibility  requirements  were  held  to  violate  the  Equal  Protection 
Clause  of  the  14th  amendment.  As  far  as  the  explicit  provisions 
of  the  Social  Security  Act  were  concerned,  the  Court  concluded 
that  they  did  not  affirmatively  authorize,  much  less  command,  the 
States  to  adopt  duration  of  residency  requirements  or  other  eligibility 
restrictions  applicable  to  aliens,  but  instead  merely  directed  the  Sec- 
retary not  to  approve  a  State  plan  which  excluded  U.S.  citizens 
from  eligibility.  Although  the  Federal  Government  admittedly  had 
broad  constitutional  power  to  determine  what  aliens  should  be  ad- 
mitted to  the  United  States,  the  period  they  could  remain,  and  the 
terms  and  conditions  of  their  naturalization,  the  Court  felt  that  the 
Congress  nevertheless  did  not  have  the  power  to  authorize  the  indi- 
vidual States  to  violate  the  Equal  Protection  Clause. 

Committee  provision. — ^Under  the  committee  bill  this  matter  would 
be  handled  in  the  same  manner  as  the  issue  of  duration  of  residency 
requirements.  That  is,  States  would  be  mandated  in  Federal  law  to 
require  as  a  condition  of  eligibility  for  the  AFDC  welfare  program 
under  the  Social  Security  Act  (in  addition  to  the  3-month  duration  of 
residence  requirement)  that  an  individual  be  a  resident  of  the  United 
States  and  either  a  citizen  or  alien  lawfully  admitted  for  permanent 
residence  or  a  person  who  is  a  permanent  resident  under  color  of  law 
(that  is,  a  person  who  entered  the  United  States  before  July  1948  and 
who  may  be  eligible  for  admission  for  permanent  residence  at  the  dis- 
cretion of  the  Attorney  General  under  section  1259  of  title  8  of  the 
United  States  Code) . 

The  committee  bill  also  incorporates  the  provision  of  the  House  bill 
making  an  individual  ineligible  for  welfare  payments  if  he  has  been 
outside  the  United  States  at  least  30  consecutive  days  but  has  not  yet 
been  back  in  the  United  States  for  30  consecutive  days. 
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Unborn  Children 

Present  law. — Under  the  Social  Security  Act,  the  term  "dependent 
child"  for  purposes  of  Aid  to  Families  with  Dependent  Children  is 
defined  as  a  needy  child  "deprived  of  parental  support  or  care  by 
reason  of  the  death,  continued  absence  from  the  home,  or  physical  or 
mental  incapacity  of  a  parent"  and  who  is  living  with  his  mother  or 
other  relative. 

Regulations  of  the  Department  of  Health,  Education,  and  Welfare 
permit  Federal  matching,  even  if  the  child  has  not  yet  been  born. 
In  January  1971,  for  example,  when  about  7  million  children  were 
receiving  Aid  to  Families  with  Dependent  Children,  53,400  or  a  little 
less  than  1  percent  of  the  total  number  of  children  had  not  yet  been 
born.  About  tWo-fifths  of  these  unborn  children  were  in  the  State  of 
California  alone,  where  they  constituted  2  percent  of  the  recipient 
caseload. 

In  a  case  that  came  before  the  New  York  State  Supreme  Court  in 
1971,  a  woman  who  had  been  receiving  welfare  for  her  unborn  child 
while  pregnant  sought  a  retroactive  payment  for  the  second  child 
upon  giving  birth  to  twins.  Fortunately,  in  this  case,  the  court  ruled 
against  the  recipient. 

House-passed  hill. — In  discussing  the  meaning  of  "child"  under  H.R. 
1,  the  House  Ways  and  Means  Committee  report  (p.  184)  states: 
Your  committee  wants  to  make  clear  that  an  unborn  child 
would  not  be  included  in  the  definition  of  a  child.  This  will  pre- 
clude the  practice,  now  used  in  the  AFDC  program  in  some  States, 
of  finding  that  an  unborn  child  does  meet  the  definition,  thereby 
establishing  a  "family"  even  before  the  child  is  born. 
Committee  provision. — The  committee  bill,  like  the  House  bill, 
would  provide  that  only  children  who  have  actually  been  born  would 
be  eligible  for  Aid  to  Families  with  Dependent  Children. 

Cooperation  of  Mother  in  Identifying  the  Father  and  Seeking 

Support  Payments 

Present  late. — The  Congress  has  written  into  the  Social  Security 
Act  a  provision  requiring  the  State  welfare  agency  "in  the  case  of  a 
child  born  out  of  wedlock  who  is  receiving  Aid  to  Families  with  De- 
pendent Children,  to  establish  the  paternity  of  such  child." 

Court  action. — Despite  this  clear  legislative  history,  a  U.S.  district 
court  in  August  1969  {Doe  v.  Shapiro^  302  F  Supp.  761),  ruled  that  a 
mother's  refusal  to  name  the  father  of  her  illegitimate  child  could  not 
result  in  denial  of  Aid  to  Families  with  Dependent  Children.  The 
applicable  State  regulation  was  held  to  be  inconsistent  with  the  pro- 
vision in  Federal  law  that  AFDC  be  "promptly  furnished  to  all  eligi- 
ble individuals,"  on  the  grounds  that  the  State  regulation  imposed  an 
additional  condition  of  eligibility  not  required  by  Federal  law. 
The  dissenting  opinion  stated : 

Unless  the  principle  of  personal  parental  responsibility  is  to  be 
abandoned,  as  an  obsolete  cornerstone  for  gauging  welfare  eligi- 
bility, a  full  disclosure  is  a  necessary  and  implied  governmental 
prerogative,  which  requires  the  applicant  to  disclose  all  relevant 
information.  Absent  this  personal  responsibility  and  cooperative- 
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ness  between  the  applicant-mother  and  the  government,  the  effec- 
tiveness of  the  program  would  be  seriously  challenged  because  she 
is  the  sole  source  of  this  information ;  and  without  it  the  system 
designed  to  establish  paternity  could  not  function.  *  *  * 

Congress  created  this  system  which  required  only  the  identity 
of  the  father  to  allow  enforcement  officials  with  the  assistance  of 
the  Internal  Revenue  Service  and  the  social  security  files,  to  locate 
an  absconding  father.  It  is  one  of  the  very  few  occasions  when  the 
information  in  those  records  is  statutorily  made  available  for  use 
outside  the  agencies'  official  business.  Could  it  be  that  Congress 
1    contemplated  this  elaborate  system  would  be  paralyzed  by  an  un- 
cooperative applicant-mother  who  could  still  successfully  insist 
that  she  be  paid  her  full  monetary  allotment  ? 
Committee  provision. — The  committee's  answer  to  this  question  is 
an  emphatic  "No!"  The  provisions  of  the  committee  bill  related  to 
child  support  and  establishing  paternity  are  described  in  greater  detail 
in  chapter  X  of  this  report  (see  501  ff.),  but  it  is  appropriate  to  note 
here  that  the  committee  bill  would  require,  as  a  condition  of  eligibility, 
that  a  mother  cooperate  in  efforts  to  establish  the  paternity  of  a  child 
born  out  of  wedlock,  cooperate  in  seeking  support  payments  from  the 
father,  and  assign  the  right  to  collect  support  payments  on  her  behalf 
to  the  Government. 

Drug  Addicts  and  Alcoholics 

The  committee  is  concerned  that  substantial  numbers  of  drug  ad- 
dicts and  alcoholics  today  receive  welfare  payments  as  disabled  or  in- 
capacitated individuals,  but  receive  no  treatment  for  their  alcoholism  or 
drug  addiction.  Under  the  committee  bill,  persons  medically  deter- 
mined to  be  drug  addicts  on  alcoholics  would  no  longer  be  eligible  for 
welfare  payments  except  through  a  program  specifically  designed  for 
rehabilitation  and  active  treatment.  Those  provisions  are  described  in 
greater  detail  chapter  IV  of  this  report  (see  pp.  299ff.). 

Individuals  Receiving  Another  Form  or  Federally  Matched 
Welfare  or  Benefits  From  the  Supplemental  Security  Income 
Program 

The  committee  bill,  like  present  law  and  the  House-passed  version 
of  H.R.  1,  would  make  ineligible  for  welfare  under  the  family  wel- 
fare program  an  individual  who  receives  aid  to  the  aged,  blind,  and 
disabled  or  benefits  from  the  Supplemental  Security  Income  program. 

Recent  Disposal  of  Assets 

Present  law. — ^Under  present  law,  an  individual  with  assets  whose 
value  exceeds  the  welfare  eligibility  level  in  a  State  may  dispose  of 
those  assets  purposely  in  order  to  qualify  for  assistance. 

Committee  provision. — Under  the  committee  bill,  anyone  who  has 
voluntarily  assigned  or  transferred  property  to  a  relative  within  one 
year  prior  to  applying  for  aid  under  one  of  the  public  assistance  pro- 
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I  grams,  and  who  has  received  less  than  fair  market  value  for  the 

j  property,  would  be  ineligible  for  welfare  for  a  1-year  period  (com- 

'  mencing  with  the  date  of  transfer)  on  the  grounds  that  he  has  pur- 

j  posely  pauperized  himself  in  order  to  qualify. 

Absence  From  a  State 

Court  action. — The  Department  of  Health,  Education,  and  Welfare 
found  the  Arizona  welfare  programs  out  of  compliance  in  1971  because 
the  State  automatically  terminated  the  welfare  eligibility  of  recipients 
absent  from  the  State  for  more  than  90  days.  The  State's  policy  was 
contrary  not  to  Federal  law  (which  in  no  way  would  preclude  the 
State  from  doing  this)  but  to  HEW  regulations  which  provide  that 
a  temporary  absence  from  the  State  with  an  intent  to  return  after 
accomplishing  the  purpose  of  the  absence  shall  not  interrupt  conti- 
option,  to  require  as  a  condition  of  eligibility  under  AFDC  welfare 
payments  (45  CFR  233.40) . 

The  State  challenged  the  HEW  compliance  ruling,  but  the  U.S. 
Court  of  Appeals  sided  with  HEW  {Arizona  State  Department  of 
Public  Welfare  v.  Department  of  Health.,  Education^  and  Welfare., 
opinion  dated  September  14,  1971).  The  Court  found  the  HEW  reg- 
ulation consistent  with  the  Social  Security  Act,  which  did  not  define 
residency,  and  that  it  was  legitimate  for  the  Secretary  to  exercise  his 
"broad  rule-making  powers"  under  section  1102  of  the  Social  Security 
Act  to  define  residency  in  such  a  way  as  to  limit  the  States'  permis- 
sible choice  of  residency  requirements.  The  regulation  defining  resi- 
dency, the  Court  held,  was  not  inconsistent  with  the  letter  or  spirit 
of  the  Social  Security  Act  merely  because  it  held  the  State  to  a  higher 
standard. 

Committee  provision. — The  committee  bill  explicitly  permits  a  State 
to  terminate  welfare  payments  to  an  individual  continuously  absent 
from  the  State  for  more  than  90  days. 

Families  Where  There  Is  a  Continuing  Parent- Child 
Relationship 

Present  law. — Under  present  law.  Aid  to  Families  with  Dependent 
Children  is  available  to  children  who  have  been  deprived  of  parental 
support  by  reason  of  the  "continued  absence  from  the  home"  of  a 
parent.  The  so-called  "man-in-the-house"  or  "substitute  father" 
statutes  of  the  States  were  attempts  to  define  the  term  "parent" 
under  the  Aid  to  Families  with  Dependent  Children  program  for 
eligibilit;^  purposes.  The  State  statutes  have  been  varied,  some 
emphasizing  cohabitation  with  the  mother  as  being  determinative  of 
the  parental  relation,  while  others  have  required  indications  of  a 
positive  relationship  of  the  man  with  the  child. 

Court  action. — On  June  17,  1968,  the  Supreme  Court  ruled  that  a 
State  could  not  consider  a  child  ineligible  for  Aid  to  Families  with 
Dependent  Children  when  there  was  a  substitute  father  with  no  legal 
obligation  to  support  the  child.  The  Court  decision  was  based  on  its 
interpretation  of  congressional  intent  as  expressed  in  the  Social 
Security  Act  and  its  legislative  history.  The  decision  stated :  "We  be- 
lieve Congress  intended  the  term  'parent'  in  section  406(a)  of  the 
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Act  *  *  *  to  include  only  those  persons  with  a  legal  duty  of  support." 

The  implication  of  this  decision,  as  made  clear  by  subsequent  cases, 
was  that  a  State  could  not  deny  Aid  to  Families  with  Dependent 
Children  even  in  the  situation  where  there  was  a  stepfather  with 
substantial  income. 

Committee  promsion, — The  committee  believes  that  a  legal  obliga- 
tion to  support  is  too  narrow  a  base  upon  which  to  determine  eligi- 
bility and  income  accountability  for  a  welfare  program  for  families. 
Under  the  committee  bill,  a  State  could  at  its  option  deny  welfare  to 
a  child  living  in  the  same  household  as  his  stepfather.  In  other  cases, 
the  committee  feels  that  the  determination  whether  a  man  is  a  "parent" 
within  the  meaning  of  this  term  in  section  406  of  the  Social  Security 
Act  should  depend  on  the  total  evaluation  of  his  relationship  with  the 
child,  with  the  following  being  positive  indications  of  the  existence 
of  such  a  parental  relationship ; 

(1)  The  individual  and  the  child  are  frequently  seen  together 
in  public ; 

(2)  The  individual  is  the  parent  of  a  half-brother  or  half-sister 
of  the  child ; 

(3)  The  individual  exercises  parental  control  over  the  child; 

(4)  The  individual  makes  substantial  gifts  to  the  child  or  to 
members  of  his  family ; 

(5)  The  individual  claims  the  child  as  a  dependent  for  income 
tax  purposes ; 

(6)  The  individual  arranges  for  the  care  of  the  child  when  his 
mother  is  ill  or  absent  from  the  home ; 

(7)  The  individual  assumes  responsibility  for  the  child  when 
there  occurs  in  the  child's  life  a  crisis  such  as  illness  or  detention 
by  public  authorities; 

(8)  The  individual  is  listed  as  the  parent  or  guardian  of  the 
child  in  school  records  which  are  designed  to  indicate  the  identity 
of  the  parents  or  guardians  of  children ; 

(9)  The  individual  makes  frequent  visits  to  the  place  of  resi- 
dence of  the  child ;  and 

(10)  The  individual  gives  or  uses  as  his  address  the  address  of 
such  place  of  residence  in  dealing  with  his  employer,  his  creditors, 
postal  authorities,  other  public  authorities,  or  others  with  whom 
he  may  have  dealings,  relationships,  or  obligations. 


tionship  may  be  determined  to  exist  in  any  case  only  after  an  evalua- 
tion of  the  [above]  factors  *  *  *  as  well  as  any  evidence  which  may 
refute  any  inference  supported  by  evidence  related  to  such  factors." 
It  is  not  necessary  that  all  factors  be  present  in  a  case,  nor  need  they  be 
given  identical  weight.  The  important  thing  in  the  committee's  judg- 
ment is  whether  the  factors  indicating  a  continuing  parent-child  rela- 
tionship are  more  persuasive  than  factors  which  tend  to  refute  such  a 
relationship.  If  they  are,  then  the  State  may  consider  the  child  in- 
eligible. 

Under  the  committee  provision,  this  limitation  on  AFDC  eligibility 
would  be  optional  with  the  States.  If  a  State  affirmatively  exercises 
its  option,  however,  it  would  have  to  comply  with  this  statutory  method 
in  determining  the  child- father  relationship. 


The  committee  amendment 
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Refusal  To  Allow  Caseworkers  in  Home 

Court  action. — In  August  1969,  a  U.S.  district  court  in  New  York 
in  the  case  of  James  v.  Goldberg  (303  F.  Supp.  935)  ruled,  on  consti- 
tutional grounds,  that  New  York  State  could  not  terminate  welfare 
payments  to  a  recipient  who  refused  to  allow  a  caseworker  in  her  home. 
The  decision  stated :  "This  court  cannot  with  deference  to  the  fourth 
amendment  excuse  the  absence  of  a  search  warrant  without  a  showing 
by  those  who  seek  exemption  from  the  constitutional  mandate  that 
the  exigencies  of  the  situation  make  that  course  imperative.  *  *  * 
No  such  showing  has  been  made  herein." 

On  January  12,  1971,  the  Supreme  Court  in  Wyman  v.  James 
reversed  the  lower  court's  decision,  finding  that  the  New  York  home 
visit  procedure  was  a  reasonable  administrative  tool  serving  a  valid 
and  proper  purpose  ;  it  was  not  an  unwarranted  invasion  of  personal 
privacy  but  was  basically  concerned  with  the  child  and  with  any  pos- 
sible exploitation  of  the  child. 

Committee  provision. — The  committee  bill  would  codify  the  Su- 
preme Court's  decision  in  the  statute  by  permitting  the  States,  at  their 
option,  to  require  as  a  condition  of  eligibility  under  the  AFDC  welfare 
program  that  a  recipient  allow  a  caseworker  or  other  duly  authorized 
person  to  visit  the  home.  In  doing  so,  the  committee  is  not  endorsing 
the  so-called  "midnight  raids,"  which  have  been  generally  considered 
objectionable  as  a  means  of  enforcing  welfare  eligibility  rules.  The  bill 
specificallj^  requires  that  such  home  visits  must  be  made  at  a  reasonable 
time  and  with  reasonable  advance  notice. 

However,  the  committee  wants  to  make  clear  its  belief  that  in 
"means  test"  programs,  States  should  have  the  right  to  take  reason- 
able steps  to  establish  the  facts  relating  to  eligibility.  If  a  State  de- 
cides that  visits  by  caseworkers  to  the  homes  of  certain  recipients  are 
essential  to  the  establishment  of  necessary  facts,  then  it  should  be  al- 
lowed to  provide  for  these  through  its  laws  or  regulations.  The  com- 
mittee recognizes  that  there  may  well  be  circumstances  under  which 
the  interests  of  the  welfare  recipient  and  of  the  Government  may  best 
be  served  by  visits  of  the  caseworker  to  the  home. 

Children  Absent  From  the  Home 

Court  action. — On  September  14,  1971,  a  U.S.  Court  of  Appeals 
agreed  with  an  earlier  decision  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  that  the  Arizona  State  plan  for  Aid  to  Families 
with  Dependent  Children  was  out  of  compliance  with  the  Social  Se- 
curity Act.  One  of  the  faults  found  with  Arizona's  State  plan  was  the 
requirement  that  a  relative  have  legal  custody  of  a  child  living  with 
the  relative,  when  the  parent  of  the  child  is  an  AFDC  recipient,  in 
order  for  the  relative  also  to  be  eligible  for  AFDC.  In  effect,  the  court 
action  made  Arizona  provide  welfare  to  a  child  living  with  a  relative 
even  if  the  child  had  been  loaned  to  the  relative  in  order  to  qualify 
the  relative  for  welfare. 

Committee  provision. — The  committee  bill  would  allow  a  State  to 
deny  aid  to  a  child  of  a  parent  receiving  Aid  to  Families  with  Depend- 
ent Children  if  the  child  is  not  living  in  the  same  household  as  the 
mother  and  his  brothers  or  sisters  but  instead  is  living  with  another 
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relative  (unless  the  relative  has  legal  custody  of  the  child).  The  pur- 
pose of  this  provision  of  the  bill  is  to  prevent  a  situation  in  which  an 
AFDC  mother  can  enable  a  relative  to  become  eligible  for  welfare  by 
lending  the  relative  one  of  her  children.  I 

Benefits  for  Strikers  j 

Present  law. — The  Social  Security  Act  permits  a  State  to  provide  | 
benefits  to  a  needy  child  whose  father  is  unemployed,  provided  that 
the  father  is  currently  registered  with  the  employment  office  and  is 
not  receiving  unemployment  compensation.  Both  the  Federal  law 
and  the  regulations  of  the  Department  of  Health,  Education,  and  ■ 
Welfare  are  silent  on  the  question  of  benefits  to  strikers.  I 

Court  action, — In  a  recent  case  in  the  U.S.  District  Court  of  Mary-  I 
land  {Franryls  v.  Davidson,,  opinion  dated  January  28, 1972)  the  Court  ' 
stated  that  Maryland  could  not  disqualify  a  family  from  Aid  to  Fam- 
ilies with  Dependent  Children  on  the  grounds  that  the  father's  unem-  | 
ployment  was  due  to  a  strike  or  discharge  for  cause  because  this  con-  | 
dition  of  eligibility  was  in  conflict  with  the  HEW  regulation  which 
provided  that  if  a  State  provides  benefits  to  families  in  which  the  \ 
father  is  unemployed,  it  must  have  a  definition  of  "unemployed 
father"  which  includes  a  father  who  is  employed  for  less  than  a  stated 
number  of  hours.  The  Court  felt  there  was  nothing  in  the  regulation 
which  permitted  a  State  plan  to  deny  welfare  benefits  on  the  ground,  i 
that  the  father  of  a  needy  child  was  unemployed  because  he  had  been  ! 
discharged  for  cause  or  because  he  was  on  strike;  such  a  father  is  | 
clearly  unemployed.  The  Court  added  that  the  fact  that  HEW  had  \ 
itself,  by  approving  the  Maryland  plan,  given  approval  to  the  viola- 
tion of  its  own  regulation  in  no  way  relieved  Maryland  of  the  require- 
ment that  its  program  be  administered  in  accordance  with  the  HEW  | 
regulation.  Although  great  weight  is  ordinarily  given  to  the  inter-  \ 
prestation  by  an  administrative  agency  of  its  own  regulations,  the  ' 
Court  noted  that  once  an  agency  has  promulgated  a  regulation,  even  in 
an  instance  where  it  is  not  required  to  do  so,  that  agency  is  bound  to 
follow  the  regulation,  particularly  where  the  regulation  uses  unambig- 
uous and  mandatory  language.  A  man  out  of  work  because  he  was 
discharged  for  cause  or  because  he  was  on  strike  is  unemployed;  in 
granting  the  Secretary  of  HEW  the  power  to  make  regulations,  the 
Congress  said  nothing  about  fathers  unemployed  because  they  were 
im^olved  in  labor  disputes.  Although  the  Secretary  could  have  ex- 
cluded such  fathers  from  the  program  he  chose  not  to. 

By  paying  benefits  to  individuals  involved  in  a  labor  dispute,  a 
State  injects  the  Federal  Government  into  the  dispute  by  providing 
substantial  Federal  funds  to  strikers ;  the  Federal  share  of  such  wel- 
fare payments  is  at  least  50  percent.  A  dramatic  case  in  point  occurred 
in  Michigan  where  the  number  of  AFDC  recipients  in  families  with  an 
unemployed  father  increased  75,000  between  October  and  December 
1970  during  the  General  Motors  strike,  w^th  the  Federal  Government 
underw^riting  50  percent  of  the  payments  that  went  to  the  strikers.  If 
the  District  Court  decision  in  Maryland  is  upheld,  welfare  benefits  to 
strikers  may  become  mandatory  unless  the  Congress  sets  a  different 
policy  statutorily. 
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Committee  provision. — The  Committee  bill  modifies  the  unemployed 
father  provision  of  Aid  to  Families  with  Dependent  Children  so  that 
welfare  benefits  will  not  be  available  for  strikers.  This  disqualification 
would  not  apply  to  any  employee  who  is  (1)  not  participating  or  di- 
rectly interested  in  the  labor  dispute  and  (2)  does  not  belong  to  a 
group  of  workers  any  of  whom  are  participating  in  or  financing  or 
directly  interested  in  the  dispute.  The  disqualification  also  would  not 
apply  to  employees  of  suppliers  or  other  related  businesses  which  are 
forced  to  shut  down  or  lay-off  workers  because  of  a  labor  dispute  in 
which  they  are  not  directly  involved.  This  disqualification,  adapted 
from  the  unemployment  insurance  laws,  is  designed  to  prevent  the 
government  financing  one  side  of  a  labor-management  dispute. 

Suits  to  enjoin  violation  of  this  provision  may  be  brought  by  any 
person  deeming  himself  aggrieved  by  such  violation  in  any  district 
court  of  the  United  States  having  jurisdiction  of  the  parties,  without 
respect  to  the  amount  in  controversy  and  without  regard  to  the  diver- 
sity of  citizenship  of  the  parties. 

Providing  Welfare  Payments  for  Certain  Members  of  an  AFDC 

Household 

Present  law. — Under  present  law,  a  State  agency  may  include  within 
the  household  of  a  child  receiving  AFDC  "any  other  individual  (living 
in  the  same  home  as  such  child  and  relative)  whose  needs  the  State 
determines  should  be  considered  in  determining  the  need  of  the  child 
or  relative  claiming  such  aid"  (section  402  (a)  (7) ) . 

GommAttee  provision. — The  Committee  bill  provides  that  AFDC 
would  not  be  extended  to  any  member  of  the  household  who  is  not 
either  (1)  a  relative  of  the  child,  or  (2)  a  brother  or  sister  of  the  child 
and  under  age  18  (or  under  21  and  attending  school  full-time). 

Determining  Eligibility  and  Amount  of  Benefits 

Under  the  committee  bill,  in  the  context  of  the  committee's  block 
grant  approach.  States  w^ould  be  freed  from  a  number  of  regulations 
of  the  Department  of  Health,  Education,  and  Welfare  which  have 
made  it  all  but  impossible  for  them  to  protect  the  integrity  of  their 
welfare  programs.  The  provisions  of  the  committee  bill  relating  to 
determining  eligibility  and  amount  of  benefits  are  discussed  individ- 
ually below. 

Determining  Eligibility:  "Declaration  Method"  Prohibited 

Generally  speaking,  the  usual  method  of  determining  eligibility  for 
public  assistance  has  involved  the  verification  of  information  provided 
by  the  applicant  for  assistance  through  a  visit  to  the  applicant's  home 
and  from  other  sources.  For  persons  found  eligible  for  assistance, 
redetermination  of  eligibility  is  required  at  least  annually,  and  similar 
procedures  are  followed. 

Regulations  issued  by  the  Department  of  Health,  Education,  and 
Welfare  on  January  17,  1969,  required  States  to  test  a  simplified 
method  for  the  determination  of  eligibility  for  welfare  in  selected 
areas  of  the  State.  The  simplified  or  "declaration  method"  provides 
for  eligibility  determinations  to  be  based  to  the  maximum  extent  pos- 
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sible  on  the  information  furnished  by  the  applicant,  without  routine 
interviewing  of  the  applicant  and  without  routine  verification  and 
investigation  by  the  case  worker.  The  regulations  requiring  testing 
of  the  declaration  method  arbitrarily  state  that  a  three  percent  level 
of  ineligibility  would  be  considered  "acceptable." 

A.  Aid  to  the  aged,  Mind,  and  disabled. — New  regulations  issued  in 
1970  required  States  to  use  the  simplified  declaration  method  in 
welfare  programs  for  the  aged,  blind,  and  disabled  beginning  July  1, 
1970.  The  new  regulations  were  justified  by  the  Department  of  Health, 
Education,  and  Welfare  on  the  basis  that  testing  of  the  declaration 
method  showed  conclusively  that  it  did  not  result  in  an  unacceptable 
level  of  ineligibility. 

The  committee  asked  the  General  Accounting  Office  to  look  into  the 
testing  of  the  method  to  see  if  the  results  were  truly  conclusive.  In 
its  report,  the  General  Accounting  Office  found  that: 

1.  The  simplified  declaration  method  required  by  the  new 
Department  of  Health,  Education,  and  Welfare  regulations  in  fact 
was  pretested  almost  nowhere;  most  States  actually  used  oral 
interviewing  or  other  forms  of  verification  of  the  information 
supplied  by  the  applicant ; 

2.  Five-sixths  of  the  total  cases  tested  were  simply  redeter- 
minations of  the  eligibility  of  persons  who  had  previously  been 
subjected  to  the  usual  (nondeclaration)  application  procedures, 
and  thus  were  not  indicative  of  the  manner  in  which  the  simplified 
method  would  operate ;  and 

3.  The  sample  size  under  the  testing  was  so  small  that  there  is  a 
substantial  probability  that  the  ineligibility  level  exceeded  the 
Department  of  Health,  Education,  and  Welfare's  arbitrary  3-per- 
cent "acceptable"  level. 

B.  Aid  to  Families  with  Dependent  Children. — In  1971,  at  the  com- 
mittee's request,  the  General  Accounting  Office  reviewed  the  testing 
that  had  been  done  of  the  "simplified  declaration"  method,  this  time 
in  the  program  of  Aid  to  Families  with  Dependent  Children.  The 
General  Accounting  Office  study  concluded  that  welfare  centers 
supposedly  using  the  simplified  method  started  out  by  using  this 
method  in  its  purest  form  but  soon  modified  it  by  conducting  personal 
interviews  and  by  verifying  certain  eligibility  factors : 

Without  exception,  the  directors  of  the  centers  using  the 
simplified  method  stated  that  the  centers  should  not  rely  com- 
pletely on  applicants'  statements  as  a  basis  for  making  eligibility 
determinations.  The  directors  emphasized  that,  although  they 
believed  that  most  applicants  were  honest,  eligibility  workers 
had  an  obligation  to  assure  themselves  that  their  decisions  were 
based  on  a  reasonable  amount  of  evidence  that  applicants 
qualified. 

The  General  Accounting  Office  found  that : 

1.  AFDC  caseloads  in  the  centers  using  a  simplified  method 
increased  disproportionately  (compared  to  centers  using  the  tradi- 
tional method  of  determining  eligibility)  when  the  centers  first 
began  using  the  simplified  declaration  method,  that  is,  before 
they  modified  it  to  include  some  verification ; 

2.  Caseloads  in  the  simplified  method  centers  increased  dis- 
proportionately when  it  was  required  that  the  provision  of  serv- 
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ices  be  completely  separated  from  the  determination  of  eligibility ; 

3.  The  rate  at  which  applications  were  disallowed  dropped 
significantly  immediately  after  adopting  the  simplified  method 
but  tended  to  level  off  once  the  simplified  method  was  modified 
to  include  personal  interviews  and  verification  of  certain  eligibility 
factors;  and 

4.  Where  local  welfare  departments  made  special  reviews  of  the 
eligibility  of  recipients  who  had  qualified  for  assistance  under  a 
simplified  method,  they  found  that  a  high  percentage  of  these 
recipients  were  ineligible,  could  not  be  located,  or  refused  to  co- 
operate. Where  data  was  available — regardless  of  the  method  used 
to  determine  eligibility — the  ineligibility  rates  either  exceeded  the 
3-percent  tolerance  level  established  by  HEW  or  contained  many 
cases  where  eligibility  was  questionable. 

Study  of  ineligibility  rates. — In  January  1972,  the  Department  of 
Health,  Education,  and  Welfare  released  a  study  showing  that  six 
percent  of  a  sample  of  AFDC  recipients  and  five  percent  of  a  sample  of 
aged,  blind,  and  disabled  individuals  receiving  welfare  were  ineligible. 

H.R.  1. — Though  the  House  bill  gives  the  Secretary  of  HEW  some 
latitude  in  determining  eligibilitj^,  the  Ways  and  Means  Committee 
report  states  clearly  that  committee's  attitude  about  the  "simplified 
declaration"  method : 

Your  committee  believes  that  maintaining  the  integrity  of  the 
program  requires  that  eligibility  for  benefits  under  this  program 
must  be  established  by  suitable  and  convincing  evidentiary 
materials,  such  as  birth  certificates.  There  will  he  no  simple 
declaration  process.  (House  Report,  p.  161 ;  emphasis  in  original.) 
With  regard  to  verifying  information  supplied  by  welfare  appli- 
cants and  recipients,  the  House  report  (page  190)  states: 

The  possibility  or  probability  of  a  validation  check  as  explained 
in  the  interview  will  be  a  deterrent  to  program  abuse.  Validation 
will  be  performed  under  a  continuing  eligibility  control  program. 
It  is  expected  that  such  an  eligibility  control  program  will  consist 
of  complete  verification  of  a  scientifically  selected  sample  of  ap- 
plications. The  verification  would  involve  checking  every  element 
of  eligibility  in  great  detail.  For  example,  each  birth  certifi- 
cate would  be  checked  against  the  public  record  it  purports  to 
represent.  Earnings  would  be  checked  directly  with  employers, 
and  so  on.  In  addition,  the  Secretary  would  validate  certain 
eligibility  items  on  each  application  as  experience  demonstrated 
to  be  necessary.  The  verification  and  review  would  be  performed 
by  specifically  trained  employees  operating  out  of  a  separate 
eligibility  control  unit. 
Committee  provision. — ^Under  the  committee  bill  the  declaration 
method  of  determining  eligibility  would  be  statutorily  precluded. 
When  an  individual  furnishes  information  in  applying  for  assistance, 
he  correctly  assumes  that  the  information  he  furnishes  is  subject  to 
verification,  with  or  without  his  explicit  consent,  and  that  other  in- 
formation will  be  sought  to  verify  his  initial  or  continuing  eligibility. 
The  committee  bill  would  require  States  explicitly  in  the  statute  to 
examine  the  application  or  current  circumstances  of  the  applicant  or 
recipient  and  promptly  make  any  verification  concerning  eligibility 
factors  and  other  relevant  factors  from  independent  or  collateral 
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sources  necessary  to  insure  that  eligibility  exists  for  all  persons  in  the  i 
assistance  group  and  the  amount  of  aid  furnished  is  correct.  The  | 
Secretary  could  not  by  regulation  limit  the  State's  authority  to  verify 
income  or  other  eligibility  factors,  or  to  require  reapplication  for  i 
assistance  after  a  reasonable  period.  | 

Recoupment  of  Overpayments  | 

HEW  regulation. — Regulations  of  the  Department  of  Health,  Edu-  i 
cation,  and  Welfare  preclude  the  recapture  of  previous  overpayments,  I 
regardless  of  amount,  "unless  the  recipient  has  income  or  resources  i 
currently  available  in  the  amount  by  which  the  agency  proposes  to  re-  | 
duce  payment;,  except  that  where  there  is  evidence  which  clearly 
establishes  that  a  recipient  willfully  withheld  information  about  his  ! 
income  or  resources,  such  income  or  resources  may  be  considered  in  ' 
the  determination  of  need  to  reduce  the  amount  of  the  assistance  pay-  i 
ment  in  current  or  future  periods."  (45  CFR  233.20(a)  (3)  (ii)  {d).)  I 
This  means  that  only  income  actually  available  may  be  considered  I 
when  recouping  overpayments.  j 

Court  action. — A  Federal  District  Court  in  Oregon  went  even  fur-  i 
ther  than  this  regulation  when  it  ruled  (Bradford  v.  Juras,  opinion 
dated  July  12, 1971)  that  a  State  may  not  reduce  current  welfare  pay- 
ments when  an  overpaid  Aid  to  Families  with  Dependent  children  1 
recipient  willfully  withholds  information  but  has  no  resources  apart  ' 
from  the  current  assistance  grant.  The  court  felt  that  recoupment  from 
current  assistance  grants  even  when  the  recipient  purposefully  failed  \ 
to  report  income  violated  the  spirit  and  intent  of  the  statute  establish-  i 
ing  Aid  to  Families  with  Dependent  Children  and  that  if  the  Congress 
had  wanted  to  allow  recoupment  from  current  AFDC  grants  it  would 
have  included  an  explicit  provision  in  the  statute. 

Committee  provision. — Under  the  committee  bill,  this  matter  would 
be  resolved  by  providing  statutorily  that  overpayments  under  the 
AFDC  program  constitute  an  obligation  of  an  individual  to  be  with- 
held from  any  future  assistance  payments  or  any  amounts  owed  by 
the  Federal  Government  to  the  individual  (other  than  death  bene- 
fits) ,  with  the  amounts  so  withheld  paid  over  to  the  State ;  in  addition, 
overpayments  could  also  be  collected  by  the  States  through  ordinary 
collection  measures. 

Income  Disregarded 

Present  law. — ^Under  present  law  States  are  required,  in  determining 
need  for  Aid  to  Families  with  Dependent  Children,  to  disregard : 

1.  All  earned  income  of  a  child  who  is  a  full-time  student,  or  a 
part-time  student  who  is  not  a  full-time  employee ;  and 

2.  The  first  $30  earned  monthly  by  an  adult  plus  one-third  of 
additional  earnings.  Costs  related  to  work  (such  as  transporta- 
tion costs)  are  also  deducted  from  earnings  in  calculating  the 
amount  of  the  we]  fare  benefit. 

Two  problems  have  been  raised  concerning  the  earned  income  dis- 
regard under  present  law.  First,  Federal  law  neither  defines  nor  limits 
what  may  be  considered  a  work-related  expense,  and  this  has  led  to 
great  variation  among  States  and  to  some  cases  of  abuse.  Secondly, 
some  States  have  complained  that  the  lack  of  an  upper  limit  on  the 
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I  earned  income  disregard  has  the  effect  of  keeping  people  on  welfare 
i  even  after  they  are  working  full  time  at  wages  well  above  the  poverty 
line. 

Committee  provision. — Until  January  1974,  when  the  new  employ- 
ment program  becomes  effective,  the  committee  bill  would  deal  with 
both  of  these  problems  by  modifying  the  earnings  disregard  formula 
and  by  allowing  only  day  care  as  a  separate  deductible  work  expense 
(with  reasonable  limitations  on  the  amount  allowable  for  day  care 
expenses).  Under  the  committee  bill.  States  would  be  required  to  dis- 
regard the  first  $60  earned  monthly  by  an  individual  working  full 
time  ($30  in  the  case  of  an  individual  working  part  time)  plus  one- 
third  of  the  next  $300  earned  plus  one-fifth  of  amounts  earned  above 
this.  This  differential  between  full  time  and  part  time  employment  is 
designed  to  encourage  recipients  to  move  into  full  time  jobs. 

In  addition,  $20  of  child  support  payments  to  a  family  would  be 
disregarded  to  insure  that  a  family  receives  a  financial  benefit  when 
efforts  to  collect  support  payments  are  successful. 

Once  the  employment  program  under  the  committee  bill  becomes 
effective  in  January  1974,  the  earned  income  exemptions  would  be 
replaced  by  a  flat  monthly  exemption  of  $20,  applicable  to  all  kinds  of 
income  other  than  child  support;  in  addition,  the  separate  $20  dis- 
regard applicable  to  child  support  payments  would  be  continued.  With 
the  exception  of  the  amounts  disregarded  under  these  two  provisions, 
the  AFDC  payments  for  any  family  would  have  to  be  reduced  by  the 
amount  of  their  other  income.  It  would  be  expected  that  mothers  in- 
terested in  working  would  receive  their  work  incentives  through  par- 
ticipating in  the  employment  program  established  under  the  committee 
bill  rather  than  by  remaining  on  welfare. 

Income  of  families  participating  in  the  employment  program,  how- 
ever, would  be  treated  differently.  In  order  to  prevent  the  State  wel- 
fare program  from  undermining  the  objectives  of  the  Federal  guar- 
anteed employment  program  the  State  would  have  to  assume  for 
purposes  of  AFDC  or  any  other  welfare  program  that  individuals 
eligible  for  the  State  supplement  who  are  also  eligible  to  participate 
in  the  guaranteed  employment  program  (but  no  longer  eligible  to 
receive  their  basic  income  from  AFDC)  are  actually  participating  full 
time  and  thus  receiving  $200  per  month.  A  similar  rule  would  apply 
to  mothers  with  children  under  age  6  who  volunteer. 

Furthermore,  assuming  a  Federal  minimum  wage  of  at  least  $2.00 
per  hour,  the  State  would  be  required  to  disregard  any  earnings  be- 
tween $200  a  month  and  $375  a  month  (the  amount  an  employee  would 
earn  working  40  hours  a  week  at  $2.00  per  hour)  to  ensure  that  the 
incentive  system  of  the  guaranteed  employment  program  under  the 
committee  bill  is  preserved.  These  earnings  disregards  would  be  a  flat 
requirement;  the  States  would  not  be  required  to  take  into  account 
work  expenses.  States  would  be  free  to  treat  income  above  $375  monthly 
in  any  way  they  wished  as  long  as  the  first  $375  earned  is  treated  as 
though  it  were  $200.  The  effect  of  this  requirement  would  be  to  give 
a  participant  in  the  guaranteed  employment  program  a  strong  incen- 
tive to  work  full  time  (since  earnings  of  $200  will  be  attributed  to  him 
in  any  case) ,  and  it  would  not  interfere  with  the  strong  incentives  he 
would  have  to  seek  regular  employment  rather  than  working  in  guar- 
anteed employment  at  $1.50  per  hour. 
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The  table  below  shows  how  wages  under  the  guaranteed  employment  f 
program  would  be  treated  for  State  welfare  purposes :  P 

Hours  worked  per  week                 None       20  32  40^ 

Hourly  wage                                       $1.50  $1.50  $2.00; 

Approximate  actual  monthly  in-  ( 

come                                         0    $130  $200  $375  \ 

Income  deemed  available  for  i 

State  welfare  purposes               $200    $200  $200  $200  j 

Ineligibility  for  Food  Stamps  and  Surplus  Commodities  \ 

Under  H.E.  1,  individuals  eligible  for  welfare  benefits  would  no 
longer  be  eligible  to  participate  in  the  food  stamp  program.  Under 
the  committee  amendment,  persons  eligible  for  welfare  would  simi- 
larly not  be  eligible  for  food  stamps,  nor  for  surplus  commodities. 
However,  States  would  be  assured  that  there  would  be  no  additional 
expense  to  them  if  they  adjust  their  welfare  payment  levels  to  take 
into  account  loss  of  entitlement  to  food  stamps. 

Assistance  Levels 

Under  existing  law,  each  State  decides  the  level  of  assistance  it  will 
provide  for  AFDC  families.  The  committee  bill  generally  reaffirms 
the  right  of  the  State  to  make  this  determination.  In  moving  to  a 
block  grant  approach  which  involves  substantial  fiscal  relief,  however, 
the  committee  feels  it  is  appropriate  to  require  that  States  could  not 
reduce  payment  levels  to  AFDC  recipients  below  $1,600  for  a  two- 
member  family,  $2,000  for  a  three-member  family,  and  $2,400  for  a 
family  of  four  or  more ;  or,  if  payment  levels  are  already  below  these  I 
amounts,  they  could  not  be  reduced  at  all.  i 

I 

Payments  For  Rent 

Present  law. — In  determining  eligibility  for  and  the  amount  of 
assistance  given  to  a  needy  family  or  aged,  blind,  or  disabled  indi- 
vidual, a  State  establishes  a  needs  standard.  This  standard  includes 
an  allowance  for  rent ;  some  States  provide  a  flat  amount  for  rent  in 
their  needs  standard,  while  other  States  establish  a  needs  standard  for 
items  other  than  rent  and  then  make  an  allowance  for  the  actual  rent 
paid  (generally  up  to  some  limit) . 

Treatment  of  public  housing  honus. — In  1971  a  provision  was  in- 
cluded in  a  bill  extending  the  authority  of  the  Secretary  of  Housing 
and  Urban  Development  with  respect  to  interest  rates  on  insured 
mortgages  (Public  Law  92-213,  approved  December  22,  1971).  The 
amendment  which  became  section  9  of  the  Public  Law  in  eif ect  amends 
the  welfare  law  to  prevent  any  welfare  agency  from  reducing  welfare 
])ayments  if  there  is  a  reduction  in  the  cost  of  public  housing  rent  for 
welfare  recipients. 

Committee  provision. — Inasmuch  as  welfare  payments  are  intended 
to  provide  families  with  the  funds  to  meet  their  needs  for  such  items 
as  rood,  clothing,  and  shelter,  the  committee  feels  that  it  is  entirely  ap- 
propriate for  State  welfare  agencies  to  structure  welfare  payments  in 
proportion  to  those  needs.  In  the  case  of  shelter  in  Darticnlar.  States 
have  found  it  necessary  to  use  variable  allowances  because  the  rents 
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charged  for  roughly  comparable  accommodations  may  differ  consid- 
erably. Under  such  a  va'^'Me  allowance  system,  while  a  State  may  pay 
more  for  rent  for  one  family  than  another,  it  is  actually  meeting  the 
needs  of  the  two  families  equally.  If  a  State  were  required,  as  it  is  un- 
der Section  9  of  Public  Law  92-213,  to  pay  some  families  in  public 
housing  a  larger  shelter  allowance  than  is  necessary  to  pay  their  shel- 
ter costs,  the  result  would  be  that  such  families  would  receive  preferen- 
tial treatment  in  comparison  with  families  not  in  public  housing.  The 
committee  bill  therefore,  re^  eals  the  welfare  amendment  of  Public 
Law  92-213  which  requires  State  to  pay  a  small  proportion  of  welfare 
recipients  rent  allowances  which  exceed  rent  costs. 

In  addition,  the  committee  believes  that  substantial  administrative 
costs  could  be  saved  if  Federal  law  permitted  States  to  make  vendor 
payments  directly  to  public  housing  agencies  of  the  rent  portion  of 
welfare  payments  in  the  case  of  recipients  living  in  public  housing. 
The  committee  bill  would  permit  them  to  do  so. 

Present  law  permits  vendor  payments  to  be  made  to  a  landlord  di- 
rectly for  rent  only  in  cases  where  a  recipient  has  proven  unable  to  use 
the  welfare  funds  she  receives  in  the  best  interests  of  her  children.  Yet, 
failure  to  make  rent  payments  leads  to  evictions  which  are  costly  to 
the  taxpayers  when  new  housing  must  be  sought  on  an  emergency  basis. 
The  committee  bill  therefore  would  permit  the  State  under  its  welfare 
programs  to  make  a  vendor  payment  for  rent  directly  to  a  landlord 
where  (a)  the  welfare  recipient  had  failed  to  make  rent  payments  for 
any  two  consecutive  months  (whether  or  not  to  their  current  landlord) , 
and  (b)  the  landlord  agreed  to  accept  the  amount  actually  allowed  by 
the  State  to  the  recipient  for  shelter  as  total  payment  for  the  rent. 

Permitting  States  To  Require  Periodic  Reapplication  for 
Welfare  Benefits 

Present  law. — Under  present  regulations  of  the  Department  of 
Health,  Education,  and  Welfare,  States  are  supposed  to  redetermine 
the  eligibility  of  each  AFDC  case  at  least  once  every  6  months.  How- 
ever, this  is  largely  pro  forma  requirement,  handled  routinely  by  mail. 

Committee  provision. — The  Committee  amendment  would  permit 
States  to  require  reapplication  for  Aid  to  Families  with  Dependent 
Children,  if  they  so  wish,  once  every  two  years  (or  less  frequently). 

Statutory  Rights  of  Applicants  for  and  Recipients  of  Assistance 

Right  To  Apply  for  and  To  Receive  Aid  With  Reasonable 

Promptness 

Present  law. — The  present  law  requires  that : 
All  individuals  wishing  to  make  application  for  Aid  to  Families 
with  Dependent  Children  shall  have  opportunity  to  do  so,  and 
that  Aid  to  Families  with  Dependent  Children  shall  be  furnished 
with  reasonable  promptness  to  all  eligible  individuals. 
Committee  provision. — The  committee  bill  would  reiterate  this  pro- 
vision, but  would  make  clear  the  requirement  that  aid  be  furnished 
"with  reasonable  promptness"  could  not  be  so  construed  as  to  interfere 
Avith  other  requirements  of  the  law  such  as  seeking  a  mother's  coopera- 
tion in  establishing  paternity  and  seeking  support  payments,  or  verify- 
ing information  on  income,  resources,  and  other  eligibility  factors. 
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Appeals  Process 

Present  law. — Present  law  requires  that  a  State  plan  must  provide 
for  granting  an  opportunity  for  a  fair  hearing  before  the  State 
agency  to  any  individual  whose  claim  for  aid  is  denied  or  not  acted 
on  with  reasonable  promptness.  Regulations  of  the  Department  of 
Health,  Education,  and  Welfare  require  States  to  provide  a  similar 
opportunity  in  cases  involving  reduction  or  termination  of  assistance. 

Court  action:  hearing  required  hefore  loelfare  payments  may  he  re- 
duced or  terminated. — On  March  23, 1970,  the  Supreme  Court  ruled  in 
two  cases  (Goldberg  v.  Kelly  (397  U.S.  254)  and  Wheeler  v.  Mont- 
gomery (397  U.S.  280) )  that  assistance  payments  could  not  be  termi- 
nated before  a  recipient  is  afforded  an  evidentiary  hearing.  The  decision 
was  made  on  the  constitutional  grounds  that  termination  of  paj^ments 
before  such  a  hearing  would  violate  the  due  process  clause.  The  Court 
argued  that  welfare  payments  are  a  matter  of  statutory  entitlement  for 
persons  qualified  to  receive  them,  and  that  "it  may  be  realistic  today 
to  regard  welfare  entitlements  as  more  like  'property'  than  a  'gratu- 
ity.' *  *  *  The  constitutional  challenge  cannot  be  answered  by  an 
argument  that  public  assistance  benefits  are  'a  "privilege"  and  not  a 
"right." '  " 

The  HEW  regulations  based  on  the  court's  decision  (45  CFR  205.10) 
go  much  further  than  the  court  in  spelling  out  the  requirements  for 
fair  hearings.  The  tone  and  emphasis  of  the  regulations  is  shown  in 
these  excerpts :  "Agency  emphasis  must  be  on  helping  the  claimant  to 
submit  and  process  his  request,  and  in  preparing  his  case,  if  needed. 
The  welfare  agency  must  not  only  notify  the  recipient  of  his  right  to 
appeal,  it  must  also  notify  him  that  his  assistance  will  be  continued 
during  the  appeal  period  if  he  decides  to  appeal."  The  regulation  con- 
tinues: "prompt,  definitive,  and  final  administrative  action  will  be 
taken  within  60  days  from  the  date  of  the  request  for  a  fair  hearing, 
except  where  the  claimant  requests  a  delay  in  the  hearing''"'  (emphasis 
added). 

Court  ouction:  payments  to  continue  during  appeal  at  State  level. — 
In  another  recent  court  decision  {SerriteUa  v.  Engelman^  opinion  dated 
February  24,  1972)  a  Federal  District  Court  in  New  Jersey  issued  a 
preliminary  injunction  against  New  Jersey  for  its  policy  of  reducing  or 
terminating  welfare  benefits  after  an  evidentiary  hearing  on  the  county 
level  instead  of  continuing  assistance  without  reduction  until  after 
a  hearing  at  the  State  level.  The  Court  based  its  decision  on  regulations 
issued  by  the  Department  of  Health,  Education,  and  Welfare.  When 
the  defense  contended  that  the  HEW  regulations  went  much  further 
than  the  due  process  standards  of  the  1970  Supreme  Court  decision,  the 
Court  explained  that  Section  1102  of  the  Social  Security  Act  conferred 
plenary  rule-making  power  upon  the  Secretary  of  HEW. 

Committee  provision. — Under  the  committee  bill.  State  welfare 
agencies  under  any  of  the  welfare  programs  (or  local  welfare  agen- 
cies, if  the  program  is  locally  administered)  would  be  required  to 
reach  a  final  decision  after  an  evidentiarv  hearinof  on  the  appeal  of  a 
welfare  recipient  within  thirty  days  following  the  day  the  recipient 
is  notified  of  the  agency's  intention  to  reduce  or  terminate  assist- 
ance. The  bill  would  also  require  the  repayment  to  the  agency  of 
amounts  which  a  recipient  received  prior  to  the  appeal  decision  if 
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it  is  determined  that  the  recipient  was  not  entitled  to  them.  Any 
amounts  not  repaid  would  be  considered  an  obligation  of  the  recipient 
and  would  be  recouped  in  the  same  manner  as  other  overpayments. 

In  addition,  the  committee  bill  would  stijDulate  that  the  recipient 
has  a  right  to  appeal  at  a  higher  administrative  level  in  States  which 
provide  for  such  an  appeal,  but  that  payments  need  not  be  continued 
once  an  initial  adverse  determination  has  been  made  on  the  local  level 
at  a  hearing  in  which  evidence  can  be  presented. 

The  committee  provision  is  designed  to  assure  that  the  appeals 
procedure  is  handled  expeditiously  by  the  States  and  also  to  assure 
that  appeals  are  not  made  frivolously. 

Safeguarding  Information 

Present  law. — The  statutes  in  all  of  the  welfare  programs  under 
the  Social  Security  Act  provide  safeguards  which  restrict  the  use  or 
disclosure  of  information  concerning  applicants  and  recipients  to  pur- 
poses directly  connected  with  the  administration  of  each  welfare 
program. 

HEW  regulations. — Regulations  issued  by  the  Department  of 
Health,  Education,  and  Welfare  on  February  27,  1971,  limit  the  dis- 
closure of  information  concerning  applicants  and  recipients  "to  pur- 
poses directly  connected  with  the  administration  of  the  program.  Such 
purposes  include  establishing  eligibility,  determining  amount  of  as- 
sistance, and  providing  services  for  applicants  and  recipients."  (45 
CFE  205.50)  The  HEW  regulations  go  on  to  state  that  "the  same 
policies  are  applied  to  requests  for  information  from  a  governmental 
authority,  the  courts,  or  a  law  enforcement  official  as  from  any  other 
outside  source." 

Committee  provision. — The  committee  bill  reenacts  the  statutory 
provisions  but  includes  an  amendment  making  it  clear  that  this  re- 
q[uirement  may  not  be  used  to  prevent  public  officials  from  obtaining 
information  they  require  in  connection  with  their  official  duties. 

Protection  of  Children 

The  committee  bill  includes  the  provisions  of  the  present  program 
of  Aid  to  Families  with  Dependent  Children  relating  to  child  abuse 
and  AFDC  payments  for  foster  care.  In  addition,  the  committee  bill 
would  modify  the  provision  of  present  law  relating  to  protective 
payments. 

Protective  Payments  Under  Aid  to  Families  With  Dependent 

Children 

Present  law. — The  major  concern  of  the  Congress  in  adopting  pro- 
vision for  protective  payments  Avas  to  insure  that  welfare  payments 
to  families  are  used  for  the  benefit  of  the  needy  children  in  the  families. 
The  Social  Security  Act  provides  that  when  the  welfare  agency  has 
reason  to  believe  that  the  AFDC  payments  are  not  used  in  the  best 
interest  of  the  child,  it  "may"  provide  counseling  and  guidance  serv- 
ices so  that  the  mother  will  use  the  payments  in  the  best  interests  of 
the  child.  This  failing,  the  agency  "may"  resort  to  protective  pay- 
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ments  to  a  third  party  who  will  use  the  funds  for  the  best  interest  of  a 

the  child.  , 

Committee  provision. — ^Under  the  committee  bill  this  provision  of  jE 

the  Social  Security  Act  would  be  modified  to  require  rather  than  | 

permit  States  to  take  action  when  AFDC  payments  are  not  being  used  \ 

for  the  best  interests  of  the  child.  | 

Protective  Payments  for  Children  or  Parents  Ineligible  for  Wel-  ' 
FARE  Because  of  Refusal  To  Participate  in  the  Guaranteed  Job  ? 
Opportunity  Program  or  for  Other  Reasons  J! 

^  Present  laio.—ThQ  Federal  statute  provides  that  if  a  welfare  re-  H 
cipient  refuses  without  good  cause  to  participate  in  the  Work  Incen- 
tive Program  or  refuses  an  offer  of  employment,  the  person  making  the  i 
refusal  may  no  longer  be  considered  a  part  of  the  family  for  welfare  [ 
purposes.  Thus  for  example  a  family  consisting  of  a  mother  with  three 
children  would  receive  a  welfare  payment  as  a  three-member  family  \ 
(rather  than  as  a  four-member  family)  if  the  mother  refused  work  I 
or  training.  However,  for  a  period  of  60  days  a  State  may  continue  pay-  [ 
ment  to  the  mother  if  during  this  period  she  receives  counseling  or  I 
other  services  aimed  at  persuading  her  to  participate  in  work  and  train-  i 
ing.  Protective  payments  may  be  made  on  the  childrens'  behalf  to  an-  \ 
other  individual  who  is  interested  in  or  concerned  with  the  welfare  of  \ 
the  children.  \ 

H.R.  1. — The  House  bill  would  reduce  a  family's  welfare  payment  \ 

by  $800  if  the  family  head  refuses  to  register  or  to  accept  work  or  I 

training.  I 

Employment  program. — ^ITnder  the  committee's  employment  pro-  ' 
gram,  about  40  percent  of  the  present  AFDC  families  would  have  to 
obtain  their  basic  source  of  income  from  employment.  The  committee 

is  concerned  lest  children  be  cut  off  from  any  source  of  income  if  a  ! 

mother  is  no  longer  eligible  for  welfare  and  does  not  find  a  regular  job  ! 

or  choose  to  participate  in  the  employment  program.  Although  it  is  I 
assumed  that  this  will  happen  only  in  a  small  number  of  cases,  the 
children  must  be  protected. 

Committee  provision. — The  committee  bill  would  continue  the  pro- 
vision of  present  law  until  January  1,  1974,  when  the  guaranteed  em- 
ployment program  would  become  effective.  At  that  time,  the  commit- 
tee bill  would  deal  with  this  problem  by  an  approach  based  in  part  on  S 
present  law.  Under  this  approach,  if  a  case  of  potential  child  abuse  or  ( 
neglect  results  because  a  mother  who  is  ineligible  for  basic  income  \ 
under  AFDC  also  refuses  to  participate  in  the  employment  program,  L 
the  Work  Administration  would  be  authorized  to  make  payment  to  the  f 
family  for  up  to  one  month  if  the  mother  is  provided  counseling  and  r 
other  services  aimed  at  persuading  her  to  participate  in  the  employ-  \ 
ment  program.  Following  this,  the  mother  would  either  have  to  be  j 
found  to  be  incapacitated  under  the  Federal  definition  (that  is,  unable  ! 
to  engage  in  substantial  gainful  employment) ,  with  mandatory  refer-  ! 
ral  to  a  vocational  rehabilitation  agency ;  or,  if  she  is  not  found  to  be  i 
incapacitated,  the  State  could  arrange  for  protective  payments  to  a  ; 
third  party  to  provide  for  the  needs  of  the  children.  r 

Under  the  committee  bill,  protective  payments  would  also  be  avail-  I 

able  to  a  child  whose  mother  is  ineligible  for  welfare  because  of  her  j 


refusal  to :  (1)  cooperate  in  establishing  the  paternity  of  a  child  or  in 
seeking  support  payments ;  (2)  allow  a  caseworker  in  the  home ;  or  (3) 
accept  treatment,  if  she  is  a  drug  addict  or  alcoholic. 

Social  Services 

Present  Law 

Before  1962,  services  provided  to  welfare  recipients  were  subject  to 
the  same  50%  Federal  matching  as  was  available  for  administrative 
expenses.  In  order  to  encourage  States  to  provide  social  services 
designed  to  prevent  and  reduce  dependency  on  welfare,  the  Congress 
in  1962  enacted  legislation  increasing  the  Federal  matching  for  social 
services  to  75%  while  leaving  Federal  matching  for  administrative 
costs  at  50%.  No  definition  of  social  services  was  mcluded  either  in  the 
1962  bill  or  in  the  committee  reports  on  the  legislation ;  defining  the 
scope  of  services  was  left  to  the  Secretary  of  Health,  Education,  and 
Welfare  and  the  States. 

The  regulations  of  the  Department  of  Health,  Education,  and 
Welfare  require  States  to  provide  child  care  and  other  services  to 
enable  persons  to  achieve  employment  and  self-sufficiency,  foster  care 
services,  services  to  prevent  and  reduce  births  out  of  wedlock,  family 
planning  services,  protective  services  for  neglected  or  abused  children, 
services  to  help  families  meet  their  health  needs,  and  specified  services 
to  meet  particular  needs  of  families  and  children.  In  addition,  the 
regulations  permit  75%  Federal  matching  for  any  services  considered 
by  the  State  as  assisting  members  of  a  family  "to  attain  or  retain  capa- 
bility for  maximum  self-support  and  personal  independence." 

In  1971  the  Congress  enacted  legislation  increasing  to  90%  the 
Federal  share  of  services  needed  in  order  for  an  AFDC  recipient  to 
participate  in  the  Work  Incentive  Program. 

Eapid  Eise  in  Federal  Funds  for  Social  Services 

Like  Federal  matching  for  welfare  payments.  Federal  matching 
for  social  services  under  present  law  is  mandatory  and  open-ended. 
Every  dollar  a  State  spends  for  social  services  is  matched  by  three 
Federal  dollars.  The  Secretary,  by  law,  is  given  specific  authority  to 
limit  the  contracting  authority  for  social  services  and  to  limit  the 
extent  of  services  to  potential  (as  opposed  to  actual)  welfare  recip- 
ients. In  both  cases,  however,  he  has  failed  to  establish  effective  limi- 
tations. In  fact,  the  regulations  he  has  promulgated  and  the  actions  of 
HEW  regional  officials  have  invited  the  very  expansion  which  has 
taken  place.  In  the  last  two  years  particularly,  States  have  made  use 
of  the  lack  of  limits  on  social  services  under  the  Social  Security  Act 
and  the  Act's  open-ended  75  percent  matching  to  pay  for  many  pro- 
£rrams  previously  funded  entirely  by  the  States  or  funded  under  other 
Federal  sfrant  proe^rams  at  lower  than  75  percent  matching. 

The  Federal  share  of  social  services  was  about  three-quarters  of  a  bil- 
lion dollars  in  fiscal  vear  1971,  about  $1.5  billion  in  1972,  and  will  be 
an  estimated  $4.7  billion  for  fiscal  year  197e3.  Under  present  administra- 
tive guidelines — or  perhaps  more  correctly  lack  of  guidelines — States 
have  succeeded  in  financinqf  almost  anv  government  activity  imder 
this  provision.  The  distribution  of  social  services  today  seems  based 
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more  on  a  State's  aggressiveness  and  administrative  ingenuity  than  \ 
the  needs  of  its  recipients  of  assistance.  For  example,  one  State  fi- 
nanced a  half  million  dollar  TV  documentary  with  social  services  i, 
money.  In  another  State,  social  service  funds  have  gone  into  the  State  i 
highway  department,  while  in  still  another  State,  funds  are  going  for  ' 
advice  on  personal  grooming  to  potential  parolees  from  the  State  i 
prisons.  State  welfare  departments,  which  are  supposed  to  exercise  con-  i 
trol  over  these  expenditures,  are  becoming  little  more  than  fiscal  con-  i 
duits.  Some  States  have  even  gone  so  far  as  to  formally  appropriate 
private  funds — like  UGF,  and  so  forth — so  they  will  qualify  for  Fed-  | 
eral  matchins:  money.  I 
At  this  point  in  time  when  social  services  expenditures  are  expand-  i 
ing  at  very  rapid  rates — and  vary  from  State  to  State  with  no  dis-  j 
cernible  relation  to  any  objective  factors — it  appears  that  the  Secre-  | 
tary  of  Health.  Education,  and  Welfare,  estopped  bv  his  past  actions  j 
in  approving  State  plans,  is  now  incapable  of  taking  any  effective  \ 
steps  which  will  restore  fiscal  responsibility.  j 

Limitation  on  Grants  to  States  for  Social  Services  | 

I 

The  Committee  incorporates  the  limitations  contained  in  the  con-  ; 

ference  substitute  to  the  amendment  adopted  by  the  Senate  to  the  State  j 

and  Local  Assistance  Act  of  1972.  Under  the  substitute.  Federal  match-  | 

ing  for  social  services  to  the  ae:ed,  blind  and  disabled,  and  those  jyro-  | 

vided  under  Aid  to  Families  with  Dependent  Children  would  be  subject  j 

to  a  State-by-State  dollar  limitation,  effective  beginning  fiscal  year  , 

1973.  Each  State  would  be  limited  to  its  share  of  $2,500,000,000  based  | 

on  its  proportion  of  population  in  the  United  States.  Child  care  serv-  | 

ices,  services  provided  to  a  mentally  retarded  individual,  services  re-  , 

lated  to  the  treatment  of  drug  addicts  and  alcoholics,  and  services  pro-  | 

vided  a  child  in  foster  care  could  be  provided  to  persons  formerly  on  j 

welfare  or  likely  to  become  dependent  on  welfare  as  well  as  present  re-  | 

cipients  of  welfare.  At  least  90  percent  of  expenditures  for  all  other  , 

social  services,  however,  would  have  to  be  provided  to  individuals  re-  ! 

ceiving  supplemental  security  income  or  Aid  to  Families  with  Depend-  j 

ent  Children.  Until  a  State  reaches  the  limitation  on  Federal  matching,  I 

75  percent  Federal  matching  would  continue  to  be  applicable  for  social  I 

services  as  under  present  law.  Family  planning  services  under  the  | 

Committee  bill  would  not  be  subject  to  the  Federal  matching  i 
limitation. 

Under  the  Committee  bill,  services  necessary  to  enable  AFDC  re-  j 

cipients  to  participate  in  the  Work  Incentive  jProgram  would  not  be  | 

subject  to  the  limitation  described  above ;  they  would  continue  as  under  I 

present  law,  with  90  percent  Federal  matching  and  with  funding  of  ' 

these  services  limited  to  the  amounts  appropriated.  In  addition,  the  ; 

Committee  bill  incorporates  the  provision  of  the  conference  bill  reduc-  j 
ing  Federal  matching  for  emergency  social  services  from  75  percent  to 
50  percent. 

The  Committee  directs  the  Secretary  of  Health,  Education,  and  Wei-  \ 

fare  to  issue  regulations  prescribing  the  conditions  under  which  State  ; 
welfare  agencies  may  purchase  services  they  do  not  themselves  provide, 

and  regulations  which  clearly  state  that  the  State  matching  require-  I 

ment  cannot  be  met  by  funds  donated  by  private  sources.  j 
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The  Committee  was  told  by  the  Secretary  of  Health,  Education,  and 
Welfare  that  new  regulations  will  require  reporting  of  how  social 
service  funds  are  used.  The  Committee  expects  the  Secretary  to  have 
available  detailed  information  on  how  social  service  funds  are  being 
spent  and  on  tlieir  effectiveness. 

Making  Separation  of  Services  and  Eligibility  Determination 

Optional 

On  June  2, 1972  the  Department  of  HEW  issued  a  regulation  requir- 
ing States  to  have  completely  separate  administrative  units  handling 
the  provision  of  social  services  and  handling  the  determination  of  eli- 
gibility for  welfare.  The  issuing  of  this  regulation  was  justified  by  the 
Department  on  the  grounds  that  the  Family  Assistance  Plan  would 
soon  be  enacted  and  it  would  require  a  separation  of  the  State- adminis- 
tered services  programs  from  the  Federal  welfare  payment  programs. 
(This  action  took  place  three  weeks  after  the  committee  announced 
its  action  not  to  require  separation  of  services  and  eligibility  deter- 
mination. )  It  should  be  noted  that  the  General  Accounting  Office  in  its 
study  of  the  "simplified  declaration"  method  found  that  "caseloads  in 
the  centers  using  a  simplified  method  increased  disproportionately 
It  should  be  noted  that  the  General  Accounting  Office  in  its  study  of 
the  "simplified  declaration"  method  found  that  "caseloads  in  the 
centers  using  a  simplified  method  increased  disproportionately 
when  .  .  .  they  no  longer  required  the  same  welfare  agency  worker 
to  determine  an  applicant's  eligibility  and  also  provide  social  services." 

Committee  ^provision. — The  committee  feels  that  there  is  little  justi- 
fication for  mandating  that  States  make  this  kind  of  administrative 
separation  and  there  are  good  arguments  for  not  making  separation  at 
all — in  particular,  the  fact  that  a  good  deal  of  casefinding  for  services 
occurs  as  part  of  the  eligibility  determination  process.  Under  the 
committee  bill,  States  would  not  be  required  to  separate  the  provision 
of  social  services  from  the  determination  of  eligilDility  for  welfare  in 
any  of  the  welfare  programs. 

Eliminating  Statutory  Requirement  of  Individual  Program  of 
Services  for  Each  Family 

Present  law  requires  States  to  develop  an  individual  program  of 
services  for  each  family  receiving  AFDC.  This  has  proven  to  be  an 
unnecessary  administrative  burden,  and  the  House  bill  incorporates 
an  amendment  deleting  this  requirement  from  the  law. 

Committee  provision. — The  committee  bill,  like  the  House  bill, 
would  eliminate  the  statutory  requirement  of  an  individual  program  of 
services  for  each  AFDC  family. 

Modifying  Requirement  of  State wideness  for  Social  Services 

Present  Law. — The  Social  Security  Act  requires  that  social  services 
(including  child  care  and  family  planning  services)  under  the  welfare 
programs  be  in  effect  in  all  political  subdivisions  of  a  State  in  order  for 
the  State  to  obtain  Federal  matching  funds.  This  requirement  of 
Statewideness  has  sometimes  delayed  the  provision  of  these  services. 
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Committee  provision. — ^^The  committee  bill,  like  the  House  bill,  con- 
tains a  provision  permitting  the  Secretary  to  waive  the  requirement  of 
statewideness  for  services 

Services  for  Participants  in  the  Guaranteed  Job  Opportttnttt 

Program 

The  committee  has  already  agreed  that,  under  its  workf  are  program, 
services  for  participants  in  the  employment  program  would  be  ar- 
ranged for  by  the  Work  Administration  to  the  extent  that  they  are 
necessary  in  order  to  permit  the  participant  to  work.  Other  social 
services  would  not  be  provided  by  the  Work  Administration,  but  by 
the  State  welfare  agency  on  the  same  basis  as  they  are  provided  to 
other  low-income  families. 

Participation  in  Work  and  Training  Programs 

Work  Incentive  Program 

The  committee's  employment  program  would  before  effective  Jan- 
uary 1,  1974.  Until  then  the  Work  Incentive  Program  under  present 
law  would  be  continued  and  States  would  be  permitted  to  have  com- 
munity work  training  programs  until  January  1974  if  they  wish  to  do 
so. 

Community  Work  and  Training  Programs 

Present  Laic. — Prior  to  the  enactment  of  the  Work  Incentive  Pro- 
gram as  part  of  the  1967  Social  Security  Amendments,  the  Federal 
AFDC  statute  permitted  Federal  matching  of  AFDC  payments  made 
to  recipients  participating  in  a  community  work  training  program. 
Since  the  enactment  of  the  WIN  program,  however,  the  Department 
of  Health,  Education,  and  Welfare  has  taken  the  position  that  the 
Federal  Government  will  not  share  in  AFDC  payments  to  recipients 
who  are  required  by  State  law  to  participate  in  an  employment  pro- 
gram— unless  the  program  either  is  part  of  the  Work  Incentive  Pro- 
gram or  is  administered  under  the  Economic  Opportunity  Act.  The 
employment  programs  for  AFDC  recipients  that  have  been  permitted 
in  California  and  New  York  have  been  funded  as  demonstration 
projects. 

Committee  provision. — Under  the  committee  bill,  the  community 
work  training  provisions  in  the  law  prior  to  the  1967  amendments 
would  be  reenacted  until  January  1,  1974,  so  that  States  wishing  to 
have  such  programs  in  the  interim  could  do  so. 

w 

Emergency  Assistance 

General 

Present  Latv. — ^Under  existing  law,  emergency  assistance  may,  at 
the  option  of  the  States,  be  provided  to  needy  families  in  crisis  situa- 
tions, and  it  may  be  provided  either  statewide  or  in  part  of  the  State. 
Emergency  assistance  programs  have  been  adopted  in  about  half  the 
States,  and  they  receive  50  percent  Federal  matching.  Under  the  law, 
assistance  may  be  furnished  for  a  period  not  in  excess  of  30  days  in  any 
12-month  period  in  cases  in  which  a  child  is  without  available  re- 
sources; the  payments,  care,  or  services  involved  are  necessary  to 
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avoid  destitution  of  the  child  or  to  provide  living  arrangements  for 
the  child;  and  the  destitution  or  need  for  living  arrangements  did  not 
arise  because  the  child  or  relative  refused  without  good  cause  to  accept 
employment  or  training  for  employment.  Assistance  could  be  in  the 
form  of  money  payments,  payments  in  kind,  other  payments  as  the 
State  agency  may  specify,  or  medical  care  or  any  other  type  of  reme- 
dial care  for  the  child  or  other  member  of  the  household  in  which  the 
child  is  living,  and  other  services  as  may  be  specified  by  the  Secretary. 

Committee  provision. — The  committee  bill  would  continue  this  pro- 
vision of  present  law  but  would  add  special  provisions  relating  to  mi- 
grant families  with  children. 

Emergency  Assistance  for  Migrant  Families  With  Children 

Under  existing  law,  emergency  assistance  may  be  provided  needy  mi- 
grant families  either  statewide  or  in  part  of  a  State,  at  the  option  of 
the  State.  The  committee  believes  that  there  is  an  urgent  need  to  assist 
these  families  and  children  and  that  this  problem  is  of  a  national  na- 
ture. The  committee  bill  therefore  adds  a  provision :  (1)  requiring  that 
all  States  have  a  program  of  emergency  assistance  to  migrant  families 
with  children;  (2)  requiring  that  the  program  be  statewide  in  appli- 
cation; and  (3)  providing  75  percent  Federal  matching  for  emergency 
assistance  to  migrant  families. 

Federal  Financial  Participation 

Committee  provision. — The  committee  bill  would  make  a  major 
change  in  the  basic  method  of  Federal  funding  for  Aid  to  Families 
with  Dependent  Children  bv  providing  a  block  Federal  grant  with 
substantially  more  Federal  funds  than  are  now  provided  under  pres- 
ent law.  This  new  approach  is  described  in  detail  in  chapter  XI  of  this 
report,  dealing  with  fiscal  relief  for  States  (see  pp.  535ff.) 

Federal  funding  for  social  services  has  been  described  above.  Other 
provisions  relating  to  Federal  matching  are  described  below. 

Administration. — As  under  present  law,  the  Federal  Government 
would  pay  50%  of  the  cost  of  administration  of  the  AFDC  program 
(including  administrative  costs  related  to  the  provision  of  social 
services).  Under  the  committee  bill,  50  percent  Federal  matching 
would  also  be  provided  for  the  cost  of  State  and  local  efforts  to  prose- 
cute welfare  fraud. 

Family  planning  services. — Under  the  committee  bill  the  Federal 
Government  would  pay  100%  of  the  costs  of  birth  control  services  (as 
compared  with  75%  under  present  law,  or  90%  in  the  case  of  birth 
control  services  required  to  enable  an  AFDC  recipient  to  continue  to 
participate  in  the  Work  Incentive  Program) .  Those  services  would  not 
be  under  the  limitation  on  Federal  matching  for  social  services. 

Supportive  services  for  participants  in  the  Work  Incentive  Pro- 
gram.— The  committee  bill  would  continue  90%  Federal  matching  for 
supportive  services  (other  than  birth  control  services,  for  which 
100%  Federal  matching  would  be  provided)  to  enable  AFDC  re- 
cipients to  participate  in  the  Work  Incentive  Program.  Those  services 
would  not  be  under  the  limitation  on  Federal  matching  for  social  serv- 
ices. This  provision  would  expire  on  January  1,  1974  when  the  Com- 
mittee's employment  program  would  begin. 
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I 

Emergency  assistance. — As  described  above,  the  Federal  Govern- 
ment would  provide  50%  matching  for  emergency  assistance,  with 

75%  matching  for  emergency  assistance  to  migrant  families.  ' 

Adjusting  payment  levels  to  reflect  loss  of  eligibility  for  food 
stamps. — Under  the  committee  bill,  AFDC  families  would  no  longer 

be  eligible  to  receive  food  stamps.  The  Federal  Government  would  i 

pay  100%  of  the  cost  to  the  States  of  adjusting  their  welfare  payment  i 

levels  to  reflect  loss  of  eligibility  for  food  stamps.  | 

Lightening  the  Federal  Burden  on  the  States  1 

In  addition  to  the  items  already  mentioned,  the  committee  bill  in-  | 

eludes  several  provisions  designed  to  ease  a  portion  of  the  Federal  i 

burden  that  has  been  placed  on  the  States.  j 

Section  1102  of  the  Social  Security  Act  permits  the  Secretary  of  , 
Health,  Education,  and  Welfare  to  "make  and  publish  such  rules  and 

regulations,  not  inconsistent  with  this  act,  as  may  be  necessary  to  the  , 
efficient  administration  of  the  functions"  with  which  he  is  charged 

under  the  act.  Similar  authority  is  provided  under  each  of  the  welfare  ' 

programs.  Particularly  since  January  1969,  regulations  have  been  i 

issued  under  this  general  authority  which  have  no  basis  in  law  and  , 

which  sometimes  have  run  directly  counter  to  legislative  history.  ; 

Many  States  have  attributed  at  least  a  part  of  the  growth  of  the  . 

welfare  caseload  in  recent  years  to  these  regulations  of  the  Depart-  , 

ment  of  HEW.  I 

At  the  same  time  that  the  Department  has  attempted  to  create  ncAv  i 
legislation  through  its  regulations,  it  has  made  little  effort  to  insure 

that  the  States  comply  with  such  provisions  of  the  statute  as  the  re-  , 

quirement  that  family  planning  services  be  offered  every  appropriate  i 

welfare  recipient,  that  the  States  establish  separate  units  to  collect  j 

child  support  payments,  or  that  States  terminate  welfare  payments  to  ! 

individuals  refusing  without  good  cause  to  participate  in  work  and  j 

training  programs.  i 

Examples  of  legislative  use  of  general  regulatory  authority. — The  ! 
courts  have  consistently  upheld  the  Secretary's  authority  to  issue 
regulations  that  are  essentially  legislative.  Examples  include: 

1.  Requiring  States  to  use  the  "simplified  declaration"  method;  | 

2.  Requiring  States  to  pay  benefits  to  persons  absent  from  the  ' 
State  more  than  90  days ;  and  i 

3.  Requiring  the  continuation  of  unreduced  welfare  payments 
during  the  entire  appeals  process. 

Committee  provision. — A  number  of  provisions  already  mentioned  | 

are  designed  to  deal  with  problems  raised  by  specific  regulations  ; 
issued  by  the  Secretary.  In  addition,  the  committee  bill  would  modify 

Section  1102  of  the  Social  Security  Act  to  limit  the  Secretary's  regu-  j 

latory  authority  under  the  welfare  programs  so  that  he  may  issue  i 

regulations  only  related  to  specific  provisions  of  the  Act  and  that  the  ' 

regulations  may  not  be  inconsistent  with  these  provisions.  \ 

I 

Use  of  Federal  Funds  To  Undermine  Federal  Programs 

One  of  the  often-stated  aims  of  the  Legal  Services  program  of  the  ' 
Office  of  Economic  Opportunity  is : 
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The  use  of  the  judicial  system  and  the  administrative  process 
to  effect  changes  in  laws  and  institutions  which  unfairly  and  ad- 
versely affect  the  poor.  (Page  534  of  the  Narrative  Justifications 
presented  by  OEO  at  the  Senate  fiscal  year  1971  Appropriations 
Hearings  on  July  20, 1970.) , 
In  carrying  out  this  broad,  highly  subjective,  and  basically  legisla- 
tive function,  certain  Legal  Services  activities  have  been  aimed  di- 
rectly at  undermining  the  welfare  programs — which  are,  of  course, 
established  by  duly  enacted  Federal  laws. 

For  example,  a  document  entitled  "Know  Your  Welfare  Rights" 
prepared  by  the  Tulare  County  Legal  Service  Association  (paid  from 
Federal  poverty  funds)  stated :  "If  you  don't  want  to  work  there  is 
no  reason  why  welfare  can  force  you  to  work,  no  matter  what  your 
welfare  worker  says."  The  pamphlet  was  subsequently  withdrawn  from 
circulation. 

The  Center  of  Social  Welfare  Policy  and  Law  at  Columbia  Univer- 
sity, funded  by  the  Office  of  Economic  Opportunity,  published  a  book 
entitled  "How  to  Commence  Welfare  Litigation  in  a  Federal  Court, 
Including  Model  Annotated  Papers."  This  publication  is  explicitly  de- 
signed to  assist  Legal  Services  attorneys  who  wish  to  commence  welfare 
litigation  against  the  Government. 

In  response  to  a  question  by  the  chairman  of  the  committee  when 
the  Office  of  Economic  Opportunity  appeared  before  the  committee 
during  the  1970  hearings  on  the  welfare  bill,  information  was  provided 
stating  that  one  or  more  OEO  legal  services  projects  were  involved  in 
each  of  the  major  cases  affecting  welfare  law  in  recent  years.  These 
decisions  involved  the  prohibition  of  duration  of  residence  require- 
ments, voiding  the  man-in-the-house  rules,  requiring  a  hearing  before 
assistance  can  be  terminated,  and  prohibiting  denial  of  welfare  for  re- 
fusal to  name  the  putative  father  (the  reply  appears  in  part  2  of  the 
1970  hearings,  pp.  969-970). 

Committee  provision. — The  committee  believes  that  in  many  cases 
the  courts  ruling  in  suits  brought  by  legal  services  lawyers  have  mis- 
used the  purposeful  broadness  of  the  Federal  welfare  statutes  (which 
was  intended  to  leave  the  basic  control  over  public  assistance  with  the 
States  and  their  subdivisions)  as  an  avenue  for  imposing  by  judicial 
action  Federal  requirements  which,  if  imposed  at  all,  should  more 
properly  be  determined  legislatively.  The  committee  recognizes,  how- 
ever, that  a  statute  which  is  intentionally  phrased  so  as  to  leave  con- 
siderable discretion  to  those  who  administer  it  (that  is,  the  States)  may 
give  rise  to  some  questions  of  interpretations.  Accordingly,  the  com- 
mittee bill  provides  a  mechanism  whereby  it  would  be  possible  to  avoid 
the  necessity  of  litigation  which  is  likely  to  result  in  the  courts  feeling 
constrained  to  assume  legislative  responsibilities.  The  bill  would  es- 
tablish a  prohibition  against  the  use  of  Federal  funds  to  pay,  directly 
or  indirectly  the  compensation  or  expenses  of  any  individual  who  in 
any  way  participates  in  action  relating  to  litigation  w^hich  is  designed 
to  nullify  congressional  statutes  or  policy  under  the  Social  Security 
Act  but  would  permit  the  Attorney  General  to  waive  this  prohibition 
60  days  after  he  has  provided  the  Finance  Committee  and  the  Ways 
and  Means  Committee  with  notice  of  his  intent  to  make  such  a  waiver. 

This  will  give  the  committees  time  to  consider  the  issues  being  raised 
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in  the  proposed  litigation.  If  the  committees  determine  that  the  intent  i 
of  the  statute  is,  in  fact,  open  to  question,  they  would  be  able  to  put  j 
this  properly  legislative  question  before  the  Congress  with  their  rec-  I 
ommendations  for  its  solution  and  thus  avoid  the  need  for  further  liti-  , 
gation.  On  the  other  hand,  if  the  committees  determine  that  the  suit  ! 
does  not  involve  a  question  of  legislative  intent  or  that  the  statute  al-  i 
ready  clearly  expresses  that  intent,  the  matter  could  be  left  to  the  i 
courts. 

The  committees'  action  is  in  no  way  intended  to  affect  the  duties  of 
legal  services  lawyers  in  connection  with  legal  representation  that  in- 
volves assisting  poor  individuals  with  day-to-day  problems  in  such 
areas  as  support  payments,  landlord-tenant  relations,  consumer  issues, 
or  even  arbitrary  actions  of  local  welfare  departments. 

Appointment  and  Confirmation  of  Administrator  of  Social  and 
Rehabilitation  Services 

The  Social  and  Kehabilitation  Service  was  established  in  1967  by  a 
reorganization  within  the  Department  of  Health,  Education,  and 
Welfare.  Its  responsibilities  at  present  are  broad,  encompassing  the 
Federal  social  service  programs,  welfare  programs,  medicaid,  and 
programs  in  the  areas  of  vocational  rehabilitation,  aging,  and  juvenile 
delinquency.  The  sums  involved  are  huge  and  growing;  the  bulk  of 
the  $14-billion  1972  budget  for  the  agency  is  spent  on  the  public  as- 
sistance and  medicaid  programs. 

Committee  provision. — Since  the  conduct  of  this  office  has  such  a 
profound  effect  on  the  expenditure  of  vast  sums  of  public  funds,  the 
committee  bill  would  require  Presidential  appointment  and  Senate 
confirmation. 

2.  CHILD  WELFARE  SERVICES 
Grants  to  States 

Present  law 

Under  present  law,  grants  are  made  to  States  for  child  welfare  serv- 
ices (including  foster  care,  adoption  services,  and  protective  services 
for  children).  In  1967  the  authorization  for  Federal  grants  for  child 
welfare  services  was  raised  to  $110  million ;  however,  the  appropriation 
for  child  welfare  services  has  remained  at  $46  million  since  1967. 

A  variety  of  services  for  children  and  their  parents  are  provided 
by  child  welfare  agencies  through  the  Federal  grants  for  child  wel- 
fare services.  Child  welfare  agencies  have  developed  services  to  help 
children  before  and  after  trouble  occurs  and  have  worked  to  develop 
community  resources  that  will  supplement  or  substitute  for,  (1)  paren- 
tal care  and  supervision  for  the  purpose  of  preventing,  remedying,  or 
assisting  in  the  solution  of  problems  which  may  result  in  the  neglect, 
abuse,  exploitation,  or  deliquency  of  children;  (2)  protecting  and 
caring  for  homeless,  dependent,  or  neglected  children;  (3)  protecting 
and  promoting  the  welfare  of  children  of  working  mothers;  and  (4) 
otherwise  protecting  and  promoting  the  welfare  of  children,  such  as 
strenortheninc:  their  own  homes  where  possible  or,  where  needed,  the 
provision  of  adequate  care  of  children  away  from  their  homes. 
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Child  welfare  services  are  not  limited  to  the  poor  but  are  available  to 
all  children  who  need  them. 
Major  child  welfare  services  include  the  following: 

1.  Foster  care  in  foster  family  homes  or  institutions  when  chil- 
dren must  be  removed  from  their  own  homes. 

2.  Emergency  care  and  protection  of  children  reported  to 
be  abused,  neglected,  abandoned  or  exploited  by  parents  or 
guardians. 

3.  Services  and  assistance  for  unmarried  mothers  and  their 
babies  including  education  and  training  of  the  mothers  and  family 
planning  services. 

4.  Homemaker  services  for  care  of  children  in  their  own  home 
or  in  a  foster  home  during  the  absence  or  incapacity  of  parents  or 
to  help  parents  improve  inadequate  child  care  and  household 
practices  to  keep  a  family  intact. 

5.  Counseling  children  and  their  parents  in  relation  to  behavior 
problems,  parent-child  conflicts,  physical  and  mental  handicaps 
and  emotional  and  social  adjustment. 

6.  Recruitment  and  licensing  of  child  care  facilities  to  assure 
adequacy  of  care  of  children  and  to  prevent  their  exploitation  or 
neglect. 

7.  Day  care  services  to  protect  children  whose  mothers  are  tem- 
porarily absent  from  the  home  and  for  children  who  need  day 
care  for  such  reasons  as  training  to  compensate  for  a  physical  or 
mental  handicap. 

8.  Adoption  placement  services  to  provide  a  permanent  family 
home  for  children  who  have  lost  their  parents  or  whose  parents' 
rights  to  them  have  been  legally  terminated. 

Both  child  welfare  services  and  social  services  under  Aid  to  Families 
with  Dependent  Children  must  be  administered  through  a  single  orga- 
nizational unit  at  the  State  or  local  level.  However,  child  welfare  serv- 
ices funds  are  available  for  praviding  services  to  many  children  who 
need  them  but  who  are  not  eligible  to  receive  services  under  the  AFDC 
program. 

Home  Bill 

H.R.  1  as  it  passed  the  House  would  retain  the  child  welfare  services 
program  under  present  law  but  would  include  a  separate  authorization 
for  grants  to  States  for  foster  care  and  adoption  services,  beginning 
with  $150  million  in  fiscal  year  1972  and  rising  to  $220  million  in  1976 
and  thereafter.  Payments  for  foster  care  would  include  payments  for 
medical  care  not  otherwise  available,  and  adoption  service  are  defined 
in  the  bill  to  include  payments  to  adoptive  parents  to  provide  them 
with  assistance  in  meeting  the  medical  or  remedial  needs  of  a  child  who 
is  hard  to  place  because  of  a  physical  or  mental  handicap. 

Committee  Provision 

The  committee  recognizes  that  foster  care  represents  the  largest 
single  child  welfare  expenditure  on  the  county  level ;  foster  care  ex- 
penditures by  counties  now  amount  to  about  $350  million,  with  the 
Federal  Government  paying  about  8  percent  of  the  total.  But  while 
foster  family  care  is  less  expensive  than  institutionalizing  a  child  that 
has  no  suitable  home,  providing  services  to  keep  a  family  together  is 
even  less  expensive  than  foster  care. 

78-178  0—72  32 
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In  a  recent  study  published  by  the  Child  Welfare  League,  David 
Fanshel  and  Eugene  B.  Shinn  found  the  cost  of  foster  care  to  be  very 
high  in  New  York  City.  They  were  particularly  critical  of  the  fact 
that  in  New  York  funds  were  more  readily  available  for  foster  care 
than  for  services  to  help  keep  families  from  breaking  up,  even  when  it 
was  obvious  that  foster  care  would  be  far  more  expensive.  Finding  that 
"too  many  children  slip  into  long-term  foster  care  careers  and  their 
status  becomes  frozen  through  default  rather  than  through  a  con- 
sciously arrived  decision  that  alternatives  to  placement  are  not  feasi- 
ble," Fanshel  and  Shinn  recommend  that  cases  be  screened  in  order  to 
identify  the  ones  in  which  foster  care  may  be  avoided  through  preven- 
tive services.  If  services  can  be  provided  to  help  the  family  to  stay 
together,  substantial  savings  in  public  funds  will  result. 

Accordingly,  the  committee  bill  would  increase  the  authorization 
for  child  welfare  services  in  lieu  of  authorizing  a  separate  grant 
earmarked  for  foster  care  and  adoption  services.  Under  the  committee 
bill,  $200  million  would  be  authorized  for  child  welfare  services  in 
fiscal  year  1973  ($154  million  more  than  the  amount  included  in  the 
President's  1973  budget  for  child  welfare  services),  an  increase  of 
about  the  same  amount  as  included  for  foster  care  and  adoptions  under 
the  House-passed  bill.  The  authorization  would  increase  to  $215  mil- 
lion in  fiscal  year  1974,  $230  million  for  fiscal  year  1975,  $250  million 
for  fiscal  year  1976,  and  $270  million  for  fiscal  year  1977  and  thereafter. 

While  the  committee  anticipates  that  the  bulk  of  the  additional 
funds  will  be  used  to  pay  for  foster  care,  the  committee  feels  that  an 
important  advantage  of  not  earmarking  amounts  specifically  for 
foster  care  is  that  States  and  counties  can  use  the  child  welfare  services 
grant  money  to  expand  preventive  child  welfare  services  with  the  aim 
of  avoiding  the  need  for  foster  care  wherever  possible. 

The  committee  urges  States  to  eliminate  any  barriers  hampering 
the  provision  of  protective  services  to  keep  families  together,  and  to 
make  greater  efforts  to  work  with  families  wherever  appropriate  in 
order  to  prevent  the  need  for  placing  children  in  foster  care. 

Increases  in  child  welfare  services  funds  under  the  committee  bill 
would  also  make  additional  funds  available  for  adoption  services.  The 
House  bill  attempts  to  encourage  the  adoption  of  hard-to-place  chil- 
dren by  authorizing  payments  to  adoptive  parents  to  meet  the  cost 
of  remedial  care  for  physically  and  mentally  handicapped  children  if 
the  parents  are  unable  to  do  so. 

Physically  and  mentally  handicapped  children,  however,^  represent 
a  small  portion  of  hard-to-place  children.  Funds  for  subsidized  adop- 
tions are  primarily  needed  in  order  to  make  adoption  possible  for 
minority  group  children. 

Pro\dsion  of  subsidies  would  make  adoption  possible  for  children 
who  otherwise  would  remain  in  tax-supported  foster  care  until  they 
reach  adulthood.  Manv  prospective  adoptive  parents  who  could  pro- 
vide good  permanent  homes  for  these  children  cannot  afford  to  do  so 
unless  some  financial  aid  is  available  for  child  support.  These  children, 
therefore,  lack  the  security  of  a  permanent  family  and  must  remain  in 
foster  care  during  their  entire  childhood.  Moreover,  subsidized  adop- 
tion would  benefit  the  taxpayers  as  well  as  the  children  since  the  costs 
of  subsidizing  an  adoptive  child  are  much  less  than  maintaining  the 
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child  in  foster  care.  States  could  save  the  administrative  costs  of  foster 
care  as  well  as  some  of  the  cost  of  foster  payments. 

The  committee  bill,  by  increasing  child  welfare  services  funding, 
would  not  limit  the  use  of  adoption  service  funds  to  physically  and 
mentally  handicapped  children.  Placement  would  also  be  aided  under 
the  National  Adoption  Information  Exchange  System  described 
below. 

National  Adoption  Information  Exchange  System 

In  addition  to  the  increased  funds  for  child  welfare  services,  the 
committee  bill  would  authorize  $1  million  for  a  Federal  program  to 
help  find  adoptive  homes  for  hard-to-place  children.  The  amendment 
would  authorize  the  Secretary  of  HEW  to  "provide  information, 
utilizing  computers  and  modern  data  processing  methods,  through  a 
national  adoption  information  exchange  system,  to  assist  in  the  place- 
ment of  children  awaiting  adoption  and  in  the  location  of  children 
for  persons  who  wish  to  adopt  children,  including  cooperative  efforts 
with  any  similar  programs  operated  by  or  within  foreign  coun- 
tries, and  such  other  related  activities  as  would  further  or  facilitate 
adoption." 

This  program  is  patterned  after  the  Adoption  Resource  Exchange 
of  North  America  (ARENA),  which  was  established  by  the  Child 
Welfare  League  of  America  in  1967.  Its  purpose  is  to  bring  together 
for  adoption  those  children  for  whom  public  and  private  adoption 
agencies  in  the  United  States  and  Canada  can  find  no  adoptive  families, 
and  families  for  whom  agencies  have  no  children.  A  particular  objec- 
tive of  ARENA  has  been  to  find  more  homes  for  children  of  minority 
groups,  mixed  racial  background,  and  children  with  physical  or 
psychological  handicaps.  Agencies  register  children  who  are  waiting 
to  be  adopted,  and  families  who  are  waiting  to  receive  a  child.  Thus, 
ARENA  makes  the  adoption  agencies  of  North  America  a  part  of  a 
large  network  of  adoption  resources.  This  effort  helps  to  overcome  un- 
even availability  of  homeless  children  and  suitable  adoptive  families. 

The  committee  amendment  is  aimed  at  making  the  program  more 
effective  by  providing  for  the  utilization  of  computers  and  modern  data 
processing  methods.  Such  a  computerized  system  would  encourage 
and  make  possible  many  more  registrations  of  children  and  families 
than  is  presently  possible. 

3.  OTHER  PROVISIONS 

Demonstration  Projects  To  Reduce  Dependency  on  Welfare 

Present  law. — The  Social  Security  Act  (sections  1110  and  1115) 
currently  authorizes  appropriations  for  research  and  demonstration 
proiocts  in  the  area  of  public  assistance  and  social  services.  Authority 
under  these  sections  has  been  used  to  fund  several  guaranteed  mini- 
mum income  experiments  and  also  a  large  number  of  projects  related 
to  providiniz"  socinl  services  to  welfare  recipients. 

Committee  provision. — In  order  to  place  emphasis  under  these  pro- 
grams on  helping  persons  to  become  economically  independent,  the 
committee  bill  would  require  that  one-half  of  the  funds  spent  under 
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these  two  sections  be  spent  on  projects  relating  to  the  prevention  and 
reduction  of  dependency  on  welfare. 

Quality  of  Work  Performed  by  Welfare  Personnel 

Under  present  law,  each  State  selects  its  own  welfare  personnel — • 
trains  them  as  it  sees  fit,  and  administers  the  welfare  program  under 
its  own  rules  of  conduct.  There  is  apparently  little  effort  to  encourage 
any  uniformity  of  standards  of  performance  for  welfare  workers 
either  between  the  States  or  within  a  State.  Thus,  situations  have  been 
called  to  the  committee's  attention  where  some  welfare  workers  per- 
form their  duties  in  a  very  oppressive  manner  while  others  consider 
their  principal  function  to  simply  involve  the  disbursement  of  as  much 
public  money  to  their  "clients"  as  possible  with  little  or  no  regard  for 
the  needs  of  the  recipient  for  counseling  and  guidance.  In  many 
instances  counseling  and  guidance  may  be  far  more  helpful  than 
money  in  rehabilitating  a  welfare  family.  Instinctively,  welfare  recip- 
ients become  defensive  and  resist  the  former  type  of  workers  and  the 
latter  type  offers  them  little  hope  of  escape  from  the  welfare  cycle. 
Neither  type  is  an  asset  to  the  system. 

In  an  effort  to  try  to  upgrade  the  quality  of  work  performed  by 
welfare  personnel,  the  committee  is  directing  the  Secretary  of  the 
Department  of  Health,  Education,  and  Welfare  to  study  and  report  to 
the  Congress  by  January  1,  1974,  on  ways  of  enhancing  the  quality  of 
welfare  work,  whether  by  fixing  standards  of  performance  or  other- 
wise. In  making  this  study,  the  Secretary  could  draw  on  the  knowl- 
edge and  expertise  of  persons  talented  in  the  field  of  welfare  adminis- 
tration, including  those  having  direct  contact  with  recipients,  and  he 
should  also  benefit  from  suggestions  made  by  recipients  themselves  as 
to  how  the  level  of  performance  in  the  administration  of  the  welfare 
system  might  be  improved,  with  a  view  tow^ard  ending  the  wide  varia- 
tions in  employee  conduct  which  characterize  today's  system,  and 
moderating  the  extremes  to  which  some  social  workers  go  in  perform- 
ing their  duties. 

Offenses  by  Welfare  Employees 

Under  present  Federal  law  there  is  no  provision  particularly  di- 
rected to  the  question  of  employee  conduct  in  the  administration  of  the 
welfare  program.  On  the  other  hand,  the  Internal  Revenue  Code 
(sec.  7214)  has  long  contained  a  list  of  offenses  the  commission  of  any 
of  which,  by  a  tax  employee,  would  bring  into  effect  discharge  from 
employment  and  penalties  of  (a)  fines  not  to  exceed  $10,000,  or  (b) 
imprisonment  for  not  more  than  five  years,  or  both.  This  law  has  con- 
tributed to  the  high  quality  of  performance  of  Internal  Revenue  em- 
ployees and  has  been  a  factor  in  assuring  relatively  uniform  standards 
of  conduct. 

Committee  provision. — Under  the  committee  bill  similar  rules 
would  apply  under  the  welfare  laws.  Specifically,  under  the  committee 
bill  it  would  be  a  crime  punishable  by  a  fine  of  up  to  $10,000  or  im- 
prisonment of  up  to  five  years,  or  both,  in  the  case  of  a  welfare  em- 
ployee who  is  found  guilty  of : 

(1)  extortion  or  willful  oppression  under  color  of  law;  or 
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(2)  knowingly  allowing  the  disbursement  of  greater  sums  than 
are  authorized  by  law,  or  receiving  any  fee,  compensation,  or 
reward,  except  as  prescribed,  for  the  performance  of  any  duty ;  or 

(3)  failing  to  perfoi-m  any  of  the  duties  of  his  office  or  employ- 
ment with  intent  to  defeat  the  application  of  any  provision  of  the 
welfare  statute ;  or 

(4)  conspiring  or  colluding  with  any  other  person  to  defraud 
the  United  States  or  any  local,  county  or  State  government ;  or 

(5)  knowingly  making  opportunity  for  any  person  to  defraud 
the  United  States ;  or 

(6)  doing  or  omitting  to  do  any  act  with  intent  to  enable  any 
other  person  to  defraud  the  United  States  or  any  local,  county 
or  State  government ;  or 

(7)  making  or  signing  any  fraudulent  entry  in  any  book,  or 
making  or  signing  any  application,  form  or  statement,  knowing 
it  to  be  fraudulent ;  or 

(8)  having  knowledge  or  information  of  the  violation  of  any 
provision  of  the  welfare  statute  which  constitutes  fraud  against 
the  welfare  system,  and  failing  to  report  such  knowledge  or  infor- 
mation to  the  appropriate  official ;  or 

(9)  demanding,  or  accepting,  or  attempting  to  collect,  directly 
or  indirectly  as  payment  or  gift,  or  otherwise,  any  sum  of  money 
or  other  thing  of  value  for  the  compromise,  adjustment,  or  settle- 
ment of  any  charge  or  complaint  for  any  violation  or  alleged 
violation  of  law,  except  as  expressly  authorized  by  law. 

In  addition  to  these  penalties  the  employee  involved  shall  be  dis- 
missed from  office  or  discharged  from  employment. 

Evaluation  of  Programs  Under  the  Social  Security  Act 

The  Department  of  Health,  Education,  and  Welfare  has  frequently 
contracted  with  outside  firms  and  organizations  to  evaluate  programs 
under  the  Social  Security  Act.  A  list  of  some  of  the  evaluations  carried 
out  in  1971  appears  on  table  1. 

The  evaluations  involve  millions  of  dollars,  and  are  of  uneven 
quality.  In  addition,  since  the  firm  doing  the  evaluating  is  dependent 
on  the  Federal  agency  for  funds,  it  is  rarely  critical  of  the  agency  or 
the  program  which  is  the  source  of  its  funds. 

Committee  provision. — The  committee  bill  includes  a  provision 
assigning  to  the  General  Accounting  Office  the  basic  role  of  evaluating 
programs  under  the  Social  Security  Act.  In  addition,  the  amendment 
would  not  permit  any  Federal  agency  to  enter  into  a  contract  to  evalu- 
ate any  program  under  the  Social  Security  Act  (if  an  expenditure  of 
more  than  $25,000  is  involved)  unless  the  Comptroller  General  ap- 
proves the  study  in  advance.  His  approval  would  be  conditioned  on  his 
determination  that : 

(a)  The  conduct  of  such  study  or  evaluation  of  such  program  is 
justified  ; 

(b)  The  department  or  agency  cannot  effectively  conduct  the 
study  or  evaluation  through  utilization  of  regular  full-time  em- 
ployees; and 

(c)  The  study  or  evaluation  will  not  be  duplicative  of  any  study 
or  evaluation  which  is  being  conducted,  or  will  be  conducted 
within  the  next  twelve  months,  by  the  General  Accounting  Office. 
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X.  CHILD  SUPPORT 


The  approach  of  the  committee  bill  in  dealing  with  the  problem  of 
mounting  dependency  on  Aid  to  Families  with  Dependent  Children 
involves  the  establishment  of  a  new"  employment  program,  with  strong 
work  incentives,  for  families  headed  by  an  employable  adult,  and  it 
involves  bringing  the  remaining  AFDC  program  under  legislative 
and  administrative  control. 

There  is  a  third  and  equally  important  element  in  the  committee 
approach,  one  which  deals  with  the  reasons  most  AFDC  recipients  are 
on  the  welfare  rolls :  the  failure  of  the  father  to  support  his  children, 
whether  or  not  born  out  of  wedlock. 

The  committee  believes  that  all  children  have  the  right  to  receive 
support  from  their  fathers.  The  committee  bill  is  designed  to  help 
children  attain  this  right,  including  the  right  to  have  their  fathers 
identified  so  that  support  can  be  obtained.  The  immediate  result  will 
be  a  lower  welfare  cost  to  the  taxpayer,  but  more  importantly,  as  an 
effective  support  collection  system  is  established  fathers  will  be  de- 
terred from  deserting  their  families  to  welfare  and  children  will  be 
spared  the  effects  of  family  breakup. 

The  Problem 

Aid  to  Families  with  Dependent  Children  (AFDC)  offers  welfare 
payments  to  families  in  which  the  father  is  dead,  absent,  disabled,  or, 
at  the  State's  option,  unemployed.  When  the  AFDC  program  was  first 
enacted  in  the  1930's,  death  of  the  father  w^as  the  major  basis  for  eligi- 
bility. With  the  subsequent  enactment  of  survivor  benefits  under  the 
social  security  program,  however,  the  portion  of  the  caseload  eligible 
because  of  the  father's  death  has  grown  proportionately  smaller,  from 
42  percent  in  1940  to  7.7  percent  in  1961  and  4.3  percent  in  1971.  The 
percentage  of  AFDC  families  in  which  the  father  is  disabled  has 
diminished  from  18.1  percent  in  1961  to  9.8  percent  in  1971. 

Absent  fathers. — It  is  in  those  families  in  which  the  father  is  "absent 
from  the  home"  that  the  most  substantial  growth  has  occurred.  As  a 
percentage  of  the  total  caseload,  AFDC  families  in  which  the  father 
was  absent  from  the  home  increased  from  66.7  percent  in  1961  to  74.2 
percent  in  1967,  75.4  percent  in  1969,  and  to  76.2  percent  in  1971. 

In  terms  of  numbers  of  recipients  rather  than  percentages,  2.4  mil- 
lion persons  were  receiving  AFDC  in  1961  because  the  father  Avas 
absent  from  the  home.  By  1967,  that  figure  had  grown  to  3.9  million 
and  by  1969  to  5.5  million.  By  the  beginning  of  1971,  7.5  million 
persons  were  receiving  AFDC  because  of  the  father's  absence  from 
the  home,  and  by  the  end  of  1971  that  figure  had  grown  to  almost  8 
million.  Thus  in  the  past  four  years,  families  with  absent  fathers  have 
contributed  more  than  4  million  additional  recipients  to  the  AFDC 
rolls. 
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Broken  homes. — What  kinds  of  families  are  these  in  which  the  father 
is  absent  from  the  home  ?  Basically,  they  represent  situations  in  which 
the  marriage  has  broken  up  or  in  which  the  father  neyer  married  the 
mother  in  the  first  place.  In  45.2  percent  of  the  AFDC  families  on  the 
rolls  in  the  beginning  of  1971,  the  father  was  either  diyorced  or  legally 
separated  from  the  mother,  separated  without  court  decree,  or  he  had 
deserted  the  family.  In  15.2  percent  of  the  families  receiying  AFDC 
at  the  beginning  of  1971,  the  father  had  deserted.  Applying  that 
percentage  to  the  caseload  today,  this  means  that  well  oyer  li^  million 
welfare  recipients  are  getting  AFDC  because  the  father  has  deserted. 

lUegitwiacy. — The  largest  single  cause  of  AFDC  eligibility  is  il- 
legitimacy, and  this  has  been  the  fastest  growing  categors^  in  recent 
years.  In  21.3  percent  of  the  families  receiying  AFDC  in  1961,  the 
mother  was  not  married  to  the  father  of  the  child.  By  the  beginning 
of  1971,  this  proportion  had  grown  to  27.7  percent.  Applying  that 
percentage  to  the  present  caseload,  almost  3  million  AFDC  recipients 
today  are  found  in  families  where  the  father  is  not  married  to  the 
mother. 

Failure  To  Enforce  Child  Support 

The  enforcement  of  child  support  obligations  is  not  an  area  of  juris- 
prudence about  which  this  country  can  be  proud.  Researchers  for  the 
Rand  Corporation  (Winston  and  Forsher,  "Nonsupport  of  Legitimate 
Children  by  Affluent  Fathers  as  a  Cause  of  Poyerty  and  Welfare 
Dependence,"  December  1971)  cite  studies  that  show  "a  large  dis- 
crepancy exists  between  the  normative  law  as  expressed  in  the  statutes 
and  the  law  in  action."  Hundreds  of  thousands  of  unserved  child  sup- 
port warrants  pile  up  in  many  jurisdictions  and  often  traffic  cases  haye 
a  higher  priority.  The  blame  for  this  situation  is  shared  by  judges, 
prosecutors,  and  welfare  officials  alike,  and  is  reinforced  by  certain 
myths  which  have  grown  up  about  deserting  fathers.  The  Rand  re- 
searchers state : 

Many  lawyers  and  officials  find  child  support  cases  boring,  and 
are  actually  hostile  to  the  concept  of  fathers'  responsibility  for 
children,  A  report  to  the  Governor  [of  California]  expresses 
concern  at  the  "cavalier  attitudes  on  the  subject  of  child  support 
expressed  by  some  individuals  whose  work  responsibilities  put 
them  in  daily  contact  with  persons  affected  by  the  problem."  It 
continues,  "Some  of  these  individuals  believe  that  child  support 
is  punitive  and  that  public  assistance  programs  are  designed  as 
a  more  acceptable  alternative  to  the  enforcement  of  parental  re- 
sponsibility." The  same  phenomenon  appears  in  our  interview 
material. 

The  researchers  disDutp  the  myths  about  absent  fathers  that  inhibit 
enforcement  of  support  obligations : 

[The  fathers]  have  not  disappeared.  Usually  they  were  living  in 
the  same  county  as  their  children.  They  are  not  supporting  many 
other  children.  Ninety-two  percent  of  the  nonsupporting  fathers 
had  a  total  of  three  or  fewer  children. 

Only  13  percent  were  married  to  other  women,  with  another 
1  percent  each  divorced  or  separated  from  another  or  of  un- 
known marital  status.  The  nonwelfare  fathers  were  more  likely 
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to  have  remarried ;  the  welfare  fathers  were  more  likely  to  be  still 
married  to  the  "complaining  witness." 

The  amount  of  child  support  awarded  was  not  unreasonably 
large.  For  those  nonsupporting  fathers  who  were  already  under 
court  order  to  contribute  to  their  children's  support,  the  typical 
payment  ordered  was  $50  a  month.  In  33  percent  of  the  non- 
welfare  cases,  the  order  called  for  $50  or  less. 
The  Kand  Corporation  researchers  emphasize  the  number  of  well-off 
physicians  and  attorneys  whose  families  ultimately  are  forced  onto 
welfare  because  of  insufficient  mechanisms  for  enforcement  of  obliga- 
tions to  support.  This  situation,  they  point  out,  is  confirmed  by  investi- 
gators, who  point  to  the  difficulty  of  proving  the  income  of  the  self- 
employed,  the  ease  with  which  unwilling  fathers  can  conceal  their 
assets,  the  statutory  barrier  to  collecting  from  military  personnel  and 
Federal  employees,  and  the  low  priority  given  child  support  in- 
vestigations by  the  understaffed  district  attorneys'  offices. 

The  Rand  researchers  further  point  out  that  although  there  is  a 
lack  of  definitive  statistics  on  the  number  of  affluent  fathers  whose 
families  are  on  welfare,  census  figures  on  poverty  and  AFDC  case- 
loads are  consistent  with  the  hypothesis  that  much  middle-class  pov- 
erty is  caused  by  fathers'  nonsupport : 

From  1959  to  1968,  while  the  proportion  of  all  families  in  poverty 
declined  from  20  to  10  percent,  and  the  rate  for  male-headed 
families  went  down  to  7  percent,  poverty  among  female-headed 
families  increased  to  32  percent.  In  1970  it  reached  36  percent, 
and  18  percent  of  college-educated  female  heads  of  families 
were  poor — the  corresponding  figure  for  males  is  3  percent. 

During  the  years  1961  to  1968,  middle-class  women  appeared  on 
the  AFDC  rolls  in  large  enough  numbers  to  raise  the  average  edu- 
cational and  occupational  level  of  recipients.  They  become  eligible 
for  aid  when  prevented  from  working  by  serious  problems — ^^and 
they  somehow  managed,  while  still  eligible,  to  go  off  the  rolls  at 
twice  their  proportion  in  the  active  caseload.  How  many  went  on 
welfare  to  obtain  enforcement  of  child  support  orders? 

Present  Law 

The  committee  has  long  been  aware  of  the  impact  of  deserting 
fathers  on  the  rapid  and  uncontrolled  growth  of  families  on  AFDC. 
As  early  as  1950,  the  Con,2:ress  provided  for  the  prompt  notice  to  law 
enforcement  officials  of  the  furnishing  of  AFDC  with  respect  to  a 
child  that  had  been  deserted  or  abandoned.  In  1967,  the  committee  in- 
stituted what  it  believed  would  be  an  effective  program  of  enforcement 
of  child  support  and  determination  of  paternity.  The  1967  Social 
Security  Amendments  require  that  the  State  welfare  agency  establish 
a  separate,  identified  unit  whose  purpose  is  to  undertake  to  establish 
the  paternity  of  each  child  receiving  welfare  who  was  born  out  of 
wedlock,  and  to  secure  support  for  him ;  if  the  child  has  been  deserted 
or  abandoned  by  his  parent,  the  welfare  agency  is  required  to  secure 
support  for  the  child  from  the  deserting  parent,  utilizing  any  recipro- 
cal arrangements  adoDted  with  other  States  to  obtain  or  enforce  court 
orders  for  support.  The  State  welfare  agency  is  further  required  to 
enter  into  cooperative  arrangements  with  the  courts  and  with  law  en- 
forcement officials  to  carry  out  this  program.  Access  is  authorized  to 
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both  Social  Security  and  (if  there  is  a  court  order)  to  Internal  Revenue 
Service  records  in  locating  deserting  parents.  The  effectiveness  of  the 
provisions  of  present  law  has  varied  widely  among  the  States. 

In  its  March  13,  1972,  study  of  current  child  support  programs  in 
four  States,  the  General  Accounting  Office  noted  that  the  Department 
of  Health,  Education,  and  Welfare 

has  not  monitored  the  States'  child  support  enforcement  activities 
and  had  not  required  the  States  to  report  on  the  status  or  progress 
of  the  activities.  Consequently,  HEW  regional  offices  did  not  have 
information  on  the  number  of  absent  parents  or  amount  of  child 
support  collections  involved  or  the  progress  and  problems  being 
experienced  by  the  States  in  collecting  child  support.  Also.  HEW 
regional  officials  have  not  emphasized  child  support  collection 
activities  within  the  total  welfare  program.  .  .  .  According  to 
regional  officials  HEW  has  not  emphasized  the  collection  of  child 
support  payments  because  of  a  shortage  of  regional  staff  and  be- 
cause this  activity  represents  a  small  segment  of  the  total  effort 
needed  to  administer  the  AFDC  program.  Regional  officials  in- 
formed us  that  they  did  not,  at  the  time  of  our  fieldwork,  have  any 
plans  to  evaluate  the  support  enforcement  programs  or  impose  re- 
porting requirements  on  the  States. 

Experience  of  the  State  of  Washington  in  Collecting  Child 

Support 

Against  this  background  of  lack  of  leadership  by  the  Department  of 
Health,  Education,  and  Welfare,  the  General  Accounting  Office  singled 
out  the  State  of  Washington  as  being  considerably  more  successful  in 
locating  deserting  fathers  and  in  collecting  child  support  payments 
than  the  other  three  States  reviewed.  The  General  Accounting  Office 
report  concluded  that  Washington's  success  resulted  from  these  four 
features  of  its  child  support  enforcement  program : 

Special  unit. — The  State  has  established  a  separate  administrative 
unit  (the  Collections  Section)  which  is  operated  on  a  State- wide  basis 
much  like  a  bill  collection  agency.  The  Collections  Section,  which  is 
responsible  for  locating  absent  parents  and  collecting  child  support, 
is  set  up  to  quickly  locate  absent  parents  and  encourage  them  to 
begin  regular  support  payments.  The  section's  procedures  also  provide 
for  monitoring  absent  parents'  payment  records  and  following  up 
promptly  when  payments  become  delinquent. 

Encouraging  volun  tary  pai/ments. — Emphasis  is  placed  on  encour- 
aging absent  parents  to  contribute  child  support  voluntarily;  legal 
actions  or  threatening  legal  action  is  used  only  as  a  last  resort.  Prompt 
personal  contacts  are  made  by  Collections  Section  personnel  with  the 
parents  of  newly  enrolled  AFDC  children  to  obtain  voluntary  support 
payments  based  on  the  parent's  ability  to  pay  (regardless  of  the 
existence  of  any  court  orders  or  amounts  specified  by  court  orders). 
Regarding  the'^use  of  legal  action,  the  State's  philosophy  is  that  to 
obtain  child  support  the  State  must  compete  successfully  for  the 
limited  funds  of  the  absent  parent.  Washington  State  believes  that 
legal  action  or  even  the  threat  of  legal  action  might  cause  the  absent 
parent  to  relocate  to  avoid  prosecution  or  discourage  him  from  making 
voluntary  contributions  within  his  means. 
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No  caseiDorJcer  involvement. — Caseworkers  do  not  become  involved 
in  and  have  no  responsibility  for  collection  activities.  Time  spent  by 
caseworkers  to  locate  and  collect  child  support  from  absent  parents 
means  less  time  for  providing  services,  Avhich  is  a  caseworker's  primary 
interest  and  concern.  A  person  other  than  a  caseworker  who  is  properly 
trained  to  carry  out  location  and  collections  activities  and  who  can 
devote  full-time  to  these  activities  can  be  more  effective  in  achieving 
collections. 

Legal  deht  of  deserting  father. — By  State  law,  AFDC  assistance 
payments  made  to  or  on  behalf  of  dependent  children  constitute  a  debt 
payable  to  the  State  by  the  absent  parent  or  person  legally  liable  for 
support  of  the  children.  Although  the  State  of  Washington  had  com- 
mon law  remedies  for  obtaining  child  support  it  was  of  the  opinion 
that  these  remedies  were  not  effective.  Therefore,  the  State  enacted 
specific  legislation  to  supplement  its  existing  common  law  remedies. 

Committee  Bill 

In  view  of  the  fact  that  most  States  have  not  implemented  the  pro- 
visions of  present  law  relating  to  the  enforcement  of  child  support 
and  establishment  of  paternity  in  a  meaningful  way,  the  committee 
believes  that  new  and  stronger  legislative  action  is  required  in  this 
area  which  will  create  a  mechanism  to  require  compliance  with  the 
law.  The  major  elements  of  this  proposal  have  been  adapted  from  those 
States  which  have  been  the  most  successful  in  establishing  effective  pro- 
grams of  child  support  and  establishment  of  paternity. 

Some  of  the  provisions  of  the  committee  bill  will  be  available  to 
deserted  families  generally,  regardless  of  welfare  status.  It  is  hoped 
that  making  these  provisions  available  to  all  deserted  families  will 
help  to  prevent  further  expansion  of  the  welfare  rolls. 

Assignment  of  Rights  to  Collection  of  Support  Payments 

The  committee  believes  that  the  most  effective  and  systematic 
method  for  an  AFDC  family  to  obtain  child  support  from  a  deserting 
parent  is  the  assignment  of  the  family  support  rights  to  the  govern- 
ment for  collection.  The  committee  bill  requires  that  a  mother,  as  a 
condition  of  eligibility  for  welfare,  assign  her  right  to  support  pay- 
n)ents  to  the  government  and  requires  her  to  cooperate  in  identifying 
and  locating  the  father,  in  securing  support  payments,  and  in  obtain- 
ing any  money  or  property  due  the  family.  The  assignment  of  support 
rights  will  continue  as  long  as  the  family  continues  to  receive  assist- 
ance. When  the  family  goes  off  the  welfare  rolls,  the  deserting  parent 
will  continue  for  a  three-month  period  to  make  payments  to  the  gov- 
ernment collection  agency  (which  will  pay  the  money  over  to  the 
family  at  no  cost  to  them) .  This  period  will  allow  the  collection  agency 
time  to  notify  the  father  that  he  will  be  making  support  payments  in 
the  future  directly  to  the  family,  and  to  take  any  other  necessary 
administrative  actions. 

If  by  the  end  of  the  three-month  period  the  father  has  met  his  sup- 
port obligation  for  at  least  24  consecutive  months,  he  Avill  begin  mak- 
ing payments  directly  to  the  family  which  no  longer  receives  welfare. 
But  if  he  has  not  yet  demonstrated  his  reliability  by  making  support 
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payments  for  24  consecutive  months,  the  mother  would  have  the  elec- 
tion of  continuing  to  assign  her  rights  and  to  utilize  the 
governmental  mechanisms  for  collecting  support  for  an  addi- 
tional period  until  the  father  has  met  his  support  obligfations  for  24 
consecutive  months.  If  she  does  so  elect,  the  cost  of  collection  will  be 
deducted  from  the  amount  collected  and  the  net  balance  will  be  sent  to 
the  mother. 

The  assignment  of  family  support  rights  would  initially  be  to  the 
Federal  Government.  However,  the  Attorney  General  is  directed  to 
study  the  support  programs  in  the  various  States,  consult  with  State 
and  local  law  enforcement  officials  and  knowledgeable  private  experts 
in  the  field,  and  to  derive  and  apply  an  objective  set  of  criteria  to  eval- 
uate the  effectiveness  of  State  programs  of  child  support  and  determi- 
nation of  paternity.  He  would  delegate  the  support  rights  which  have 
been  assigned  to  him  to  those  States  Avhich  he  finds  to  have  efficient  and 
effective  programs  of  establishing  paternity  and  enforcing  child 
support.  However,  a  residual  obligation  to  the  United  States  based  on 
welfare  payments  to  the  family  would  continue  to  lie  against  the  ab- 
sent parent  and  be  enforceable  by  the  Attorney  General. 

The  Attorney  General  would  also  be  authorized  to  delegate  the  as- 
signment of  family  support  rights  to  political  subdivisions  of  the  State 
that  have  effective  programs,  even  though  the  State  as  a  whole  does  not. 
Thus  if  a  State  does  not  have  an  effective  program,  the  Attorney  Gen- 
eral might  contract  with  those  local  jurisdictions  which  do  have  effec- 
tive programs  and  he  will  directly  operate  the  program  in  the  rest  of 
the  State. 

If  the  Attorney  General  retains  the  assigned  support  rights,  they 
could  be  enforced  by  Federal  attorneys  in  either  State  or  Federal 
courts.  The  committee  bill  would  provide  that  OEO  lawyers  would  be 
made  available  to  assist  Justice  Department  attorneys  in  carrying  out 
their  responsibility. 

The  Attorney  General,  whether  acting  on  his  own  behalf  or  at  the 
request  of  a  State  or  local  subdivision,  may  make  certification  to  the 
Secretary  of  the  Treasury  for  collection  by  the  Internal  Kevenue 
Service  of  the  amount  of  the  obligation  owed. 

Since  the  support  obligations  are  not  a  tax  and  will  change  periodi- 
cally in  amount,  the  statutes  of  limitations  on  the  collections  of  taxes 
assessed  would  be  tolled  by  recertifications  of  the  amount  of  the  sup- 
port obligation  owed.  For  administrative  reasons,  the  amount  owed 
by  a  specific  individual  could  not  be  certified  more  often  than  quarterly. 

Where  the  Federal  Government  retains  the  assigned  support  rights, 
the  full  amount  of  moneys  collected  would  be  regained  by  the  Federal 
Government  after  the  current  needs  of  the  family  (as  determined 
under  a  court  order  or  a  voluntary  agreement)  have  been  met.  ^lore- 
over.  Federal  AFDC  payments  to  the  State  wouhl  be  reduced  by 
the  amount  these  collections  of  support  decrease  the  State's  welfare 
costs.  This  constitutes  one  of  the  incentives  for  the  development  of 
effective  State  programs :  others  are  discussed  below. 

The  House  bill  provided  that  the  Federal  share  for  State  expenses 
for  establishing  paternity,  locating  absent  parents,  and  securing  sup- 
port would  be  increased  from  50  to  75  percent.  The  committee  bill 
adopts  this  approach,  but  with  a  proviso  that  there  be  no  Federal  par- 
ticipation in  State  programs  which  do  not  meet  the  Attorney  Gen- 
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eral's  standards  of  effectiveness.  Under  this  provision  75  percent 
matching  will  apply  to  expenditures  under  the  State  or  local  support 
programs  which  will  be  composed  of  the  following  elements  of  exist- 
ing law  (some  of  them  modified)  plus  such  other  elements  which  the 
Attorney  General  finds  necessary  for  efficient  and  effective  administra- 
tion :  (a)  Determination  of  paternity  and  securing  support  through  a 
separate  organizational  unit  (sec.  402(a)  (17)  of  existing  law)  ;  (h) 
cooperative  arrangements  with  appropriate  courts  and  law  enforce- 
ment officials  (sec.  402(a)  (18)  of  existing  law)  ;  (c)  location  of  desert- 
ing parents  including  use  of  records  of  Federal  agencies  (sec.  402(a) 
(21)  of  existing  law)  ;  (d)  the  location  and  enforcement  of  support 
orders  from  other  States  against  the  deserting  parent  (sec.  402(a)  (22) 
of  existing  law). 

The  Attorney  General  will  replace  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  in  supervising  the  administration  of  these  programs. 

It  should  be  noted  that  the  provision  in  the  committee  bill  provides 
only  that  a  separate  organizational  unit  be  established  for  enforcement 
of  support  obligations  and  does  not  stipulate,  as  does  existing  law,  that 
the  organizational  unit  be  in  the  welfare  agency.  Under  the  commit- 
tee bill,  the  States  or  subdivisions  will  be  free  to  establish  such  a  unit 
within  or  outside  their  welfare  agencies.  Under  existing  law,  the 
States  in  administering  their  support  collection  and  establishment  of 
paternity  programs  are  allowed  to  enter  financial  arrangements  with 
courts  and  law  enforcement  officials  in  order  "to  assure  optimum  re- 
sults". These  financial  arrangements  will  be  subject  to  75  percent  Fed- 
eral matching,  but  the  committee  expects  the  States  to  continue  to 
devote  to  this  purpose  at  least  as  much  non- Federal  funding  as  they 
currently  provide. 

The  committee  realizes  that  the  January  1973  effective  date  means 
that  of  necessity  the  Attorney  General  will  have  to  provisionally  ap- 
prove some  existing  support  collection  programs  w^hose  effectiveness 
has  not  been  thoroughly  studied.  These  studies,  however,  will  be  pur- 
sued as  expeditiously  as  possible  and  determinations  of  effectiveness 
should  not  be  unduly  delayed. 

Locating  a  Desertixg  Parext;  Access  to  Inform atiox 

Under  the  committee  bill,  the  State  or  local  Government  would  pro- 
ceed to  locate  the  absent  parent,  using  any  information  available  to  it, 
such  as  the  records  of  the  Internal  Revenue  Service,  the  Social  Secu- 
rity Administration  and  other  government  agencies.  The  committee  bill 
extends  access  to  these  Federal  records  to  any  parent  seeking  support 
from  a  deserting  spouse  regardless  of  whether  the  family  is  on  welfare. 
Non-welfare  families  desiring  to  use  this  means  of  finding  the  absent 
parent  would  make  the  necessary  application  at  local  welfare  offices. 
These  families  would  be  charged  a  fee  designed  to  cover  the  cost  of 
the  location  service,  and  the  Federal,  State,  and  local  costs  involved  in 
the  service  Avould  be  met  from  the  fees  collected. 

As  a  further  aid  in  location  efforts,  welfare  information  now  with- 
held from  public  officials  under  regulations  concerning  confidential- 
ity would  be  made  available  by  the  committee  bill ;  this  information 
would  also  be  available  for  other  official  purposes.  The  current  regula- 
tions are  based  on  a  provision  in  the  Social  Security  Act  which  since 
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1939  has  required  State  programs  of  Aid  to  Families  with  Dependent 
Children  to  "provide  safeguards  which  restrict  the  use  or  disclosure 
of  information  concerning  applicants  and  recipients  to  purposes 
directly  connected  with  the  administration  of  Aid  to  Families 
with  Dependent  Children."  This  provision  was  designed  to  prevent 
harassment  of  welfare  recipients.  The  committee  bill  makes  it  clear 
that  this  requirement  may  not  be  used  to  prevent  a  court,  prosecuting 
attorney,  tax  authority,  law  enforcement  officer,  legislative  body  or 
other  public  official  from  obtaining  information  required  in  connection 
with  his  official  duties  such  as  obtaining  support  payments  or  prose- 
cuting fraud  or  other  criminal  or  civil  violations. 

Incentives  for  States  and  localities  to  collect  suppoi't  payments. — 
Under  present  law,  when  a  State  or  locality  collects  support  payments 
owed  by  a  father,  the  Federal  Government  is  reimbursed  for  its  share 
of  the  cost  of  welfare  payments  to  the  family  of  the  father :  the  Fed- 
eral share  currently  ranges  between  50  percent  and  83  percent,  de- 
pending on  State  per  capita  income.  In  a  State  with  50  percent  Federal 
matching,  for  example,  the  Federal  Government  is  reimbursed  $50 
for  each  $100  collected,  while  in  a  State  with  75  percent  Federal 
matching  the  Federal  Government  is  reimbursed  $75  for  each  $100 
collected. 

Consistent  with  the  committee's  block-grant  approach  for  AFDC, 
and  as  an  incentive  for  the  development  of  effective  State  and  local 
programs,  the  committee  bill  provides  that  the  entire  amount  of  wel- 
fare payments  from  support  collections  collected  by  the  State  would 
remain  with  the  State.  If.  however,  the  actual  collection  and  determina- 
tion of  paternity  mechanism  is  carried  out  by  local  authority,  the  State 
would  pay  the  local  authority  25  percent  of  12  months'  worth  of  wel- 
fare payments  (not  taking  into  account  the  $20  disregard  allowed 
the  family)  or.  if  less.  25  percent  of  the  amount  collected  -relatin.o*  to  a 
12-month  pe^^iod.  For  example,  assume  a  family  receives  $160  monthly 
in  AFDC.  If  the  father  begins  contributing  SiOO  per  month,  the  local 
authoritv  which  obtained  the  collection  would  receive  $300  (25  percent 
of  $100  IS  $25;  12  times  S25  equals  S300).  If  the  father  be.o-ins  con- 
tributing $200  per  month,  the  local  authoritv  would  receive  $480  (25 
percent  of  the  S160  AFDC  payment  is  S40:  12  times  $40  equals  $480). 
Both  of  these  examples  assume  the  local  authority  actually  collects  the 
required  support  payment  for  at  least  12  months. 

In  the  situation  where  the  location  of  runaway  parents  and  the 
enforcement  of  support  orders  is  carried  out  by  a  State  other  than 
that  in  which  the  deserted  family  resides,  the  State  or  local  authority 
which  actually  carries  out  the  location  and  enforcement  functions 
will  be  paid  the  25  percent  bonus. 

The  committee  bill  provides  that  the  Attorney  General  would  have 
to  be  reimbursed  for  any  Federal  costs  (other  than  for  blood  typing 
tests)  incurred  to  aid  the  States  and  localities  in  their  support  collec- 
tion and  determination  of  paternity  efforts.  These  costs  will,  however, 
be  subject  to  75  percent  Federal  matching  if  carried  out  under  pro- 
grams which  meet  the  Attorney  General's  standards  of  effectiveness. 

Voluntary  approach. — The  committee  expects  that  most  States  will 
find  it  desirable  to  encourage  absent  parents  to  enter  voluntarily  into 
an  arrangement  for  making  regular  support  payments;  legal  action 
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would  be  used  to  the  extent  that  a  State  feels  the  voluntary  method 
has  proven  or  is  likely  to  prove  unsuccessful.  The  use  of  the  voluntary 
approach  can  avoid  the  need  for  court  action  and  formal  collection 
procedures.  The  record  of  the  State  of  Washington  in  collecting  sup- 
port payments  voluntarily  was  highlighted  in  a  recent  study  by  the 
General  Accounting  Office  as  a  key  element  in  their  support  collection 
program;  the  committee  hopes  that  the  experience  of  Washington 
State  can  serve  as  a  model  for  all  States. 
Under  the  committee  bill,  voluntary  agreements  may  be  made— 

( 1 )  If  there  is  no  court  order,  or 

(2)  If  there  is  a  court  order  that  can  not  reasonably  be  expected 
to  be  enforced  or  collected. 

Any  voluntary  agreement  must  provide  that  support  payments  will 
not  cease  if  the  family  goes  off  the  rolls.  If  a  State  utilizes  voluntary 
agreements,  it  must  provide  an  administrative  mechanism  for  the  en- 
forcement of  the  agreements.  As  with  other  contractual  arrangements, 
the  State  or  the  absent  parent  can  resort  to  judicial  process  to  change 
the  agreement  if  they  feel  that  it  no  longer  is  consistent  with  their 
interests.  But  as  long  as  the  agreement  remains  in  effect,  it  will  be 
enforceable  by  appropriate  State  administrative  process. 

Civil  action  to  obtain  support  payments. — Where  the  voluntary 
approach  is  not  successful,  the  States  can  enforce  the  assigned  support 
rights  through  applicable  judicial  and  administrative  processes.  The 
States,  as  agents  of  the  Federal  Government,  would  be  able  to  utilize, 
through  the  Attorney  General,  all  the  enforcement  and  collection 
mechanisms  available  to  the  Federal  Government,  including  the  use 
of  the  Internal  Revenue  Service  collection  procedures.  However,  States 
must  be  diligent  in  enforcing  support  rights  and  they  will  have  to  make 
reasonable  efforts  in  utilizing  their  own  collection  mechanisms  before 
the  use  of  the  Federal  collection  facilities  would  be  authorized.  If  these 
mechanisms  are  utilized  the  Federal  Government  would  have  to  be 
reimbursed  on  a  cost  basis. 

Distribution  or  Collections 

The  first  $20  of  any  support  collected  in  a  month  will  be  disregarded 
and  the  remainder  will  be  used  to  offset  or  reduce  the  AFDC  payment 
to  the  family  for  the  month.  If  the  support  payment  is  sufficient  to 
entirely  offset  the  family's  AFDC  eligibility  for  the  month,  the  entire 
support  payment  up  to  the  amount  of  the  family's  support  needs  under 
a  court  order  or  voluntary  agreement  will  go  to  the  family  and  any 
excess  will  be  returned  to  the  State  as  a  reimbursement  for  past  welf ai'e 
payments. 

For  example,  where  a  family  is  getting  $200  per  month  in  AFDC 
and  a  support  order  for  $250  has  been  obtained  on  their  behalf,  anv 
support  payment  collected  by  the  State  would  be  distributed  a? 
follows : 

1.  If  a  support  payment  of  $100  is  made  for  a  month,  only  $80  would 
be  used  to  reduce  or  offset  the  $200  AFDC  payment  since  $20  of  the 
support  payment  must  be  disregarded  for  welfare  purposes.  Thus  the 
total  income  of  the  family  would  be  $220. 

2.  If  a  support  payment  of  $225  is  made,  all  $225  is  turned  over  to 
the  family,  which  would  no  longer  be  on  the  welfare  rolls. 
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3.  If  a  support  payment  of  $275  is  made,  the  first  $250  would  be 
paid  to  the  family  (the  amount  specified  in  the  support  order)  ;  and 
the  remaining  $25  would  be  retained  by  the  State  to  repay  it  for  assist- 
ance provided  to  the  family  in  the  past.  The  family  would  no  longer 
be  on  the  welfare  rolls. 

A  somewhat  different  distribution  of  funds  is  provided  where  the 
collection  is  made  by  the  Attorney  General  or  a  political  subdivision 
acting  as  his  delegate  rather  than  by  the  State.  The  amounts  shown  in 
the  above  example  as  being  retained  by  the  States  for  past  welfare 
paynients  would  be  retained  by  the  Federal  Government  (or  by  the 
political  subdivision  acting  as  delegate  to  the  extent  it  participates  in 
the  cost  of  the  AFDC  payment).  In  addition,  an  amount  equal  to  the 
State's  saving  would  be  deducted  from  the  Federal  AFDC  grant  to  the 
State.  The  end  result  with  respect  to  the  income  to  the  family  would, 
however,  be  the  same. 

Residual  Obligation  to  Fedekal  Government 

Under  the  committee  bill,  past  and  continuing  welfare  payments 
would  serve  as  a  residual  monetary  obligation  of  the  absent  parent  to 
the  United  States.  The  obligation  would  generally  be  the  cumulative 
amount  derived  from  monthly  amounts  which  would  be  based  on  the 
lesser  of  the  welfare  assistance  paid  the  family,  or  50  percent  of  the 
absent  spouses'  income  (but  not  less  than  $50  a  month) .  The  obligation 
would  accrue  interest  at  a  rate  of  6%.  The  committee  bill  would  limit 
the  accumulation  of  further  obligations  when  the  absent  parent  makes 
support  payments.  However,  support  payments  collected  by  the  States 
would  not  be  used  to  discharge  the  obligation  to  the  Federal  Govern- 
ment in  lieu  of  reducing  welfare  payments  or  terminating  eligibility 
altogether.  Moreover,  regardless  of  whether  the  State  or  the  Attorney 
General  enforces  the  assigned  support  rights,  meeting  the  continuing 
support  needs  of  the  family  (as  determined  under  a  court  order  or 
voluntary  agreement)  would  have  a  priority  over  the  discharge  of  the 
residual  obligation  to  the  Federal  Government.  If  the  father's  monthly 
support  payments  exceed  the  amount  needed  to  eliminate  the  welfare 
payment  the  family  had  been  receiving,  the  excess  would  be  paid  to  the 
family  (up  to  the  amount  of  the  family's  support  needs).  Amounts  in 
excess  of  the  family's  monthly  support  needs  would  be  retained  by  the 
State  or  by  the  Federal  Government  as  described  earlier.  In  either 
case,  all  monthly  payments  in  excess  of  the  welfare  payment  would 
reduce  his  obligation  to  the  Federal  Government. 

For  example,  a  father  who  has  been  ordered  to  pay  his  family  $250 
per  month  may  have  a  $1,000  residual  obligation  to  the  Federal  Gov- 
ernment because  AFDC  payments  of  $100  per  month  were  provided 
to  his  family  for  10  months  while  he  was  not  making  support  pay- 
ments. If  in  the  next  month  a  $300  support  payment  is  collected  from 
him  by  the  State,  the  family  gets  the  first  $250,  removing  it  from  the 
welfare  rolls,  and  the  remaining  $50  is  retained  by  the  State  to  reiin- 
burse  it  for  past  AFDC  payments.  The  father's  residual  obligation  is 
reduced  by  $200  the  amount  by  which  his  payment  exceeds  the  AFDC 
payment. 

All  or  part  of  the  obligation  to  the  Federal  Government  might  be 
suspended  or  forgiven  by  the  Attorney  General  upon  a  finding  of  good 
cause. 
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Criminal  Action 

The  committee  bill  provides  Federal  criminal  penalties  for  an  ab- 
sent parent  who  has  not  fulfilled  his  obligation  to  support  his  family 
and  the  family  receives  welfare  payments  in  which  the  Federal  Gov- 
ernment participates.  His  obligation  to  support  would  be  determined 
by  applying  State  civil  and/or  criminal  law\  In  some  cases  this  obli- 
gation may  be  determined  under  a  voluntary  agreement,  and  an  absent 
father  contributing  to  the  support  of  his  family  in  this  manner  would 
be  meeting  the  support  requirements.  The  sanctions  for  failure  to  sup- 
port could  include  a  penalty  of  50  percent  of  the  amount  owed  or  a 
fine  of  up  to  $1,000  or  imprisonment  for  up  to  one  year  or  a  combina- 
tion of  these. 

The  Federal  criminal  statute  created  by  the  committee  bill  would 
not  be  exclusive,  and  State  civil  or  criminal  laws  concerning  non- 
support  could  be  applied.  In  brief,  this  provision  of  the  committee 
bill  represents  an  additional  remedy  rather  than  a  replacement  of 
existing  State  remedies. 

Determining  Paternity 

The  committee  is  concerned  at  the  extent  to  which  the  dependency 
on  AFDC  is  a  result  of  the  increasing  number  of  children  on  the  rolls 
who  were  born  out  of  wedlock  and  for  whom  parental  support  is  not 
being  provided  because  the  identity  of  the  father  has  not  been  deter- 
mined. The  committee  believes  that  an  AFDC  child  has  a  right  to 
have  its  paternity  ascertained  in  a  fair  and  efficient  manner.  Although 
this  may  in  some  cases  conflict  with  what  a  social  worker  may  consider 
the  mother's  short-term  interests,  the  committee  feels  that  the  child's 
right  to  support,  inheritance,  and  to  know  who  his  father  is  deserves 
the  higher  social  priority.  In  1967,  Congress  enacted  legislation  re- 
quiring the  States  to  establish  programs  to  determine  the  paternity  of 
AFDC  children  born  out  of  wedlock  so  that  support  could  be  sought. 
The  effectiveness  of  this  provision  was  greatly  curtailed  both  by  the 
failure  of  the  Department  of  Health,  Education,  and  Welfare  to  ex- 
ercise any  leadership  role  and  also  by  court  interpretations  of  Fed- 
eral law  in  decisions  which  prevented  State  welfare  agencies  from 
requiring  that  a  mother  cooperate  in  identifying  the  father  of  a  child 
born  out  of  wedlock. 

Current  status  of  children  horn  out  of  wedloch. — Children  whose 
parents  have  never  married  present  a  serious  problem  of  support  and 
care.  At  common  law  such  a  child  was  a  "son  of  nobody"  and  neither 
parent  could  be  held  responsible  for  it.  The  original  laws  imposing 
support  of  the  child  on  a  parent  were  enacted  solely  to  prevent  the 
community  from  having  the  child  as  a  public  charge.  In  many  States, 
it  is  possible  for  the  State's  attorney,  or  the  public  welfare  authorities, 
to  bring  an  action  against  the  man  who  is  alleged  to  be  the  father 
of  the  child.  If  the  mother  of  the  child  cannot  afford  her  own  attor- 
ney, she  has  recourse  to  such  a  procedure. 

Whether  the  action  is  brought  by  the  State's  attorney  or  by  the 
mother  of  the  child,  the  court  procedure  is  essentially  the  same.  The 
reputed  father  is  brought  into  court  by  a  summons  or  by  a  warrant  of 
arrest,  depending  upon  whether  the  law  of  the  State  makes  the  action 
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a  civil  or  a  criminal  one.  There  is  usually  a  preliminary  hearing  before 

a  justice  of  the  peace,  county  judge,  or  similar  officer.  There  may  then 
be  a  trial  by  jury.  The  accused  is  required  to  give  a  bond  as  security 
pending  the  actual  determination  of  paternity  only  if  the  judge  has 
reason  to  believe  that  the  man  is  the  father  of  the  child.  Such  actions 
may  be  brought  in  the  county  where  the  child  was  born  or  where  the 
father  resides.  They  must  be  brought  within  a  certain  time,  usually  two 
years,  after  the  birth  of  the  child. 

After  a  man  has  been  adjudged  to  be  the  father  of  an  illegitimate 
child,  he  is  usually  expected  to  assist  with  its  support  and  to  pay  the 
expenses  of  the  mother's  confinement.  The  amount  of  support  varies 
accordinof  to  the  State  statutes. 

In  taking  the  position  that  a  child  born  out  of  wedlock  has  a  right 
to  have  its  paternity  ascertained  in  a  fair  and  efficient  manner,  the 
committee  acknowledges  that  legislation  must  recognize  the  interest 
primarily  at  stake  in  the  paternity  action  to  be  that  of  the  child.  Since 
the  child  cannot  act  on  his  own  behalf  in  the  short  time  after  his  birth 
when  there  is  hope  of  finding  its  father,  the  committee  feels  a  mech- 
anism should  be  provided  to  ascertain  the  child's  paternity  whenever 
it  seems  that  this  would  both  be  possible  and  in  the  child's  best 
interest. 

Cooperation  of  mother. — The  committee  bill  would  make  cooper- 
ation in  identifving  the  absent  parent  a  condition  for  AFDC  eligi- 
bility. As  a  further  incentive  for  cooperation,  the  first  $20  a  month  in 
support  collections  for  a  family  would  be  disregarded  (effective  Jan- 
uary 1. 1973)  for  purposes  of  determining  the  amount  of  welfare  pay- 
ments to  the  family.  Thus,  the  family  would  always  be  better  off  if  sup- 
port payments  are  made  by  the  absent  parent. 

Blood  grouping  1  ah  oratories. — The  committee  is  convinced  that  de- 
spite widely  held  beliefs  to  the  contrary,  paternity  can  be  ascertained 
with  reasonable  assurance,  particularly  through  the  use  of  scientific- 
ally conducted  blood  typing.  It  is  impressed  by  evidence  that  blood 
typing  techniques  have  developed  to  such  an  extent  that  they  may  be 
used  to  establish  evidence  of  paternity  at  a  level  of  probability  wholly 
acceptable  for  legal  determinations. 

In  a  book  entitled  Illegitiraacy :  Lav:  and  Social  Policy.  Harry  D. 
Krause,  Professor  of  Law  at  the  University  of  Illinois,  deals  at  great 
length  with  the  value  of  blood  typing  in  establishing  paternity :  he  re- 
ports that  the  biological  reliability  of  expertly  performed  blood  tests 
has  been  estimated  to  be  extremely  high.  An  individual  may  be  ex- 
cluded from  possibility  as  a  father  on  the  basis  of  blood  tests:  in 
addition,  the  probability  of  his  being  the  father  can  also  be  computed 
quite  precisely  on  the  basis  of  blood  typing : 

.  .  .  TTe  may  conclude  that  even  if  blood  typing  cannot  establish 
paternity  positively  in  medical  terms,  the  positive^proof  of  pater- 
nity may  reach  a  level  of  probability  which  is  entirely  acceptable 
in  legal  terms.  In  other  words,  blood  typing  results  should  be 
admissible  as  evidence  even  if  an  exclusion  is  not  established.  They 
should  be  entitled  to  whatever  weight  the  fact  that  an  exclusion 
was  not  established  in  a  particular  case  should  have — and  that 
weiofht  should  be  computed  by  an  expert  in  terms  of  statistical 
probabilities.  To  put  it  very  simply,  if  the  blood  constellation  of 
father,  mother  and  child  is  such  that  only  a  small  percentage  of  a 
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random  sample  of  men  would  not  be  excluded  as  possible  fathers, 
then  it  is  of  considerable  significance  that  this  particular  man  (if 
he  has  been  linked  with  this  mother  by  other  evidence)  is  not  ex- 
cluded. That  "significance,"  of  course,  falls  short  of  the  absolute 
certainty  involved  in  an  exclusion  but,  in  a  given  case,  may  equal 
that  of  other  types  of  circumstantial  evidence. 
Blood  grouping  tests  must  be  conducted  expertly  in  order  to  avoid 
error ;  but  the  possibility  of  error  can  be  all  but  eliminated  if  appropri- 
ate and  well-known  medical  procedures  are  followed  by  experts.  Three 
laboratories  under  U.S.  Army  control  now  do  blood  testing  for  use  in 
paternity  matters.  However,  sufficient  facilities  to  perform  expert 
blood  typing  arc  not  currently  available  to  the  courts.  Therefore,  the 
committee  bill  provides  that  the  Department  of  Health,  Education, 
and  Welfare  be  authorized  and  directed  to  establish  or  arrange  for 
regional  laboratories  that  can  perform  the  highly  sophisticated  blood 
typing  work  necessary  for  purposes  of  establishing  paternity  for  State 
agencies  and  the  courts.  Thus,  such  tests  will  be  readily  available  by 
having  specialized  blood  typing  laboratories  meeting  the  highest  pro- 
fessional standards  within  a  few  hours  of  air  mail  shipment  from  any 
part  of  the  country.  No  requirement  would  be  made  in  Federal  law 
that  blood  tests  be  made  mandatory.  The  committee  notes,  however, 
that  Eule  35  of  the  Federal  Rules  of  Civil  Procedure  provides  that 
"when  the  mental  or  physical  condition  (including  the  blood  group) 
of  a  party  ...  is  in  controversy,  the  court  in  which  the  action  is  pend- 
ing may  order  the  party  to  submit  to  a  physical  or  mental  examination 
by  a  physician.  .  .  ." 

Under  the  committee  bill,  the  services  of  the  laboratories  would  be 
available  with  respect  to  any  paternity  proceeding,  not  just  a  proceed- 
ing brought  by,  or  for,  a  welfare  recipient.  This  service  will  be  pro- 
vided by  the  Department  of  Health,  Education,  and  Welfare  to  courts 
and  governmental  collection  agencies  without  cost. 

Affidavit  of  paternity, — Finally,  the  committee  bill  provides  that  a 
father  not  married  to  the  mother  of  his  child  would  be  required  to  sign 
an  affidavit  of  paternity  if  he  agreed  to  make  support  payments  volun- 
tarily in  order  to  avoid  court  action.  Most  States  do  not  permit  initia- 
tion of  paternity  actions  more  than  two  or  three  years  after  the  child's 
birth;  the  affidavit  would  serve  as  legal  evidence  of  paternity  in  the 
event  that  court  action  for  support  should  later  become  necessary. 

Leadership  Role  or  Justice  Department 

The  Attorney  General  would  have  primary  responsibility  for  the 
overall  direction  of  the  collection  of  support  and  determination  of 
paternity  programs  as  well  as  responsibility  for  the  enforcement  of  the 
criminal  and  civil  sanctions  which  may  be  applicable  to  runaway  par- 
ents. He  will  assess  the  effectiveness  of  the  State  and  local  pro- 
grams and  based  on  this  assessment  will  determine  which  level  of  gov- 
ernment will  carry  out  these  activities.  To  coordinate  and  lead  efforts  to 
obtain  child  support  payments,  the  committee  bill  would  require  each 
U.S.  Attorney  to  designate  an  assistant  who  would  be  responsible  for 
child  support.  This  Assistant  U.S.  Attorney  would  assist  and  maintain 
liaison  with  the  States  in  their  support  collection  efforts  and  would 
undertake  Federal  action  as  necessary.  He  would  also  be  required  to 
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prepare  for  submission  to  Congress  quarterly  reports  on  all  his  activi- 
ties in  this  area.  The  Attorney  General  would  have  the  overall  respon- 
sibility for  enforcement  of  support  rights.  The  bill  would  require  the 
States  and  political  subdivisions  to  keep  full  records  of  their  collections 
and  disbursements  and  to  provide  such  other  information  as  will  enable 
him  to  evaluate  the  effectiveness  of  their  programs. 

The  committee  bill  requires  that  records  be  maintained  of  the 
amounts  of  support  collected  and  of  the  administrative  expenditures 
incurred  in  the  collection  effort  at  the  Federal  level.  The  Attorney 
General  would  be  required  to  submit  an  amiual  report  to  Congress 
concerning  his  activities. 

Federal  Child  Support  Fund 

The  committee  bill  would  establish  a  Federal  Child  Support 
Fund.  All  amounts  collected  by  the  Federal  Government  from  absent 
parents  would  be  deposited  in  the  Fund.  Other  receipts  to  the  Fund 
would  include  reimbursement  by  the  States  or  political  subdivisions 
for  the  cost  of  using  Federal  location  and  child  support  collection 
facilities,  and  fees  collected  from  those  individuals  not  on  welfare  who 
may  use  Federal  location  and  child  support  collection  services.  The 
moneys  in  the  Fund  would  be  used  for  support  payments  to  the  fami- 
lies when  these  payments  are  made  by  the  Federal  Goverimient,  and  to 
meet  the  Federal  expenses  of  location  and  support  collections  efforts. 
Appropriations  into  this  Fund  would  be  authorized  as  necessary  to 
meet  any  costs  not  otherwise  covered  by  receipts  into  the  Fund.  The 
Fund  would  not  be  used  for  the  75  percent  Federal  matching  of  State 
or  political  subdivision  expenses  nor  for  the  expenses  of  establishing 
blood  typing  laboratories. 

Attachment  or  Federal  Wages 

State  officials  have  recommended  that  legislation  be  enacted  permit- 
ting garnishment  and  attachment  of  Federal  Avages  and  other  obliga- 
tions (such  as  income  tax  refunds)  where  a  support  order  or  judgment 
exists.  At  the  present  time,  the  pay  of  Federal  employees,  including 
military  personnel,  is  not  subject  to  attachment  for  purposes  of  enforc- 
ing court  orders,  including  orders  for  child  support  or  alimony.  The 
basis  for  this  exemption  is  apparently  a  finding  by  the  courts  that  the 
attachment  procedure  involves  the  immunity  of  the  United  States 
from  suits  to  which  it  has  not  consented. 

In  a  1941  case  {Applegate  v.  Applegate) ,  the  Federal  District  Court 
for  the  District  of  Columbia  explained  this  position  in  this  way : 

While  the  Congress  has  seen  fit  to  waive  the  immunity  of  the 
United  States  from  suit  in  the  case  of  certain  money  claims 
against  it  and  also  in  case  of  many  of  the  corporations  created 
by  it,  it  has  so  far  never  waived  that  immunity  and  permitted 
attachment  or  garnishee  proceedings  against  the  United  States 
Treasury  or  its  Disbursing  Officers.  This  cannot  be  done  either 
directly,  or  indirectly  through  the  appointment  of  a  sequestrator 
or  receiver  or  by  contempt  order  against  the  debator  defendant. 
McGrew  vs.  McGrew,  59  App.  D.C.  230, 38  F.  2d  541. 
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This  is  not  a  question  of  any  right  of  personal  exemption  on 
the  part  of  the  defendant  Applegate  but  of  the^  sovereign  im- 
munity of  the  United  States  from  suits  to  which  it  has  not 
consented. 

In  1969  the  tax  law  Avas  amended  to  reflect  the  importance  the  Con- 
gress attributes  to  support  payments  by  giving  them  a  higher  priority 
than  tax  liens  in  the  collection  of  funds. 

In  1971,  the  administration,  commenting  on  a  proposal  to  permit 
the  attachment  of  retirement  pay  of  military  personnel  in  connection 
with  court  orders  for  child  support  or  alimony,  opposed  the  proposal 
as  extraneous  to  the  bill  being  considered  but  noted : 

If  there  is  sufficient  reason  to  attach  retired  pay,  the  same  reason 
undoubtedly  exists  for  an  attachment  provision  applicable  to 
other  Federal  pays  and  annuities.  Accordingly,  the  broader  sub- 
ject of  attachment  of  all  Federal  pays  and  annuities  for  support 
of  dependents  may  well  deserve  congressional  attention  as  a 
matter  in  its  own  right.  (House  Eeport  92-481,  p.  24) . 
The  committee  bill  would  specifically  provide  that  the  wages  of 
Federal  employees,  including  military  personnel,  would  be  subject  to 
garnishment  in  support  and  alimony  cases.  In  addition,  annuities  and 
other  payments  under  Federal  programs  in  which  entitlement  is  based 
on  employment  would  also  be  subject  to  attachment  for  support  and 
alimony  payments.  This  provision  would  be  applicable  whether  or  not 
the  family  upon  whose  behalf  the  proceeding  is  brought  is  on  the  wel- 
fare rolls.  It  would  also  override  provisions  in  various  social  insurance 
or  retirement  statutes  which  prohibit  attachment  or  garnishment. 

Child  Support  Under  Guaranteed  Employment  Program 

A  deserted  parent  participating  in  the  guaranteed  job  opportunity 
program  could  take  advantage  of  the  support  collection  and,  where 
applicable,  the  paternity  determination  mechanism  provided  in  the 
committee  bill.  The  cost  of  providing  these  services,  however,  would  be 
deducted  from  the  amounts  recovered  and  the  balance  would  be  turned 
over  to  the  deserted  family. 

Effective  Dates 

The  collection  of  support  and  determination  of  paternity  provision 
would  be  effective  January  1, 1973. 
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The  committee  recognizes  that  the  growth  of  the  welfare  rolls  over 
the  past  several  years  has  been  one  of  the  most  significant  factors  in 
bringing  about  the  fiscal  crisis  currently  facing  State  and  local  gov- 
ernments. Just  in  the  past  five  years,  non-Federal  costs  for  the  pro- 
gram of  Aid  to  Families  with  Dependent  Children  have  more  than 
tripled  from  $1.1  billion  in  fiscal  year  1968  to  an  estimated  $3.6  billion 
in  fiscal  year  1973.  In  view  of  the  fact  that  much  of  the  runaway 
growth  of  the  welfare  rolls  is  directly  attributable  to  increased  Fed- 
eral interference — both  by  the  Federal  courts  and  by  the  Department 
of  Plealth,  Education,  and  Welfare — with  the  State  control  of  welfare 
programs,  the  committee  has  carefully  designed  several  elements  of 
the  bill  in  such  a  way  that  the  fiscal  burden  on  the  States  will  be  sub- 
stantially lightened  while  at  the  same  time  the  States'  control  over 
family  welfare  programs  will  be  strengthened  rather  than  weakened. 

Much  of  the  fiscal  relief  provided  by  the  committee  bill  will  be  an 
indirect  result  of  the  improvements  which  the  bill  makes  in  the  general 
structure  of  the  welfare  programs.  Most  significantly,  the  guaranteed 
employment  program  will  reverse  what  may  be  the  single  most  import- 
ant factor  in  the  growth  of  welfare  costs  and  caseloads  by  making 
work  once  again  more  attractive  than  welfare.  Similarly,  the  com- 
mittee is  convinced  that  the  provisions  strengthening  the  mechanisms 
for  collecting  child  support  will  have  a  substantial  impact  on  State 
costs  both  as  a  result  of  the  actual  collections  made  and  as  a  result 
the  fact  that  individuals  will  no  longer  be  able  to  feel  free  to  have 
and  abandon  children  with  no  likelihood  of  being  held  responsible 
for  their  support.  Finally,  considerable  indirect  fiscal  relief  may  be 
expected  from  the  committee's  decisions  reversing  many  of  the  in- 
correct interpretations  of  Congressional  intent  which  the  courts  and 
the  Department  of  Health,  Education,  and  Welfare  have  in  recent 
years  used  to  force  the  States  to  expand  the  welfare  rolls. 

The  committee  is,  however,  aware  that  State  and  local  governments 
also  desire  and  need  more  direct  and  immediate  forms  of  relief  from 
their  welfare  burdens.  The  committee  bill  provides  such  relief. 

The  committee  bill  will  provide  close  to  $3.5  billion  in  fiscal  relief  to 
the  States  in  the  years  between  July  1972  and  December  1974  as 
a  direct  result  of  the  changes  in  the  funding  of  the  cash  assistance 
programs. 

The  fiscal  relief  for  each  State  under  the  committee  bill  is  summa- 
rized in  table  1.  Overall,  an  estimated  $2.3  billion  in  fiscal  relief  would 
be  provided  in  1974,  once  the  employment  program  approved  by  the 
committee  goes  into  effect.  This  contrasts  with  comparable  savings  of 
$1.9  billion  under  H.R.  1  as  it  passed  the  House.  The  committee  also 
provided  for  more  than  $400  million  in  fiscal  relief  in  the  last  six 
months  of  calendar  year  1972  and  more  than  $800  million  in  fiscal 
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relief  in  1973;  both  savings  figures  relate  to  Aid  to  Families  with 
Dependent  Children. 

In  summary,  the  committee  bill  would  provide  these  savings  to  the 
States : 

[Dollars  in  billions] 


1972       1973       1974  Total 


Aid  to  the  Aged,  Blind,  and 
Disabled  

Aid  to  Families  with  Dependent 
Children    

Total  


  $0.9  $0.9 

0.4  0.8  1.4  2.6 
0.4      0.8      2.3  3.5 


The  details  of  the  committee  bill  are  shown  in  the  material  follow- 
ing table  1. 
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Aid  to  the  Aged,  Blind,  and  Disabled 


Effective  January  1,  1974,  the  Committee  bill  establishes  a  new 
Supplemental  Security  Income  program  for  aged,  blind,  and  disabled 
persons.  This  program  will  be  Federally  administered  by  the  Social 
Security  Administration  and  will  be  funded  entirely  by  the  Federal 
Government.  Under  this  program,  an  aged,  blind,  and  disabled  person 
will  be  assured  a  monthly  income  of  at  least  $130  ($195  for  a  couple). 
In  addition  the  first  $50  of  social  security  or  other  income  will  be  dis- 
regarded so  that  aged,  blind,  and  disabled  social  security  beneficiaries 
will  have  an  income  of  at  least  $180  ($245  for  a  couple).  In  addition, 
there  will  be  other  disregards  applicable  to  part  of  the  earned  income 
of  beneficiaries. 

These  income  levels  under  the  new  Federal  program  for  the  aged, 
blind,  and  disabled  are  such  that  they  will  largely  replace  the  pay- 
ments now  being  made  to  the  needy,  aged,  blind,  and  disabled  undei- 
State  public  assistance  programs  for  people  in  these  categories.  Since 
the  funding  of  these  current  assistance  programs  is  partly  Federal 
and  partly  non-Federal,  the  new  program  will  represent  a  consider- 
able savings  to  the  States.  Table  2  shows  the  impact  on  each  State's  ex- 
penditures which  the  new  Federal  Supplemental  Security  Income 
program  will  have.  There  are  some  States  which  now^  x^^'ovide  a  higher' 
level  of  income  supplementation  under  their  assistance  programs  than 
will  be  provided  under  the  new  Federal  program.  Such  States  will  be 
free  to  supplement  the  new  Federal  program  in  order  to  continue  cur- 
rent income  levels  for  their  aged,  blind,  and  disabled  citizens,  and 
Table  2  assumes  that  they  do  so.  (States  would,  of  course,  also  be  free  to 
use  a  part  of  their  savings  to  provide  supplementation  which  exceeds 
present  levels.) 

In  addition  to  the  $0.9  billion  savings  shown  in  Table  2  as  a  result  of 
reduced  State  costs  for  public  assistance  payments  to  the  aged,  blind, 
and  disabled,  it  may  be  expected  that  the  States  will  save  a  large  part 
of  the  $200  million  which  they  now  spend  in  administering  these  pro- 
grams. Even  if  a  State  elects  to  supplement  the  Federal  Supplemental 
Security  Income  Payments,  it  can  do  so  virtually  without  administra- 
tive costs  since  the  Committee  bill  authorizes  agreements  between  the 
States  and  the  Department  of  Health,  Education,  and  Welfare  for 
Federal  administration  of  State  supplemental  payments  without  cost 
to  the  States. 
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Federal  Funding  of  Aid  to  Families  With  Dependent  Children 

Under  the  committee  bill,  the  Federal  Government  would  make  a  flat 
^rant  to  the  States  as  its  share  of  the  costs  of  the  Aid  to  Families  with 
Dependent  Children  (AFDC)  program: 

For  the  last  6  months  of  calendar  year  1972  and  for  calendar 
year  1973,  this  grant  would  be  based  on  the  funding  for  calendar 
year  1972.  The  grant  for  1973  would  equal  the  1972  Federal 
share,  plus  an  additional  amount  equal  to  one-half  of  the  1972 
State  share,  or  if  less  the  amount  needed  in  1972  to  bring  family 
income  up  to  $1,600,  $2,000,  or  $2,400  for  families  with  two, 
three,  or  four  or  more  members,  respectively.  In  no  case,  however, 
would  the  Federal  block  grant  be  less  than  110  percent  of  the 
Federal  share  in  1972.  For  the  last  6  months  of  calendar  year 
1972,  the  grant  would  be  one-half  of  the  1973  grant. 

After  the  employment  program  becomes  effective  in  January 
1974,  the  Federal  grant  for  AFDC  would  be  reduced  somewhat 
in  recognition  of  the  fact  that  families  mth  no  children  under  age 
6  would  no  longer  be  eligible  to  receive  their  basic  income  from 
AFDC.  This  reduced  grant  would  remain  the  same  in  future 
years,  except  that  it  would  be  increased  or  decreased  to  reflect 
changes  in  total  State  population. 
For  example,  the  Federal  block  grant  for  AFDC  in  California 
would  be  $689.4  million  in  1973.  After  the  employment  program 
becomes  effective,  this  would  be  reduced  to  $526.7  million.  The  $526.7 
million  would  remain  as  the  annual  amount  of  the  Federal  grant  to 
California  for  AFDC  except  that  it  would  be  adjusted  each  year  to 
reflect  any  percentage  increase  or  decrease  in  the  State's  population. 

Tables  3  and  4  illustrate  the  effects  of  the  committee  bill  before  and 
after  the  employment  program  becomes  effective.  The  amounts  shown 
in  these  tables  are  estimated  on  the  basis  of  the  best  information  that 
was  available. 

Fiscal  Relief  for  the  States  in  the  Last  6  Months  of 
Calendar  Year  1972 

In  the  last  6  months  of  calendar  year  1972,  the  committee  bill 
would  save  the  States  more  than  $400  million,  as  shown  in  column  1 
of  table  3.  Since  the  exact  amount  under  the  formula  cannot  be 
determined  until  after  the  end  of  calendar  year  1972,  an  amount 
estimated  to  equal  75  percent  of  the  State  entitlement  would  be  paid 
within  two  months  of  enactment,  with  the  final  accounting  and 
payment  due  by  April  1,  1973. 

Federal  Funding  in  Calendar  Year  1973 

Table  3  also  shows  the  impact  of  the  committee  bill  in  1973. 
Columns  2  through  4  show  the  current  law  costs  for  fiscal  year  1973. 
Using  these  fiscal  year  1973  current  law  costs  as  the  base,  columns  5 
through  7  shoAv  the  effect  of  the  committee  bill.  Column  5  shows 
the  amount  of  the  Federal  block  grant.  Column  6  shows  the  amount 
that  the  States  would  be  required  to  pay  to  maintain  current  assist- 
ance levels,  and  column  7  shows  the  amounts  the  States  would  save 
by  comparison  with  current  law. 
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Federal  Funding  in  Calendar  Year  1974  and  Thereafter 

Table  4  shows  how  the  committee  bill  would  work  after  the 
employment  program  becomes  effective,  except  that  it  does  not  take 
account  of  any  increases  related  to  population  growth.  Column  1  shows 
the  Federal  grant  for  1973  as  it  would  be  reduced  to  take  account  of 
the  number  of  families  with  no  children  under  age  6.  Specifically,  the 
Federal  grant  would  be  reduced  by  10  percentage  points  less  than  the 
percentage  of  the  AFDC  caseload  representing  families  no  longer 
eligible  to  receive  their  basic  income  from  welfare  once  the  employ- 
ment program  becomes  effective.  This  10  percentage  point  factor  in 
effect  represents  revenue  sharing  since  the  reduction  in  the  Federal 
grant  does  not  fully  reflect  the  impact  of  initiating  the  employnient 
program  on  reducing  welfare  costs.  Column  2  shows  the  State  costs 
under  the  committee  biU  and  column  3  shows  State  costs  under 
current  law.  Net  State  savings  (column  3  minus  column  2)  are  shown 
in  column  4.  States  would  enjoy  additional  savings  to  the  extent  that 
mothers  with  children  under  age  6  elect  to  voluntarily  participate  in 
the  employment  program  instead  of  staying  on  welfare,  and  to  the 
extent  that  States  take  advantage  of  their  greater  flexibihty  under 
the  committee  bill  to  tighten  administration  of  their  AFDC  programs. 
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TABLE  4.— IMPACT  OF  COMMITTEE  BILL  ON   1974  STATE 
COSTS  OF  AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN  | 

[In  millions  of  dollars] 


state  costs 

state  costs 

under 

under 

Federal 

committee 

current 

state 

grant 

bill  1 

law 

savings  ^ 

(1) 

(2) 

(3) 

Total   

3,679.9 

2,504.9 

3,883.7 

1,378.9 

Alabama  

29.1 

0 

12.9 

12.9 

Alaska  

4.2 

5.4 

8.3 

2.9 

Arizona  

37.0 

7.8 

39.8 

32.0 

Arkansas  

16.3 

0 

7.5 

7.5 

California  

526.7 

494.9 

658.2 

163.3 

Colorado   

39.1 

16.2 

31.5 

15.3 

Connecticut   

44.3 

46.1 

57.6 

11.5 

Delaware  

9.7 

3.4 

7.1 

3.7 

District  of  Columbia 

75.2 

27.9 

73.3 

A  r"  A 

45.4 

Florida 

131.4 

19.9 

110.2 

90.3 

Georgia  

83.6 

4.0 

40.5 

36.5 

Hawaii 

19.5 

11.7 

20.4 

8.7 

Idaho  

9.9 

3.5 

5.3 

1.8 

Illinois  

282.6 

252.1 

352.7 

100.6 

Indiana   

55.9 

26.6 

55.8 

29.2 

Iowa 

27.0 

17.1 

27.2 

10.1 

Kansas 

34.7 

15.4 

28.6 

13.2 

Kentucky  

30.3 

9.1 

19.9 

10.8 

Louisiana  

64.1 

0 

39.5 

39.5 

Maine 

19.0 

9.0 

12.2 

3.2 

Maryland 

77.0 

30.1 

82.9 

52.8 

Massachusetts 

141.2 

144.2 

184.1 

39.9 

Michigan  

206.8 

157.3 

252.2 

94.9 

Minnesota  

52.5 

43.5 

58.0 

14.5 

Mississippi            .  . 

17.6 

0 

5.5 

5.5 

Missouri 

53.4 

14.9 

29.9 

15.0 

Montana 

6.3 

2.4 

4.1 

1.7 

Nebraska  

11.4 

11.2 

15.6 

4.4 

Nevada  

6.6 

1.5 

3.4 

1.9 

New  Hampshire  

6.1 

4.9 

6.1 

1.2 

New  Jersey  

136.5 

158.2 

188.2 

30.0 

New  Mexico  

15.1 

2.8 

6.4 

3.6 

New  York  

493.0 

506.9 

642.7 

135.8 

North  Carolina  

38.5 

5.8 

22.5 

16.7 

North  Dakota  

6.1 

1.3 

3.5 

2.2 

See  footnote  at  end  of  table. 
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TABLE  4.-IMPACT  OF  COMMITTEE  BILL  ON  1974  STATE 
COSTS  OF  AID  TO  FAMILIESWITH  DEPENDENT  CHILDREN-Con. 


Federal 
grant 

state  costs 
under 
committee 
bill  1 

state  costs 
under 
current 
law 

state 
savings  ^ 

(1) 

(2) 

(3) 

(4) 

Ohio  

Oklahoma  

Oregon  

Pennsylvania  

DhrkHo  IcIanH 

150.0 
30.0 
33.8 

252.9 
9^  R 

57.1 
8.4 
13.1 
213.5 

151.0 
22.5 
28.0 

270.6 

94.0 

14.1 
14.9 
57.1 

Q  A 

South  Carolina  

South  Dakota  

Tennessee  

Texas  

14.3 
8.9 
41.5 
112.0 

91  A 

0 

4.0 
3.4 
24.2 

A  Q 

7.0 
5.4 
19.7 
56.7 
in  R 

7.0 
1.4 
16.3 
32.5 

Vermont  

Virginia  

Washington  

West  Virginia  

Wisconsin  

10.6 

  50.7 

45.1 
19.0 
58.4 

6.2 
32.0 
48.4 

1.4 
17.7 

7.8 
44.1 
63.0 

8.4 
49.7 

1.6 
12.1 
14.6 

7.0 
32.0 

Wyoming   

2.1 

1.5 

2.3 

.8 

1  Where  State  costs  under  the  committee  bill  are  shown  as  zero,  the  amount 
of  the  Federal  grant  may  actually  exceed  the  costs  of  AFDC  payments  by  a  small 
amount.  In  these  cases,  the  State  would  benefit  from  any  such  excess  in  addition  to 
saving  the  full  amount  of  its  current  law  costs  shown  in  column  4. 
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XII.  COST  OF  PROGRAMS  FOR  FAMILIES 
Costs  in  the  First  Full  Year 

The  total  cost  of  the  committee's  program  for  families  is  estimated 
at  $11.3  billion^ for  calendar  year  1974,  the  first  year  the  program  is 
fully  effective — an  increase  of  $4.3  billion  over  the  projected  cost  of 
current  law  for  that  year.  The  committee's  estimates  are  based  on  the 
assumption  that  the  minimum  wage  will  have  been  raised  to  $2  an 
hour  by  the  time  the  guaranteed  work  program  becomes  effective. 
Table  1  shows  the  component  elements  of  this  cost. 

TABLE  1.-1974  COST  OF  PROGRAMS  FOR  FAMILIES  UNDER 

COMMITTEE  BILL 

[Dollars  in  billions] 

Government  employment   $2.6 

Wage  supplement   0.3 

10-percent  work  bonus   1.0 

Welfare  payments   3.7 

Cost  of  cashing  out  food  stamps   1.8 

Child  care:  Additional   0.8 

Included  in  Government  employment   (0.4) 

Services,  training   0.4 

Administration:  Additional   0.7 

Included  in  Government  employment   (0.4) 

Total  11.3 

Present  law   7.0 

Net  increased  cost   4.3 

The  assumptions  underlying  the  cost  estimate  for  each  of  these  com- 
ponents is  described  below. 

GOVERXMENT  EMPLOYMENT 

The  Department  of  Health,  Education,  and  Welfare  estimates  that 
there  will  be  3.3  million  families  eligible  for  Aid  to  Families  with 
Dependent  Children  in  1974.  This  figure  is  arrived  at  by  taking  the 
2.9  million  families  on  the  rolls  in  January  of  1972  and  projecting 
an  8-percent  annual  groAvth  rate.  Of  this  total  AFDC  caseload,  about 
40  percent  are  estimated  to  be  headed  either  by  an  able-bodied  man 
(in  States  which  make  welfare  payments  to  families  headed  by  an 
unemployed  father)  or  by  an  able-bodied  woman  with  no  child  under 
6.  The  Department  also  estimates  that  there  are  an  additional  200,000 
families  headed  by  an  unemployed,  able-bodied  father,  living  in  States 
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whicli  do  not  pay  welfare  to  families  headed  by  an  unemployed  father. 
This  makes  an  estimated  1.5  million  eligibles  for  the  guaranteed  work 
program  coming  from  families  of  the  type  currently  eligible  for 
AFDC.  The  committee  further  estimates  that  approximately  100,000 
men  in  employment  who  are  earning  less  than  the  amount  paid  by 
the  Work  Administration  would  volunteer  to  participate  in  the  guar- 
anteed employment  program. 

The  committee  estimate  assumes  that  250,000  women  heading 
families  who  have  children  under  6  will  volunteer  to  participate  in 
the  guaranteed  employment  program  because  their  benefits  under 
that  program  would  be  substantially  in  excess  of  the  benefits  that 
they  would  receive  under  the  State  AFDC  program.  Thus  the  potential 
participation  in  the  work  authority's  guaranteed  employment  pro- 
gram is  estimated  to  be: 

TABLE  2.-ESTIMATED  TOTAL  POTENTIAL  PARTICIPATION  IN 
GUARANTEED  EMPLOYMENT  PROGRAM 

Million 


Employable  AFDC  family  heads   1.30 

Unemployed  fathers  in  States  not  now  paying  AFDC  to  their 

families  20 

Low-income  families  headed  by  employed  fathers  10 

Mothers  eligible  for  AFDC  who  volunteer  25 


Total   1.85 


This  total  of  potential  participants  must  be  reduced  by  the 
following : 

1.  Placement  in  private  employment:  The  Department  of 
Health,  Education,  and  Welfare  has  estimated  that  200,000  of 
the  participants  can  be  placed  immediately  in  private  employ- 
ment. The  committee  estimates  an  additional  250,000  placements 
resulting  from  the  tax  credit  for  private  employers  who  hire 
persons  from  the  guaranteed  employment  program,  making  a 
total  of  450,000  placements  in  private  employment. 

2.  Fifty  thousand  persons  will  become  regular  employees  of 
the  Bureau  of  Child  Care. 

3.  One  hundred  thousand  persons  will  become  regular  employees 
of  the  Work  Administration  (other  than  in  the  area  of  child 
care). 

4.  Not  all  persons  eligible  to  participate  in  the  guaranteed  em- 
ployment program  will  participate  for  all  of  the  eligible  hours; 
a  participation  rate  of  90  percent  seems  reasonable. 

Applying  these  reductions,  the  total  man-years  for  the  guaranteed 
employment  program  are  estimated  at  1.1  million,  resulting  in  a  cost — 
when  multiplied  by  $2,400  per  man-year — of  $2.6  billion. 

Wage  Supplement 

The  committee  estimates  that  approximately  1  million  family  heads 
are  employed  in  jobs  paying  between  $1.50  and  $2  an  hour.  The  maxi- 
mum work  bonus  payable  to  any  worker  is  37  cents  per  hour  (three- 
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quarters  of  the  50-cent  difference  between  $1.50  and  $2.00),  but  since 
these  workers  are  distributed  in  jobs  paying  between  $1.50  and  $1.99 
per  hour,  the  committee  estimates  that  the  average  work  bonus  will 
be  22  cents  per  hour.  It  is  also  recognized  that  low  wage  workers 
generally  do  not  work  a  full  work  week  for  52  weeks  a  year  and  the 
committee  has  accordingly  estimated  the  wage  bonus  on  the  assump- 
tion that  these  workers  average  30  hours  of  work  per  week  over  the 
entire  year.  Based  on  these  assumptions,  the  cost  of  the  wage  supple- 
ment would  amount  to  $300  million. 

Work  Bonus 

The  cost  of  the  work  bonus  has  been  calculated  from  Internal  Rev- 
enue Service  data,  taking  into  account  the  amount  of  social  security 
taxes  paid  by  persons  entitled  to  claim  a  child  as  a  dependent.  This 
data  shows  that  persons  with  income  under  $3,000  would  be  entitled 
to  payments  of  $269  million;  those  with  incomes  between  $3,000  and 
$5,000  would  be  entitled  to  $615  million;  and  those  with  incomes  over 
$5,000  would  be  entitled  to  $39  million,  making  a  total  cost  of  $0.9  bil- 
lion. This  total  has  been  increased  by  $100  million  to  take  account  of 
the  additional  earnings  resulting  from  the  new  employment  generated 
by  the  committee's  tax  credit  provision. 

Food  Stamp  Cashout 

The  Department  of  Health,  Education,  and  Welfare  estimated  the 
costs  of  providing  the  cash  equivalent  of  the  food  stamp  bonus  avail- 
able to  poor  families  at  $1.8  billion,  and  the  committee  has  accepted 
that  estimate.  The  estimate  is  based  on  the  assumption  that  there  are 
3.3  million  families  receiving  Aid  to  Families  with  Dependent  Chil- 
dren and  another  1.2  million  low-income  families  eligible  for  the 
cashout  under  the  committee  bill.  With  an  average  food  stamp  bonus 
of  $400  per  family,  the  total  cost  equals  $1.8  billion. 

Child  Care 

The  committee  bill  authorizes  $800  million  in  appropriations  ear- 
marked for  child  care,  but  the  committee  estimates  that  $1.2  billion 
worth  of  child  care  will  be  provided  under  the  bill.  This  is  possible 
because  the  Bureau  of  Child  Care  will  receive  the  services  of  150,000 
persons  whose  salaries  will  be  paid  under  the  guaranteed  employment 
program.  The  services  of  these  employees  (at  $2,400  per  year  each) 
equal  another  $360  million. 

Of  the  child  care  funds  appropriated,  an  estimated  $200  million  will 
be  devoted  to  the  development  of  additional  child  care  facilities,  with 
the  balance  paying  for  direct  care  for  children. 

The  employees  of  the  Work  Administration  will  have  only  school-age 
children  (except  for  those  who  volunteer  for  employment  even  though 
they  are  eligible  under  State  AFDC  programs).  The  committee  bill 
provides  that  they  shall  not  be  assigned  to  work  stations  outside  their 
home  for  the  hours  their  children  are  out  of  school,  unless  care  for 
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their  children  is  available  during  those  hours.  Thus  after-school  care 
for  the  children  of  participants  in  the  guaranteed  employment  pro- 
gram will  be  supplied  either  by  a  family  member  or  by  other  partici- 
pants who  will  be  assigned  the  duty  of  supervising  not  only  their  own 
children  but  also  other  children  of  participants  who  reside  in  the  vicin- 
ity. Thus  the  costs  of  child  care  for  these  children  can  be  borne  entirely 
out  of  salaries  paid  to  participants  in  the  guaranteed  employment 
program. 

Child  care  for  preschool-age  children  of  participants  in  the  guaran- 
teed employment  program  can  also  be  provided  by  other  participants 
who  will  be  assigned  the  task  of  looking  after  these  children  while 
their  mothers  are  at  work. 

The  150,000  participants  assigned  to  child  care  will  also  be  available 
to  supervise  the  children  of  the  250,000  persons  placed  in  jobs  under 
the  committee's  tax  credit  provision. 

The  funds  appropriated  for  child  care,  in  addition  to  being  used  to 
develop  child  care  facilities,  will  primarily  be  used  to  subsidize  child 
care  for  those  working  mothers  who  are  eligible  for  the  work  bonus.  In 
genera],  these  are  women  who  are  already  working  and  absorbing  the 
entire  costs  of  child  care  at  the  present  time.  No  very  accurate  estimate 
number  of  children  involved  is  possible  from  available  data,  and  the 
following  estimate  is  presented  only  to  give  an  impression  of  the  orders 
of  magnitude  involved,  and  to  show  that  the  $600  million  will  make 
a  significant  contribution  toward  the  pressing  need  for  child  care 
assistance. 

Approximately  5  million  families  are  eligible  for  the  work  bonus, 
of  whom  approxim.ately  1  million  are  also  in  the  wage  supplement  pro- 
gram. Of  these  remaining  4  million  families  about  two-thirds  are 
headed  by  men,  leaving  about  11/4  million  families  headed  by  women, 
with  an  average  of  two  children  each.  It  can  further  be  assumed  that 
at  least  a  quarter  of  these  families  can  make  child  care  arrangements 
at  no  cost  through  the  use  of  relatives,  et  cetera.  This  leaves  about  2 
million  children  for  whom  subsidized  child  care  must  be  provided. 

On  the  average,  then,  this  will  provide  about  $300  worth  of  sub- 
sidy per  child,  a  significant  contribution  to  meeting  the  costs  which  are 
currently  being  absorbed  completely  by  the  working  mothers.  The 
committee  bill  provides  for  the  Bureau  of  Child  Care  to  establish  a 
fee  schedule  for  working  mothers  who  wish  to  receive  child  care.  The 
schedule  can  be  modified  as  the  appropriation  for  child  care  is  in- 
creased in  future  years. 

Services  and  Training 

The  committee  bill  does  not  assume  any  expansion  above  current  law 
expenditures  for  services  and  training. 

Administration 

While  the  estimate  for  administrative  costs  is  $0.7  billion,  the  Work 
Administration  will  also  use  150,000  participants  in  the  guaranteed 
employment  program  to  perform  administrative  tasks.  Including  the 
value  of  the  services  of  these  employees,  there  will  be  $1.1  billion  avail- 
able for  administrative  costs.  The  committee  estimates  that  because  of 
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the  shifting  population  in  the  program  and  the  need  for  making  weekly- 
calculation  of  the  amounts  due,  administrative  costs  will  equal  12  per- 
cent of  benefit  payments,  that  is,  $0.5  billion.  In  addition,  $0.2  billion 
is  the  expected  Federal  share  of  the  costs  of  administering  State  wel- 
fare programs. 

The  Work  Administration  will  have  additional  administrative  tasks 
besides  the  payment  of  benefits.  The  Work  Administration  must  de- 
velop work  programs,  provide  supervision  for  its  employees,  develop 
job  opportunities  and  make  transportation  arrangements;  $0.4  billion 
is  estimated  for  these  administrative  tasks. 

Five- Year  Cost  Projections 

The  cost  of  the  program  for  families  is  estimated  at  $11.3  billion 
in  calendar  year  1974,  the  first  full  year  of  the  new  guaranteed  employ- 
ment program.  The  overall  costs  of  the  program  are  expected  to  in- 
crease gradually  over  the  following  3  years.  The  projections  are  made 
on  the  assumption  that  there  will  be  only  a  moderate  increase  in  wage 
and  price  levels  and  no  further  increase  in  the  minimum  wage.  The 
expected  costs  for  the  different  components  of  the  program  are  shown 
in  the  following  table: 


TABLE  3.-PR0JECTED  COST  ESTIMATES  OF  PROGRAMS  FOR 

FAMILIES 
[In  billions  of  dollars] 


1973 

1974 

1975 

1976 

1977 

Welfare  payments  

$5.2 

$3.7 

$3.7 

$3.7 

$3.8 

Government  employment 

2.6 

2.6 

2.5 

2.4 

Wage  supplement  

.2 

.3 

.3 

.3 

.2 

Work  bonus  

.7 

1.0 

1.1 

1.1 

1.1 

Food  stamp  cashout  

1.0 

1.8 

1.8 

1.7 

1.6 

Child  care  

.8 

.8 

1.0 

1.2 

1.4 

Services,  training  

.4 

.4 

.4 

.5 

.5 

Administration  

.6 

.7 

.7 

.8 

.8 

Total    

8.9 

11.3 

11.6 

11.8 

11.8 

Present  law  

6.4 

7.0 

7.3 

7.7 

8.2 

Net  increase  

2.5 

4.3 

4.3 

4.1 

3.6 

'Welfare  payments. — The  amount  of  the  block  grant  to  States  is  ad- 
justed only  for  growth  in  population.  The  1973  figure  is  the  amount  of 
the  Federal  block  grant  for  that  year. 

Guaranteed  employment. — According  to  the  Department  of  Health, 
Education,  and  Welfare's  projections  of  families  eligible  for  the 
AFDC  program,  there  would  be  an  increase  of  approximately  100,000 
poor  mothers  with  children  under  6  in  each  of  the  3  years  following 
1974.  This  increase  in  the  basic  population  participating  in  the  guar- 
anteed employment  program  would  be  offset  by  the  following  fac- 
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tors :  (1)  there  would  be  few  further  volunteers  from  low-paid  jobs  as 
the  movement  out  of  these  jobs  would  occur  primarily  in  the  first  year; 
and  (2)  the  tax  credit  provisions  are  estimated  to  result  in  an  addi- 
tional 250,000  placements  each  year.  However,  a  substantial  increase 
can  be  expected  in  the  number  of  mothers  with  children  under  6  who 
will  wish  to  participate  in  the  program  because  of  the  increase  in  in- 
come which  will  result  for  them.  Total  participation  should  decline  by 
1976  as  the  additional  placements  exceed  the  number  of  new  volunteers. 

Wage  supplement. — The  250,000  additional  placements  in  private 
industry  resulting  from  the  tax  credit  will  produce  an  increase  in  the 
wage  supplement  in  the  first  year,  but  this  increase  is  not  projected  to 
continue  in  succeeding  years  because  rising  wage  levels  will  both  re- 
duce the  amount  of  subsidy  payable  per  placement  and  will  result  in  a 
growing  percentage  of  placements  in  jobs  paying  more  than  the  mini- 
mum wage.  These  factors  are  expected  to  result  in  a  gradual  decline 
in  the  wage  supplement  after  1974. 

Work  bonus. — The  cost  of  the  work  bonus  will  be  increased  by  the 
additional  placements  in  private  industry  that  are  anticipated,  but 
this  increase  will  be  partially  offset  at  first  and  totally  offset  in  later 
years  by  the  general  trend  of  rising  wage  levels. 

Food  stamp  cashout. — Generally  increasing  wage  levels  will  operate 
to  decrease  the  cost  of  this  item  as  time  .2:oes  on. 

Child  care. — Child  care  costs  are  projected  to  increase  significantly 
for  two  major  reasons:  (1)  an  increasing  percentage  of  the  partici- 
pants in  the  guaranteed  employment  program  will  be  mothers  with 
children  under  6,  with  a  resulting  increase  in  the  unit  cost  of  child 
care;  and  (2)  an  increasing  number  of  persons  in  the  wage  supple- 
ment and  work  bonus  portions  of  the  program  will  be  receiving  child 
care. 

Services^  training^  and  administration. — A  modest  increase  in  these 
items  is  based  on  expected  increases  in  wage  levels  and  the  general 
price  level. 

BACKGROUND  MATERIAL 

The  following  material  prepared  by  ^Mr.  Robert  Myers  and  by  the 
Department  of  Health,  Education,  and  Welfare  is  included  in  the 
report  to  show  the  detailed  background  related  to  the  cost  estimates. 
The  differences  between  the  two  are  summarized  in  table  3  below. 
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TABLE  4.-C0MPARIS0N  OF  1974  COST  ESTIMATES  RELATED 
TO  PROGRAMS  FOR  FAMILIES 


[In  billions  of  dollars] 


House  bill 

Committee  bill 

Original 

Original 

HEW 

Myers 

HEW 

Myers 

estimate 

estimate 

estimate 

estimate 

Government  employment 

5  7 

2  6 

Wage  supplement..  

1.7 

.3 

Children's  allowance.  . . . 

.5 

10-percent  work  bonus^ 

1.1 

1.2 

Welfare  payments  

5.1 

7.1 

3.2 

3.7 

Cost  of  cashing  out  food 

stamps  

1  K 
l.O 

l.O 

1  o 
l.O 

1  o 
l.O 

Child  care:  Additional 

.8 

.8 

1.5 

.8 

IlldUUcU  III  OOVcril- 

ment  employment 

(•4) 

Public  service  jobs  

.8 

.8 

.6 

.6 

.8 

.4 

Administration:  Addi- 

tional  

.7 

.7 

1.7 

.7 

Included  in  Govern- 

ment employment 

(.4) 

Total  

9.5 

11.5 

18.0 

11.5 

Present  law  

7.0 

7.0 

7.0 

7.0 

Net  increased  cost. . 

2.5 

4.5 

11.0 

4.6 

^  The  HEW  and  Myers  estimates  were  both  based  on  an  earlier  description  of  the 
work  bonus  program,  which  was  subsequently  modified  somewhat. 

1.  Original  Material  Prepared  by  the  Department  of  Health,  Edu- 
cation, and  Welfare  Concerning  the  Cost  of  the  Committee 
Bill 

Introduction 

The  following  estimates  were  prepared  by  the  Department  of 
Health,  Education,  and  Welfare  and  the  Office  of  Management  and 
Budget.  The  gross  Federal  costs  of  the  Senate  Finance  Committee's 
alternative  welfare  proposal  are  based  on  the  descriptions  provided 
in  committee  prints  12  and  14  (dated  April  12  and  April  19,  respec- 
tively). In  many  areas,  the  details  of  the  various  programs  are  not 
clearly  described.  In  others,  there  are  options  suggested  rather  than 
a  specific  plan.  This  required  numerous  assumptions  in  order  to  arrive 
at  cost  estimates. 

In  all  cases,  these  assumptions  are  made  explicit  and  a  conservative 
approach  was  used  wherever  doubt  existed. 
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The  gross  total  cost  of  the  Senate  Finance  Committee  proposal  is 
$17.9  billion — or  $9.4  billion  over  the  comparable  estimates  for  H.R.  1. 
The  costs  are  done  on  a  full-year  basis  for  fiscal  year  1974. 

TABLE  5.-C0ST  COMPARISON:  FINANCE  COMMITTEE  PRO- 
POSAL VERSUS  H.R.  1 

[Note:  This  proposal  is  compared  to  H.R.  1  on  the  basis  of  gross  costs  for  all  family 
programs  (including  food  stamps,  which  are  cashed  out  by  H.R.  1).] 

[In  billions  of  dollars] 

Finance 
Committee 

proposal  H.R.  1 

Guaranteed  employment  

10  percent  rebate  

Children's  allowance^  

Wage  subsidy  

Residual  AFDC  


Subtotal  

Food  stamps  

Child  care  (required  to  work  only) 

Services  and  training  

Administration  

Impact  on  other  programs  

Subtotal  

Total  


5.7  1 

1.1 

.5 

6.4 

1.7 

3.2  J 

12.2 

6.4 

1.8 

2.5 

1.5 

^7 

.8 

.4 

*  1.7 

.6 

-.1 

-.1 

5.7 

«2.1 

17.9 

«8.5 

1  Family  programs  (full  year  of  working  poor,  no  deduction  for  public  jobs). 

2  While  no  H.R.  1  recipients  receive  food  stamps,  this  is  the  amount  paid  States 
through  the  hold  harmless  provision  as  a  result  of  State  action  to  cash  out  food 
stamps. 

3  To  make  the  costs  comparable,  the  $800,000,000  in  H.  R.  1  was  adjusted  down- 
wards to  eliminate  the  costs  for  volunteers. 

*  Gross  Federal  costs  of  administration  are  estimated  as  follows: 

Billions 

Residual  welfare  program   $0.7 

Guaranteed  employment  6 

10  percent  rebate  2 

Wage  subsidy/children's  allowance  2 

Total   1.7 

5  The  $800,000,000  for  public  service  jobs  is  not  included,  since  the  Finance 
proposal  refers  to  funding  of  public  service  jobs  and  may  contain  a  like  provision; 
since  it  is  not  included  in  benefit  payments,  the  net  addition  to  H.R.  1  costs  would 
be  $500,000,000. 

«  Hold  harmless  payments  not  related  to  the  food  stamp  cash  out  are  not  in- 
cluded ;  inclusion  would  add  some  $200,000,000  more  to  H.R.  1  costs.  The  finance 
proposals  will  undoubtedly  also  include  a  State  fiscal  relief  provision. 
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I.  Guaranteed  Employment 

The  Senate  Finance  Committee  proposal  would  provide  guaranteed 
public  sector  jobs  for  all  employable  recipients  at  75%  of  the  minimum 
wage.  It  is  estimated  that  1.9  million  people  would  be  directly  em- 
ployed by  the  Federal  Employment  Corporation,  including  some 
600,000  persons  presently  working  at  jobs  paying  less  than  the  Cor- 
poration wage.  Based  on  legislation  now  before  the  Congress,  a  con- 
servative estimate  of  the  minimum  wage  for  fiscal  year  1974  is  $2.00  per 
hour,  with  the  Corporation  wage  set  at  $1.50  per  hour. 

A.  Estimated  employees  of  the  Federal  Employment  Corporation: 


(1)  Estimated  AFDC  families  in  fiscal  year  1974 

(million)   ^3.3 


(2)  40  percent  estimated  employable  by  Finance 

Committee  definitions  (million)   1.3 

(3)  Less  direct  placements  in  private  employment 

(million)   —0.2 

(4)  Plus  unemployed  male  heads  who  volunteer 

(million)   +0.2 


(5)  Unemployed  persons  in  guaranteed  employ- 

ment (million)   1.3 

(6)  Number  of  "volunteers"  from  low-paying  jobs 

(million)   '0.6 


Total  number  of  corporation  employees 

(million)   1.9 

B.  Estimated  costs: 


1.9  million  employees  X  $3,000  salary  ^  (billion). .  $5.7 

*The  number  of  actual  families  on  the  AFDC  rolls  as  of  Jan.  1,  1972,  was 
2,900,000.  This  was  projected  forward  at  an  8  percent  annual  growth  rate  reach- 
ing an  average  for  fiscal  year  1974  of  3,300,000.  The  assumed  growth  rate  is 
roughly  half  the  rate  of  increase  actually  experienced  over  the  preceding  5  years. 

^Assumes  roughly  of  2,300,000  workers  presently  earning  less  than  $1.60 
per  hour  will  quit  their  low-paying  jobs  and  work  for  the  Corporation.  The  num- 
ber of  total  workers  now  earning  less  than  $1.50  per  hour  is  derived  from  4 
separate  Labor  Department  surveys  conducted  during  1970  and  1971  by  the 
Employment  Standards  Administration.  The  number  joining  the  Corporation 
might  even  be  larger  were  it  not  for  the  1-month  loss  of  benefits  stipulated  in 
the  committee  print  for  those  who  quit  work  without  good  cause. 

^$1.50  per  hour  times  2,000  hours  equals  $3,000. 

II.  10  Percent  Special  Incentive  Payment  ^ 

The  $1.1  billion  estimate  for  the  10%  special  incentive  payment 
is  based  on  a  March  10  computer  run  done  by  the  Treasury  Depart- 
ment's Office  of  Tax  Analysis.  The  raw  estimate,  based  on  the  Treas- 
ury's computerized  tax  model,  was  $1,213  million.  The  results  of  the 
model  were  adjusted  marginally  upAvard  to  include  non-filing  earners 
and  doAvnward  to  reflect  the  model's  inclusion  of  all  dependents 


[1  The  HEW  and  Myers  estimates  were  both  based  on  an  earlier  description  of  the  work 
bonus  program,  which  was  subsequently  modified  somewhat.] 
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(rather  than  children  only).  These  results  are  consistent  with  the  $1.1 
billion  estimate  of  the  Senate  Finance  Committee. 

III.  Children's  Allowance 

Under  the  Senate  Finance  Committee  proposal,  a  children's  allow- 
ance would  be  payable  to  all  low-income  families  working  substantially 
full-time.  The  full  allowance  would  be  set  at  $25  per  month  for  the 
fifth  family  member,  $15  for  the  sixth,  and  $10  for  each  additional 
family  member.  This  allowance  would  only  be  payable  for  family  mem- 
bers born  before  July  1,  1973  and  would  be  scaled  down  at  a  rate 
of  $1  in  allowance  for  every  $2  of  earnings  above  annual  earnings 
of  $3,600. 

Therefore,  the  estimate  begins  with  an  assumption  that  only  fami- 
lies with  income  of  $3,000  or  over  would  meet  the  work  test  and  be 
eligible  for  benefits.  These  benefits  would  then  be  a  function  of  income 
and  familv  size.  Census  Current  Population  Reports  for  1970  (Series 
P-60,  #80,  Table  19)  array  income  by  family  size  and  form  the  basis 
for  the  total  costs.  Summary  results  are  displayed  below. 


Number  of  Total 
families  benefits 
Type  of  families  (thousands)  (millions) 


Working  male-headed  family.   600  $205 

Working  female-headed  family   300  107 

Former  AFDC  families  in  guaranteed 

employment   450  204 


Total   1,350  516 


IV.  Wage  Subsidy 

Under  the  Senate  Finance  Committee  proposal,  family  heads  em- 
IDloyed  at  less  than  the  minimum  wage  would  be  given  a  wage  subsidy. 
These  workers,  earning  at  least  $1.50  per  hour,  would  receive  a  wage 
supplement  equal  to  three-fourths  of  the  difference  between  their  pay 
and  the  minimum  wage. 

Estimates  of  the  cost  of  this  wage  subsidy  plan  assume  that  the 
number  of  heads  of  families  eligible  for  H.R.  1  and  their  pattern  of 
work  experience  are  approximately  the  same  as  family  heads  eligible 
for  the  wage  subsidy.  These  estimates,  derived  from  the  HEW  model 
used  in  computing  H.R.  1  costs,  are  based  on  Census  Bureau  Current 
Population  Survey  reports. 
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Billions 


Total  hours  of  work  by  eligible  participants  (2,400,000 

workers)   3.4 

Total  earnings  if  paid  at  $2  per  hour   $6.7 

Actual  estimated  earnings,  from  H.R.  1  computer  run   3.8 

Difference   2.9 

Subsidy  (75  percent  of  difference)   2.2 

Less  offset  from  persons  who  leave  private  jobs  to  go  into 
guaranteed  employment  5 

Total  wage  subsidy  cost   1.7 

V.  Eesidual  AFDC 


The  Senate  Finance  Committee  plan  would  retain  the  present  AFDC 
program  (with  some  possible  modifications)  for  low-income,  female- 
headed  families  with  no  employable  members.  These  would  be  families 
in  which  the  father  is  dead,  absent  or  incapacitated,  and  in  which  there 
would  be  at  least  one  pre-school  age  child. 

The  cost  of  such  a  residual  program  was  estimated  by  an  HEW 
computer  model  using  the  same  techniques  as  the  one  used  to  derive 
H.R.  1  costs,  but  containing  State  caseloads  and  payment  formulas. 
The  costs  were  estimated  to  be  $3.2  billion.  As  an  independent  check, 
the  following  calculations  were  made — yielding  the  same  total  cost. 

In  the  residual  AFDC  program,  the  Federal  Government  would  pay 
100^'  of  the  amount  necessary  to  bring  the  family's  countaJble  income 
up  to  a  minimum  level — depending  on  family  size. 

If  the  families  had  no  income  and  their  distribution  by  family  size 
was  the  same  as  it  is  for  all  AFDC  families  the  average  Federal  pay- 
ment would  be  $2,064  per  family  (see  table  below) . 


Percent  Minimum 
distribution  payment 


Number  of  family  members: 


2   30  $1,600 

3   25  2,000 

4  or  more   45  2,400 


Total   100  ^2,064 


1  Average. 

However,  about  40%  of  AFDC  families  have  some  income  other 
than  assistance.  Assuming  their  countable  income  averages  about 
$750,  the  overall  average  Federal  benefit  would  be  $1,800. 

The  number  of  AFDC  families  in  the  residual  program  in  1974 
would  be  as  follows : 
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Millions 

Gross  AFDC  families.—       3.3 

Less  employables   -1.3 

Less  estimated  reduction  due  to  stringent  eligibility  criteria         — .  3 

Total  eligible  for  residual  program   1.  8 

Estimated  number  of  families  eligible  for  Federal  matching... .  1.  8 

Times  estimated  average  Federal  matching  for  case   $1,  800 

Estimated  Federal  cost  of  residual  AFDC  billion   $3.  2 

^To  be  conservative  in  our  figures,  a  10-percent  reduction  in  unemployable 
AFDC  recipients  is  assumed  to  result  from  eligibility  limitations  being  planned 
by  the  Senate  Finance  Committee. 

VI.  Food  Stamp  Cashotjt 

Families  eligible  to  participate  in  the  employment  programs  of  the 
Senate  Finance  Committee  plan  would  lose  their  eligibility  for  food 
stamps.  H.K.  1  has  a  similar  provision.  As  in  H.E.  1,  the  Senate  Fi- 
nance Committee  proposal  would  assure  States  that  the  Federal  Gov- 
ernment would  pay  the  full  costs  of  State  supplements  to  recipients 
necessary  to  make  up  for  their  loss  of  entitlement  to  food  stamps. 

(1)  Eligible  families:  Millions 

AFDC^    3.3 

Working  poor  2      1.2 

Total  475 

(2)  Average  food  stamp  bonus  per  family   ^  $400 

(3)  $400  times  4,500,000  families   *  $1,800,000 

^  See  No.  I  above  for  derivation  of  this  projection. 

^  From  HEW  model  used  to  estimate  H.R.  1  costs  and  caseload  (table  10). 
'This  actually  understates  the  current  average  bonus  which  is  about  $40  per 
family  per  month. 

*  If  the  committee  plan  is  modified  to  prohibit  families  who  participate  in  the 
wage  subsidy  program  from  further  receipt  of  food  stamps  without  compensat- 
ing them,  the  costs  could  be  reduced  by  $500,000,000 — the  full  amount  of  the 
benefits  lost  to  the  family  ($400  times  $1,200,000  equals  $480,000,000). 

Under  the  Finance  Committee  alternative,  the  Federal  Employment 
Corporation  would  have  to  provide  child  care  for  the  children  of 
AFDC  mothers  deemed  employable. 

(1)  Estimate  number  of  families  requiring  care: 

40  percent  of  3,300,000  AFDC  families  are  considered 

"employable"  (millions)     1.3 

Less  30  percent  who  have  no  children  under  12  years  of 

age  (million)   — •  4 

Total  families  requiring  child  care  (million)   .  9 

(2)  Multiply  by  the  average  number  of  children  per  family.. 2.  3 

(3)  Total  children  requiring  child  care  (millions)   2.  1 

(4)  Multiply  by  annual  cost  of  child  care  for  school  age 

children      '$800 

(5)  Equals  total  potential  child  care  costs  (billions)   $1.  7 

(6)  Less  possible  offset   ^  — .  2 

Estimated  cost  of  child  care  (billions)   $1.  5 

'  The  $800  per  child-year  for  part-time  care  (full  time  during  the  summer  when 
school  is  out)  is  the  figure  used  for  H.R.  1  for  a  level  of  care  superior  to  custodial, 
but  not  fully  comprehensive.  , 

2  This  12-percent  reduction  reflects  the  possibility  of  (a)  employing  AFDC 
mothers  as  child  care  staff  or  (b)  providing  more  custodial  care.  No  training  costs 
are  added  for  training  AFDC  mothers  as  child  care  workers. 
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VIII.  Services  and  Training 

Because  of  the  severe  financial  penalties  to  a  Federal  Employment 
CorpK)ration  employee  who  chooses  training  (331/3  percent  reduction  of 
liis  $1.50/hour  wage) ,  it  is  assumed  that  total  training  costs  will  be  no 
more  than  $200  million. 

TRAINING   $0.2  BILLION 

The  open-ended  employability  services  and  family  planning,  exclu- 
sive of  child  care,  are  estimated  to  cost  $300  per  family  for  the  1.3 
million  employable  family  heads  and  the  600,000  "volunteers"  who 
come  into  the  corporation. 

SERVICES   $0.6  BILLION 

Note. — Any  services  offered  to  non- Corporation  employables,  such 
as  the  direct  private  market  placements  or  the  wage  subsidy  people 
(to  keep  them  from  coming  into  the  Corporation  at  greatly  increased 
costs) ,  would  constitute  added  costs. 

IX.  Administration 

Under  the  Finance  Committee  alternative,  the  Federal  Government 
would  assume  the  full  administrative  cost  of  five  separate  programs, 
four  of  which  would  be  federally  administered,  one  of  which  would 


be  State-administered. 

Federal  programs:  ^  Billions 
*  Administrative  cost  of  Guaranteed  Employment  pro- 
gram 1   .  6 

^Administrative  cost  of  wage  subsidy   .  2 

^Children's  allowance  and  tax  rebate  programs   .  2 

Total   iTo 

*10  percent  of  benefit  payments. 


*  To  retain  the  conservative  bias,  this  includes  only  the  administrative  costs  of 
the  distribution  function  of  the  wages  without  the  costs  of  supervision,  placement, 
training,  etc. 

Total  administrative  costs  under  current  law  for  all  federally  as- 
sisted programs  in  fiscal  year  1974  is  estimated  to  be  $1.4  billion.  Of 
this,  the  Federal  share  is  50  percent  or  $700  million.  Under  the  Finance 
Committee's  alternative,  the  States  would,  in  order  to  preserve  their 
option  for  State  administration  without  fiscal  penalty  in  comparison 
to  choosing  Federal  administration,  be  reimbursed  for  the  full  costs  of 
administration. 


State  programs:  Billions 

Federal   $1.0 

State   .7 


Total         1.  7 


X.  Impact  on  Other  Programs 

The  plan  would  reduce  Federal  costs  for  Cuban  refugees  and  In- 
dians by  a  total  of  over  $100  million. 
Offset:  -$0.1  billion. 


2.  Memorandum  on  Cost  Estimates  Prepared  for  the 
Committee  on  Finance  by  Robert  J.  Myers 

June  8, 1972. 

Memorandum  to :  The  Honorable  Russell  B.  Long,  Chairman,  Com- 
mittee on  Finance. 
From :  Robert  J.  Myers,  Actuarial  Consultant. 
Subject :  Actuarial  Cost  Analysis  of  Workf  are  Program  Proposal. 

This  memorandum  will  present  my  analysis  of  the  Workf  are  Pro- 
gram proposal.  This  analysis  casts  considerable  light  on  the  cost 
aspects  of  the  proposal,  especially  as  my  results  differ  from  the  cost 
estimates  therefor  made  by  the  Department  of  Health,  Education,  and 
Welfare. 

As  part  of  this  study,  I  shall  discuss  what  I  believe  to  be  the  weak- 
nesses and  deficiencies  in  the  Department  of  HEW's  cost  estimates  for 
the  Family  Assistance  Plan  (FAP) ,  as  contained  in  H.R.  1,  and  for  the 
Workf  are  Program.  One  problem  in  considering  the  Department's  cost 
estimates  is  that  they  are  changed  so  frequently  without  explanation 
of  why  the  differences  have  occurred;  however,  the  methodology  is 
generally  the  same. 

A.  Department  of  HEW  Cost-Estimating  Methodology  for  FAP 

HEW  has  used  the  procedure  of  analyzing  what  results  that  FAP 
would  have  if  it  had  applied  individually  to  each  case  in  a  small  sample 
derived  by  the  interview  process  several  years  ago.  Several  difficulties 
are  involved  in  this  process — and,  quite  admittedly,  there  are  also  dif- 
ficulties involved  in  any  procedure  for  making  cost  estimates  for  a  new 
and  complex  program. 

Further,  there  is  a  question  as  to  the  adequacy  and  validity  of  the 
sample.  Is  it  properly  representative  of  the  lowest-income  population 
for  whom  FAP  is  designed?  Who  will  be  the  group  for  whom  most 
costs  will  be  due?  How  well  is  income  reported  in  the  survey  (it  is  men- 
tioned that  the  survey  is  deficient  as  to  the  amount  of  welfare  pay- 
ments reported,  but  no  details  are  given  as  to  just  how  much)  ?  How 
much  less  well  will  income  be  reported  once  FAP  is  enacted  when  there 
is  a  financial  incentive  not  to  report  ? 

.Another  very  important  criticism  of  the  HEW  cost  estimates  is  that 
they  make  no  allowance  for  persons  adjusting  their  economic  condi- 
tions to  the  provisions  of  the  plan.  This  is  bound  to  occur  in  any  pro- 
gram like  FAP  that  provides  benefits  on  a  "rights"  basis  under  a  math- 
ematically-determinable  basis.  This  is  evidenced  by  the  manner  in 
which  social  security  beneficiaries  adjust  their  earnings  to  fit  in  with 
the  retirement  test  (and  changes  therein).  Another  evidence  of  this 
was  the  significant  increase  in  hospitalization  of  the  aged  after  medi- 
care went  into  effect  as  compared  with  the  immediately  preceding 
experience;  the  actuarial  cost  estimates  that  were  made  initially  had 
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included  some  allowance  for  this  fact,  but  not  for  nearly  as  much  as 
actually  occurred. 

There  will  certainly  be  great  pressure  under  FAP — and  with  result- 
ant eifect — for  eligibles  to  get  rid  of  income  that  cause  a  "$1  for  $1" 
reduction  and  to  not  report  both  such  income  and  also  earned  income 
in  excess  of  the  $720  annual  exempt  amount.  This  factor  should  be 
recognized  in  the  cost  estimates. 

Also,  the  use  of  electronic  data  processing  methods — despite  their 
great  attractiveness  and  utility  in  certain  operations,  such  as  mass 
recordkeeping  and  tabulation  of  crude  statistics — can  quite  possibly 
introduce  errors  and  bias  that  will  be  undetected  when  only  the  overall 
results  of  the  procedures  are  visible  (because  of  possible  program- 
ming errors  and  because  of  gaps  of  misunderstanding  between  the 
estimators  and  the  FAP  technicians).  Even  though  completely  pre- 
cise and  accurate  arithmetical  calculations  can  be  made  for  each  case 
separately,  and  a  completely  accurate  summation  of  these  results  ob- 
tained, there  is  no  assurance  that  such  summation  will  be  an  accurate 
portrayal  of  costs.  This  is  so  because  such  individual-case  calculations 
might  not  be  accurate  portrayals  of  the  situation  which  would  result 
after  the  program  became  effective.  Thus,  each  of  the  basic  bits  of 
data  are  in  themselves  imprecise,  since  the  static  conditions  to  which 
they  apply  would  be  so  vastly  changed  by  what  would  actually  happen 
when  the  program  goes  into  operation. 

The  fact  that  the  social  security  earnings-record  system  would  be 
used  to  police  FAP,  at  least  insofar  as  earnings  are  concerned,  is  not 
of  great  significance  in  reducing  costs.  Much  of  the  earnings  of  the 
FAP  potential  eligibles  is  not  covered  or  is  significantly  under-reported 
(or  unreported)  because  of  poor  coverage  compliance  in  the  areas  of 
domestic,  casual,  small  business,  and  agricultural  work. 

Still  another  important  point  is  with  regard  to  the  adjustment  made 
by  HEW  to  allow  for  non-claiming  of  FAP  benefits.  It  is  likely  that 
there  will  be  some  of  this,  particularly  when  only  small  residual  bene- 
fits are  involved,  but  I  doubt  greatly  whether  there  will  be  anywhere 
near  as  much  as  HEW  assumes  in  its  report  of  February  1971,  to 
the  House  Committee  on  Ways  and  Means,  "Welfare  Reform — Costs 
and  Caseloads"  (90  percent  where  annual  benefits  are  $200  or  less, 
decreasing  to  5  percent  where  benefits  are  over  $1,000).  If  FAP  is 
administered  on  the  basis  that  I  believe  likely,  great  publicity  will  be 
made,  and  beneficiaries  will  be  sought  after,  so  that  there  will  be  little 
non-claiming  (as  is  in  income-tax  refunds  and  Social  Security  bene- 
fits). The  argument  that  there  is  much  non-claiming  in  the  New  York 
plan  for  the  working  poor  is  not  relevant,  since  that  plan  is  poorly 
publicized  and  also  since  its  payments  carry  a  stigma.  It  is  not  at  all 
clear  whether  or  not  this  non-claiming  factor  is  included  in  the  FAP 
cost  estimates  contained  in  the  House  Report  on  H.R.  1  or  in  sub- 
sequent estimates  for  FAP  furnished  to  the  Committee  on  Finance. 

The  HEW  projections  of  the  cost  of  FAP  curiously  show  a  decreas- 
ing trend  to  recipients  and  costs  as  years  go  by.  In  fact,  this  appears  to 
be  due  to  the  assumption  that  FAP  benefit  amounts  will  remain  static 
(despite  dynamic  economic  conditions),  that  there  will  be  significant 
incentives  to  leave  the  welfare  rolls  for  paid  employment,  and  that  the 
working-poor  population  will  decline  in  size  under  the  dynamic  eco- 
nomic assumptions  used.  With  the  66%  percent  "tax"  on  earnings 
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above  the  exempt  amount,  such  incentives  would  seem  to  be  con- 
siderably dampened  and  thus  ineffective. 

In  summary,  I  believe  that  the  HEW  estimates  for  FAP  are 
significant  under-statements  of  cost,  despite  the  assertions  that  they 
are  "conservative."  On  the  very  surface,  it  is  just  not  reasonable 
that  such  an  expansion  of  the  number  of  welfare  recipients  will  result 
in  so  little  an  increase  in  cost. 

B.  Cost  Estimates  for  H.E.  1 

The  latest  of  many  changing  cost  estimates  made  by  HEW  shows  a 
total  Federal  cost  for  programs  for  families  with  children  and  for  the 
residual  food  stamp  program  under  H.R.  1  as  passed  by  the  House  of 
Representatives  of  $8.5  billion  for  fiscal  year  1974.  This  amount  ap- 
pears to  be  subdivided  as  follows : 

Billions 


Payments  to  families  (FAP)   $5.  8 

Food  stamps,  payments  in  lieu  thereof   1.  0 

Child  care   .  5 

Services  and  training   .  6 

Administration   .  7 


Gross  total  cost   8.  6 

Impact  on  other  programs  (Cuban  refugees  and  Indians) — .  1 


Net  total  cost   8.  5 


It  should  be  noted  that  the  above  cost  figures  for  programs  for 
families  with  children  represent  the  gross  cost  of  these  particular  por- 
tions of  the  program.  They  thus  do  not  show  the  net  costs  after  allow- 
ance has  been  made  for  the  elimination  of  existing  programs  (such  as 
AFDC).  The  same  method  of  presentation  of  estimated  costs  is  fol- 
lowed in  dealing  subsequently  with  the  Workf  are  program. 

Not  included  in  these  cost  figures  are  the  costs  for  two  other  items 
in  H.R.  1  that  should  properly  be  included  in  order  to  be  comparable 
with  the  costs  later  presented  for  the  Workf  are  program.  There  is  an 
additional  $300  million  for  child  care  representing  the  cost  for  the 
services  of  women  with  children  under  age  6  who  volunteer  to  do  such 
work,  and  there  is  an  additional  $500  million  as  the  net  cost  of  public 
service  jobs  over  the  public  assistance  costs  otherwise  payable  to  per- 
sons in  such  jobs  (which  provision  is  not  in  the  Workf  are  program). 

The  resulting  net  total  cost  of  $8.4  billion  for  programs  for  families 
with  children  (i.e.,  not  considering  the  $1.0  billion  remaining  cost  for 
food  stamps  or  the  $.1  billion  savings  for  other  programs)  according  to 
the  adjusted  HEW  estimate  is,  in  my  opinion,  too  low  as  a  measure  of 
the  ongoing  permanent-program  costs  for  a  number  of  reasons.  First, 
it  includes  only  a  half  year  of  FAP  costs  for  payments  to  families  in 
which  both  parents  are  present  and  neither  is  incapacitated  and  the 
father  is  employed;  adjustment  for  this  factor  would  add  $.3  billion. 
Secondj  the  portion  of  the  "hold  harmless"  provision  cost  due  to  AFDC 
is  not  mcluded;  adjustment  for  this  factor  would  add  $.5  billion. 
Finally,  the  basic  cost  for  the  FAP  program  is  under-estimated  be- 
cause of  not  recognizing  the  strong  incentives  to  go  onto,  and  remain 
on,  the  program  (or  conversely  not  to  go  off  the  program  because  of  the 
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little  incentive  to  earn  more) ;  adjustment  for  this  factor  would  add 
$1.2  billion. 

Thus,  according  to  my  views,  the  net  total  cost  of  programs  for 
families  with  children  under  H.R.  1  for  fiscal  year  1974  would  be  $10.4 
billion  (as  compared  with  the  adjusted  HEW  estimate  of  $8.4  billion) . 

C.  Cost  Estimates  for  Workfare  Program 

The  HEW  estimate  for  the  Workfare  program  for  fiscal  year  1974, 
assuming  that  it  would  be  fully  eifective  throughout  this  entire  year, 
including  the  cost  for  the  residual  food  stamp  program  and  the  savings 
due  to  the  impact  on  other  programs,  but  exclusive  of  the  Federal  cost 
for  the  residual  AFDC  program  (which  provision  was  changed  after 
HEW  made  its  cost  estimates)  is  $14.2  billion,  subdivided  as  follows : 

Billions 


Guaranteed  job  opportunity     $5.  7 

Low-wage  supplement     1.  7 

Work  bonus  of  10  percent   ^1.1 

Food  stamps     1.  8 

Child  care     1.  5 

Services  and  training   .  8 

Administration    1.  7 


Gross  total  cost   14.  3 

Impact  on  other  programs   — .  1 


Net  total  cost  14.  2 


pihe  HEW  and  Myers  estimates  were  both  based  on  an  earlier  description  of 
the  work  bonus  program,  which  was  subsequently  modified  somewhat.] 

To  the  above  cost  there  should  be  added  $3.7  billion,  representing 
the  cost  of  the  Federal  funding  of  the  residual  AFDC  program  (as  esti- 
mated in  the  committee  print  "Fiscal  Relief  for  States — Explana- 
tion of  committee  decisions,"  June  5,  1972).  This  makes  a  total  cost 
for  the  Workfare  program,  according  to  the  HEW  estimates,  of  $17.9 
billion  for  fiscal  year  1974. 

In  my  opinion,  the  foregoing  cost  estimate  made  by  HEW  is  signifi- 
cantly overstated.  In  large  part,  this  is  because  of  the  failure  to  recog- 
nize the  work  incentives  involved  in  the  program  and  the  built-in  ele- 
ments encouraging  the  full  reporting  of  earnings  and  because  of  mis- 
understanding the  full  details  and  implications  of  the  total  Workfare 
proposal. 

It  should  be  noted  that  the  HEW  estimate  for  the  Workfare  program 
is  based  on  the  presumption  that  the  Federal  minimum  wage  will  be 
$2.00  per  hour  in  fiscal  year  1974.  I  will  use  this  basis  in  my  analysis 
of  how  the  HEW  estimate  should  be  modified  and  adiusted  to  produce 
a  more  realistic  estimate.  However,  the  HEW  estimate  does  not  ade- 
quately reflect  the  effects  of  other  changing  economic  conditions. 

1.  Guaranteed  Job  Opportunity 

The  HEW  estimate  for  the  Guaranteed  Job  Opportunity  portion  of 
the  Workfare  program  assumes  that  the  estimated  families  who  would 
be  on  AFDC  in  fiscal  year  1974  if  that  program  were  left  unchanged 
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would  be  3.3  million  and  that  40  percent  of  them,  or  1.3  million,  would 
be  "employable"  under  the  definition  of  the  committee.  To  this  1.3 
million  would  be  added,  according  to  the  HEW  estimate,  .2  million 
unemployed  male  heads  who  choose  to  take  employment  with  the  Work 
Administration  (WA),  and  there  would  be  subtracted  .2  million  per- 
sons who  would  be  direct  employment  placements  in  private  industry. 

Finally,  the  HEW  estimate  assumes  that  600,000  persons  will  leave 
low-paying  private  jobs  (at  less  than  $1.50  per  hour  in  fiscal  year 
1974)  to  obtain  the  guaranteed  employment  with  the  WA. 

This  estimate,  based  on  1970  survey  data  (without  apparent  adjust- 
ment even  for  increasing  wage  levels,  let  alone  for  the  fact  that  many 
of  these  low-earnings  jobs  are  such  because  of  being  part-time,  for 
convenience,  etc.),  is  really  an  arbitrary  assumption,  and  it  seems 
unusually  overstated  and,  at  most,  should  be  assumed  at  only  a  nominal 
figure,  such  as  only  about  100,000. 

In  summary  then,  the  HEW  estimate  for  the  Guaranteed  Job  Oppor- 
tunity provisions  is  that  1.9  million  persons  will,  on  the  average,  be 
employed  by  the  WA  in  fiscal  year  1974  (1.3  million  from  AFDC,  plus 
.2  million  unemployed  male  heads,  minus  .2  million  direct  employment 
placements  in  private  industry,  plus  .6  million  who  leave  private  jobs) . 

Furthermore,  HEW  assumes  that  all  persons  employed  by  the  WA 
will  work  for  40  hours  a  week  and  will  be  paid  $3,000  per  year  (i.e.,  50 
weeks  of  40  hours  per  week  at  $1.50  per  hour) .  First,  it  is  obvious  that 
not  all  will  choose  to  work  a  full  40  hours.  Second,  the  committee, 
intention  is  to  have  the  annual  pay  rate  not  exceed  $2,400,  so  that,  with 
the  $1.50  hourly  rate  of  pay,  only  32  hours  of  work  would  be  possible 
(even  so,  not  all  would  choose  to  work  this  long) .  Accordingly,  I  would 
estimate  the  comparable  cost  of  the  Guaranteed  Job  Opportunity  Pro- 
gram at  $3.0  billion  for  fiscal  year  1974,  before  taking  into  account  the 
effect  of  the  provisions  for  income  tax  credits  to  employers  who  hire 
employees  from  the  WA  for  at  least  two  years  and  the  effect  of  the  per- 
sons who  would  otherwise  work  for  the  WA  but  who  move  out  into 
regular  work  in  the  administration  of  the  Workfare  program  (an 
assumed  100,000  persons)  and  in  the  child  care  portion  of  the  program 
(an  assumed  50,000  persons) . 

This  cost  is  based  on  1.4  million  employees  at  an  annual  salary 
rate  of  $2,400,  minus  a  10-percent  adjustment  to  allow  for  those  not 
working  the  maximum  possible  time  of  32  hours :  in  essence,  this  means 
1.25  million  employees  on  a  full-time,  or  man-year,  basis. 

The  $2,400  figure  used  above  is  merely  the  prescribed  maximum 
annual  wage  rate,  while  the  1.4  million  employees  used  is  that  derived 
by  HEW  in  its  estimate  (1.9  million)  reduced  by  my  lower  assumption 
as  to  the  number  of  persons  who  will  leave  private  jobs  to  go  to  the 
WA.  The  adjustment  factor  of  a  10-percent  reduction  to  allow  for  those 
not  working  a  full  32-hour  week  is  empirically  derived,  but  seems  rea- 
sonable (and,  if  anything,  is  probably  not  large  enough). 

After  taking  into  account  the  removal  from  WA  employment  of 
250,000  persons  as  a  result  of  the  income  tax  credits  to  employers 
who  hire  WA  employees  for  at  least  two  years  and  the  150,000  persons 
who  would  otherwise  work  for  the  WA  but  who  move  into  regular 
work  for  the  WA  in  administration  or  child  care,  and  the  addition  of 
an  assumed  250,000  "volunteers"  from  the  residual  AFDC  program, 
(who  prefer  the  higher  WA  earnings  to  AFDC  and  who  thus  add  to 
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the  WA  costs,  but  do  not  reduce  the  Federal  cost  for  the  residual 
AFDC  program),  the  net  number  of  WA  employees,  on  a  man-year 
basis  is  estimated  at  1.1  million.  Accordingly,  my  estimate  of  the  cost 
of  the  Guaranteed  Job  Opportunity  Program,  after  making  all  appro- 
priate adjustments,  is  $2.6  billion  for  fiscal  year  1974. 

2.  Low-wage  Supplement 

The  low-wage  supplement  portion  of  the  Workf are  program  applies 
to  family  heads  in  jobs  not  covered  by  the  Federal  minimum  wage  law 
who  earn  at  least  75  percent  of  the  minimum  wage  prescribed  there- 
under, but  less  than  such  minimum  wage.  This  program  would,  in 
my  opinion,  have  the  effect  that  any  wages  below  such  75  percent  ~ 
point  would  be  raised  thereto,  so  as  to  qualify  for  the  low- wage  supple- 
ment. The  HEW  estimate  is  based  on  2.4  million  workers  falling  into 
this  category,  working  on  average  of  only  27  hours  per  week  at  only 
$1.10  per  hour.  These  data  are  inconsistent  with  the  conditions  estab- 
lished in  the  proposal,  which  are  that  benefits  are  paid  only  to  those 
with  wages  of  at  least  $1.50  per  hour,  and  no  account  is  taken  of  rising 
wage  trends  up  to  1974.  Thus,  the  average  wage  supplement  used  in 
the  HEW  estimate  amounts  to  about  $.68  per  hour  (75  percent  of  the 
excess  of  $2.00  over  $1.10),  whereas  the  most  that  it  can  be  is  $.38 
(75  percent  of  the  excess  of  $2.00  over  $1.50)  ,  and  the  average  will 
probably  be  about  $.20. 

I  believe  that,  under  the  low- wage  supplement  provisions,  not  more 
than  1.0  million  workers  would  be  involved,  on  the  average,  over  the 
course  of  a  year,  with  an  average  supplement  of  about  $.22  per  hour 
for  an  average  work  week  of  about  30  hours.  This  yields  a  total  annual 
cost  of  $.3  billion  for  the  low- wage  supplement  provisions.  The  figure 
of  1.0  million  eligible  workers  on  the  average  is  derived  from  Social 
Security  eaminsrs  data,  taking  into  account  the  facts  that  the  supple- 
ments are  payable  only  to  family  heads  who  are  employees  (i.e.,  ex- 
cluding the  self-employed)  and  that  some  with  very  low  amounts  due 
will  not  apply  for  them ;  also,  projection  of  the  wage  levels  in  the  tabu- 
lated data  was  made  to  what  they  will  likely  be  in  fiscal  year  1974. 

The  average  supplement  is  assumed  at  $.22  per  hour,  since  the 
supplement  can  range  from  $.01  to  $.38,  and  it  will  be  somewhat 
higher  than  the  midpoint  of  $.191/25  because  there  will  be  less  likeli- 
hood of  people  applying  for  very  low  amounts.  The  assumption  as  to 
an  average  work  week  of  30  hours  seems  reasonable  for  low-income 
persons  such  as  would  benefit  under  these  provisions  and  is  consistent 
with  the  corresponding  HEW  figures  of  27  hours. 

3.  Worh  Bonus 

The  cost  estimate  of  $1.1  billion  for  fiscal  year  1974  for  the  Work 
Bonus  of  10  percent  for  low-earnings  workers  that  was  made  both  by 
the  Committee  on  Finance  and  by  the  Office  of  Tax  Analysis  Treasury 
Department,^  seems  reasonable  and  was  confirmed  by  independent 
calculations  that  I  made  using  projected  social  security  earnings  data 
for  past  years.  To  this  however,  must  be  added  $.1  i)illion  to  allow 
for  the  estimated  250,000  workers  who  transfer  from  the  WA  to 
private  employment  as  a  result  of  the  provisions  for  income  tax  credits 
to  employers  who  hire  WA  employees  for  at  least  2  years. 


[1  The  HEW  and  Myers  estimates  were  both  based  on  an  earlier  description  of  the  work 
bonus  program,  which  was  subsequently  modified  somewhat.] 
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4-  Food  Stamps  Provisions 

As  to  the  Food  Stamp  provisions  of  the  Workfare  program,  HEW 
estimates  a  cost  therefor  of  $1.8  billion  for  fiscal  year  1974.  As  indi- 
cated previously,  this  is  not  entirely — ^but  rather  only  partially — a  new 
cost,  since  $1.0  billion  thereof  relates  to  persons  who  would  be  re- 
ceiving such  benefits  if  present  law  were  left  unchanged,  and  the 
remaining  $.8  billion  represents  the  payment  of  the  equivalent  of  the 
value  of  food  stamps  to  persons  not  now  receiving  them,  even  though 
in  a  category  eligible. 

I  believe  that,  in  the  aggregate,  the  HEW  estimate  is  reasonably 
good.  The  number  of  eligible  families  seems  somewhat  too  high  (be- 
cause of  over-estimating  the  number  of  eligible  working  poor)  but  this 
is  counterbalanced  by  the  average  value  of  the  food  stamps  for  which 
payments  in  lieu  are  made  being  assumed  somewhat  too  low. 

5.  Child  Care 

As  to  the  HEW  cost  estimates  for  the  Child  Care  provisions  under 
Workfare,  the  total  children  requiring  child  care  (children  between 
ages  6  and  12)  is  derived  by  multiplying  the  900,000  families  with  any 
children  at  these  ages  by  an  average  of  2.3  children  per  family.  The 
latter  factor  is  far  too  high  because  it  should  represent  the  average 
number  of  children  aged  6-11  per  family  in  families  with  such  chil- 
dren; the  proper  factor  is  probably  about  1.8  children  per  family 
based  on  my  analysis  of  census  and  social  security  data.  Thus,  my 
estimate  of  the  total  potential  child  care  costs  is  $1.4  billion  for  fiscal 
year  1974  (based  on  the  HEW  estimate  of  900,000  families  requiring 
child  care,  times  the  above-mentioned  1.8  children  per  family,  times 
the  HEW  estimate  of  $800  as  the  annual  cost  of  child  care  per  child) . 

But  there  should  be  an  offset  against  this  total  potential  cost  to 
allow  for  employing  persons  under  the  Gruaranteed  Job  Opportunity 
Program  to  run  a  substantial  part  of  the  Child  Care  program.  The 
HEW  estimate  allows  only  12  percent  for  this  factor.  I  believe  that  an 
allowance  of  as  much  as  40  percent  is  actually  reasonable  (which  in- 
cludes $150  million  representing  the  wages  for  the  estimated  50,000 
persons  moved  from  WA  employment  to  regular  employment  in  this 
program,  but  which  does  not  include  the  sizable  number  of  persons 
who  would  work  in  this  program  but  who  would  remain  as  WA 
employees). 

6.  Services  and  Training 

The  HEW  cost  estimate  for  services  and  training  for  the  Workfare 
program  for  fiscal  year  1974  is  $.8  billion  ($.2  billion  for  training 
and  $.6  billion  for  services),  as  against  only  $.6  billion  for  H.R.  1 
($.5  billion  for  training  and  $.1  billion  for  services) . 

In  my  opinion,  since  the  emphasis  is  on  work  and  on  training  while 
working,  the  cost  for  training  will  probably  be  only  about  $.1  billion. 
The  H^^W  estimated  cost  for  services  seems  too  high,  both  in  relation 
to  the  similar  cost  under  H.R.  1  and  in  absolute  terms.  Thus,  the  unit 
cost  of  $300  per  year  per  family  seems  overstated,  and  then  this  is 
applied  to  1.9  million  families.  (As  mentioned  earlier,  I  believe  that 
the  best  estimate  of  the  net  number  of  full-time  workers  under  the 
Guaranteed  Job  Opportunity  Program  is  1.1  million,  not  1.9  million.) 
Accordingly,  I  estimate  the  cost  for  training  for  fiscal  year  1974  is 
about  $.3  billion. 
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7.  Administration 

As  to  administrative  costs,  the  HEW  estimate  assumes  such  costs  to 
be  10  percent  of  the  payments  under  the  Guaranteed  Job  Opportunity, 
Low- wage  Supplement,  and  Work  Bonus  Programs.  Considering  the 
complex  nature  of  these  programs  and  the  flow  of  people  in  and  out 
of  them  a  higher  administrative  expense  ratio,  such  as  12  percent, 
seems  more  reasonable.  Applying  this  latter  ratio  to  my  estimates  for 
each  of  these  programs  yields  a  figure  of  $.4  billion  (  as  compared  with 
HEW's  figure  of  $1.0  billion)  for  fiscal  year  1974.  This  figure  allows 
for  a  substantial  part  of  the  administrative  work  being  performed  by 
WA  employees,  the  cost  for  whom  is  included  in  the  cost  of  the  Guar- 
anteed Job  Opportunity  Program. 

Further,  as  to  administrative  expenses,  such  costs  will  be  increased 
as  a  result  of  the  Federal  Government  paying  the  full  State  admin- 
istrative expenses  for  any  supplemental  payments.  HEW  estimates 
this  element  for  fiscal  year  1974  to  be  half  of  the  $1.4  billion  admin- 
istrative expenses  for  the  present  federally-assisted  programs  (or 
$.7  billion),  since  the  States  would  pay  such  amounts  under  present 
law.  Tl'is  seems  entirely  too  much  since  it  represents  administrative 
expenses  for  the  adult  categories  and  for  medicaid,  in  addition  to  those 
for  the  AFDC  category.  The  proper  amount  for  these  administrative 
expenses  of  the  residual  AFDC  would  be  about  $.2  billion  for  fiscal 
year  1974,  according  to  my  estimate. 

8.  Tax  Credits  for  Employers 

The  Joint  Committee  on  Internal  Revenue  Taxation  has  estimated 
that  the  previously-mentioned  income-tax  credits  for  employers  who 
hire  WA  employees  will  have  an  annual  cost  of  $200  million  (which 
at  $800  per  person  means  250,000  jobs) . 

9.  Summary 

In  summary,  the  estimated  cost  for  the  Workfare  program,  as  I 
have  modified  and  corrected  the  HEW  estimates,  may  be  summarized 
as  follows  for  fiscal  year  1974,  assuming  that  the  program  is  fully 
effecytive  throughout  the  entire  year : 

Billion 

Guaranteed  job  opportunity   $2.6 

Low-wage  supplement    3 

Work  bonus  of  10  percent   U.2 

Residual  AFDC   3.7 

Food  stamps  cash-out   1.8 

Child  care  8 

Services  and  training  4 

Tax  credits  for  employers  2 

Administrative  expenses  7 

Gross  total  cost   11.7 

['  The  HEW  and  Myers  estimates  were  both  based  on  an  earlier  description  of  the 
work  bonus  program,  which  was  subsequently  modified  somewhat.] 

In  summary,  my  analysis  of  the  gross  costs  of  the  program  for 
families  with  children  under  H.R.  1  and  under  the  Workfare  pro- 
gram for  fiscal  year  1974  (assuming  that  the  program  will  be  fully 
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effective  throughout  the  entire  year)  may  be  presented  as  follows  (in 
billions)  : 

Program  HEW  estimate        My  estimate 

H.R.I   $8.4  $10.4 

Workfare   17.8  11.7 


increase  of  workfare  over  H.R.  1.  9.4  1.3 


As  to  net  costs  under  H.R.  1,  and  under  the  committee  proposals 
as  they  relate  to  programs  for  families  with  children  and  to  the  food 
stamp  program  as  it  applies  to  such  families  for  fiscal  year  1974 
(assuming  that  the  program  will  be  fully  effective  throughout  the 
entire  year) ,  there  are  the  following  data  according  to  my  estimates. 

[In  billions] 


H.R.  1  Workfare 


Gross  cost                                           $10.4  $11.7 

Less  food  stamp  cost  ^                              —1.1  —1.1 

Less  impact  on  other  programs  ^                   —.1  — .1 

Less  cost  of  present  AFDC  ^                        —5.7  -5.7 

Less  present  employer  tax  credits  *   — .1 


Net  cost  ,   3.5  4.7 


1  Cost  of  present  food  stamp  program  for  families  with  children  only. 

2  Reduction  in  cost  for  programs  for  Cuban  refugees  and  Indians. 

3  Includes  payments  to  recipients,  child-care  costs,  training  costs,  and  adminis- 
trative expenses. 

*  H.R.  1  would  not  eliminate  these  provisions;  the  committee  proposal  would 
substitute  a  new  basis. 


3.  Material  Prepared  by  Department  of  Health,  Education,  and 
Welfare  in  Response  to  Myers  Memorandum 

A.  Introduction 

On  June  12, 1972,  the  Senate  Finance  Committee  issued  a  committee 
print  entitled,  "Staff  Data  on  H.R.  1 :  Analysis  of  Cost  of  Committee 
Bill."  In  addition  to  summary  cost  data  on  Social  Security  cash  ben- 
efits, medicare,  medicaid  and  aid  for  the  aged,  blind,  and  disabled, 
the  print  contains  extensive  material  on  different  estimates  of  cost  for 
the  family  programs  in  H.R.  1  and  the  Finance  Committee's  AFDC 
and  workfare  alternative. 

The  Department  recognizes  that  when  new  programs  are  presented, 
there  will  be  reasonable  differences  among  various  estimates  of  pro- 
gram cost  and  impact.  However,  the  Department  believes  that  the 
material  on  the  family  programs  in  the  committee  print  is  presented 
in  a  manner  which  distorts  and  overstates  the  actual  differences  in  the 
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estimates.  Further,  it  believes  that  the  Administration's  cost  estimates 
of  both  its  own  welfare  reform  proposals  and  of  the  committee's 
alternative  are  reasonable  and  conservative.  It  believes  these  estimates 
to  be  more  realistic  than  those  prepared  by  the  committee's  con- 
sultant, Mr.  Robert  J.  Myers  who  is  a  former  chief  actuary  of  the 
Social  Security  Administration. 

According  to  Mr.  Myers,  the  Administration's  estimates  of  the  costs 
of  H.R.  1  family  programs  is  too  low ;  the  Administration  estimate  of 
the  cost  of  committee  proposals  is  said  to  be  too  high.  The  basis  for 
the  Department's  reiteration  of  support  for  the  Administration  esti- 
mates is  discussed  below. 

B.  H.R.  1  Family  Programs 

In  his  memo  to  Chairman  Long,  Mr.  Myers  states  that  the  Depart- 
ment estimates  the  gross  costs  of  the  family  programs  in  H.R.  1  to  be 
$8.4  billion.  His  own  estimate  is  put  at  $10.4  billion,  a  difference  of  $2.0 
billion.  Actually,  as  reflected  on  page  48  of  the  June  12  print,  the  HEW 
estimate  was  $8.5  billion.  Committee  decisions  subsequent  to  April  26, 
the  date  of  the  Administration  cost  estimates,  make  it  necessary  to  in- 
clude several  additional  cost  items  to  achieve  accurate  comparison  of 
the  two  proposals;  in  particular,  we  now  include  the  public  service  job 
component  (omitted  earlier  since  the  Finance  Committee  staff  had  sug- 
gested the  possibility  of  a  similar  plan)  and  the  full  child  care  allot- 
ment (since  the  Finance  Committee  has  now  set  an  authorization  limit 
for  child  care) .  The  H.R.  1  costs,  on  a  fiscal  year  1974  base  adjusted 
for  a  full  year  of  all  programs,  is  as  follows : 

H.R.  1  (fiscal  year  1974  Base) 

Dollars 
In 

A.  Payments  to  families:  billions 
Al:  Fiscal  year  1974  with  one-half  year  of  working  poor.  $6.1 

A2:  Adjustedforfullyearof  working  poor   6.4 

A3:  Full  year  off -set  for  public  service  jobs   ....  —.4 

A4:  Full  year  net  payments   6.0 

B.  Hold  harmless  payments  attributable  to  family  pro- 

gram 1  6 

C.  Public  service  jobs  8 

D.  Child  care  8 

E.  Services  and  training   .6 

F.  Administration  7 

G.  Impact  on  other  programs   —.1 

Total   9.4 

1  Of  a  total  "hold  harmless"  payment  estimated  to  be  $1.3  billion  in  fiscal  year 
1974,  the  Federal  amount  attributable  to  refinancing  the  $2,400  base  in  the  family 
program,  assuming  States  increase  their  supplement  by  an  amount  equal  to  the 
cash  bonus  value  of  food  stamps,  is  $.6  billion.  (The  remaining  .7  is  due  to  adult 
category  changes.) 

This  $9.4  billion  estimate  corresponds  to  suggestions  by  Mr.  Myers 
on  page  20  of  the  June  12  print.  Mr.  Myers  is  mistaken  in  his  assertion 
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that  our  original  $6.4  billion  estimate  for  family  benefits  did  not  in- 
clude a  full  year  of  the  working  poor.  His  suggestion  to  add  $1.2  bil- 
lion  to  H.R.  1  costs  without  detail  on  the  vague  grounds  "of  not  recog- 
nizing .  .  .  incentives  to  go  onto  and  remain  on  .  .  .  the  program" 
must  be  totally  rejected ;  in  order  to  maintain  our  conservative  bias,  the 
Administration  estimates  assumed  100  percent  of  eligibles  come  onto 
the  program  and  showed  no  reduction  due  to  the  work  provisions  of 
H.R.I. 

Before  discussing  the  difference  in  estimates  of  the  Senate  Finance 
Committee  plan,  it  is  perhaps  well  to  respond  to  some  of  Mr.  Myers 
criticisms  of  the  reliability  of  Administration  cost  estimating  proce- 
dures. Following  are  the  basic  points : 

1,  Adequacy  and  validity  of  the  sample  on  which  the  estimates  are 
hased. — The  sample  is  the  50,000  household  Current  Population  Sur- 
vey (CPS)  which  is  conducted  monthly  by  the  United  States  Bureau 
of  the  Census.  The  particular  survey  used  by  the  Administration  for 
its  current  estimates  was  conducted  in  March  1971,  and  reports  income 
for  1970.  The  CPS  is  widely  used  by  both  government  and  private 
agencies  and  is  a  respected  analytic  and  research  tool. 

2.  Reliance  on  electronic  data  processing  equipment. — The  use  of 
electronic  computer  to  assist  in  the  manipulation  of  large  amounts 
of  data  is,  of  course,  a  well  established  and  accepted  analytic  technique. 
The  Social  Security  Administration,  which  prepares  the  basic  esti- 
mates, employs  an  extensive  review  procedure  to  assure  that  instruc- 
tions to  the  computer  are  logical  and  appropriate  and  are  translated 
into  the  correct  computer  language. 

S.  Constantly  changing  cost  estimates. — The  Administration  has 
published  two  different  estimates  of  the  costs  of  H.R.  1.  The  first  was 
prepared  in  May  1971,  when  the  House  of  Representatives  was  con- 
sidering the  bill.  The  second  was  prepared  at  the  Finance  Committee's 
request  in  February  1972.  The  latter  estimate  relies  on  more  cur- 
rent data  from  the  Bureau  of  Census,  more  recent  projections  of  cur- 
rent welfare  program  costs  from  the  States,  and  incorporated  the 
later  effective  dates  requested  by  the  President. 

^.  The  projected  costs  of  family  payments  decline  in  future  years. — 
It  is  a  matter  of  simple  arithmetic  that,  if  benefit  levels  remain  con- 
stant and  the  income  of  the  working  poor  continues  to  increase  as 
it  has  in  the  past,  this  increase  will  more  than  offset  any  popula- 
tion increases.  Smaller  and  smaller  payments  would  be  made  to  recipi- 
ents until  eventually  there  would  be  no  payments  at  all.  H.R.  1  esti- 
mates assume  normal  economic  and  population  growth  and  therefore 
reflect  this  fact. 

Despite  his  criticisms  in  these  and  other  areas,  Mr.  Myers  apparently 
accepts  the  basic  Administration  estimating  methodology  since  he 
bases  his  revisions  in  the  estimates  solely  on  the  assumption  that 
potential  recipients  will  alter  their  present  behavior  in  a  way  which 
will  increase  costs. 

C.  Finance  Committee  Family  Program  Alternative 

Mr.  Myers  presents  the  Administration  cost  estimates,  which  were 
published  on  April  26  on  the  basis  of  a  Finance  Committee  print,  as 
though  they  would  not  be  revised  on  the  basis  of  subsequent  committee 
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actions.  This  produces  a  difference  in  estimated  costs  of  $75  billion,  i 

obviously  an  exaggeration  of  the  true  difference.  j 

The  following  table  is  a  more  accurate  protrayal  of  Administration  | 

and  Myers'  estimates.  Administration  figures  as  presented  here  differ  j 

from  earlier  ones  only  on  the  basis  of  committee  decisions  which  have  ! 

revised  or  clarified  the  program  as  it  was  initially  proposed  in  April.  | 

For  example,  the  children's  allowance,  suggested  by  the  committee  | 
staff,  was  not  accepted  by  the  committee  itself  and  the  costs  are  not 
included  below.  A  discussion  of  each  item  follows  the  table. 


HEW  Myers 
estimate  estimate 


Government  employment   $4.1  $2.6 

Wage  supplement   1.9  .3 

10  percent  work  bonus^   1.1  1.2 

Welfare  payments   3.7  3.7 

Cost  of  cashing  out  food  stamps   1.8  1.8 

Child  care                                                .8  .8 

Services,  training                                       .7  .4 

Administration   1.3  .7 

Federal  programs   (.7^  (.4^ 

State  programs   (.6)  (.2) 

Impact  on  other  programs   —.1   

Total '   15.3  11.5 

Difference:  HEW-Myers   3.8 


1  The  fiscal  relief  provisions  and  tlie  $20  and  $50  disregards  have  not  been  spelled 
out  clearly  enough  to  determine  how  much  additional  Federal  cost  would  result-  | 

[^The  HEW  and  Myers  estimates  were  both  based  on  an  earlier  description  of 
the  work  bonus  program,  which  was  subsequently  modified  somewhat.]  \ 

D.  Government  Employment  , 

I 

Administration  figures  originally  assumed  that  1.9  million  persons  | 
including  600,000  family  heads  who  would  quit  other  jobs,  would  par-  j 
ticipate  in  the  employment  corporation  at  an  annual  cost  of  $3,000  a  | 
year.  The  committee  has  since  decided  that,  if  the  minimum  wage  | 
Avere  to  rise  to  $2.00  per  hour  as  the  Administration  had  assumed,  the 
employment  corporation  would  offer  only  32  hours  at  $1.50  per  hour. 
This  would  keep  the  maximum  annual  earnings  at  $2,400  or  what  it 
would  be  now  at  year  around  work  at  75%  of  the  current  minimum 
w^age.  This  change  in  maximum  annual  earnings  alone  would  reduce 
Administration  cost  estimates  by  $1.1  billion. 

In  addition,  the  lower  annual  income  would  undoubtedly  produce 
fewer  persons  who  would  quit  to  take  the  guaranteed  jobs.  We  would 
now  assume  that  only  400,000  such  persons  would  volunteer,  making 
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the  revised  Administration  cost  estimates  $4.1  billion.  As  has  been  pre- 
viously  detailed,  the  600,000  was  conservatively  estimated ;  especially 
in  view  of  the  total  disregard  by  corporation  of  outside  earnings,  a 
family  head  would  make  a  poor  economic  decision  if  he  did  not  quit 
his  private  job  to  work  for  the  corporation. 

The  Myers  estimate  of  lower  costs  is  predicated  on  the  assumption 
of  (1)  many  more  placements  in  non-corporation  employment  (he 
apparently  assumes  no  placements  under  H.R.  1)  ;  and  (2)  far  fewer 
volunteers. 

It  is  both  the  vice  and  the  virtue  of  guaranteed  employment  pro- 
grams that  they  must  provide  employment  to  all  eligible  persons  who 
seek  it.  The  Administration  believes  it  is  unrealistic  to  assume  that 
only  100,000  family  heads  will  find  the  government  employment  jobs 
more  desirable  than  their  present  private  employment.  This  is  espe- 
cially so  in  the  light  of  the  committee  decision  that  the  employment 
corporation  will  offer  part-time  work  to  those  working  full-time  in  pri- 
vate employment  and  continue  to  offer  full-time  work  in  the  corpora- 
tion to  those  working  part-time  in  private  employment.  Because  of  this 
part  of  the  committee  proposal,  not  only  would  some  people  quit  their 
present  jobs  but  many  others  will  seek  part-time  employment  from  the 
corporation  to  supplement  their  regular  earnings.  Mr.  Myers  does  not 
explain  why  these  poor  families  would  not  try  to  maximize  their  eco- 
nomic well-being. 

The  propensity  to  quit  present  jobs  or  to  seek  part-time  employ- 
ment would  be  greatly  increased,  if  (as  suggested  in  committee  print 
#27)  the  committee  required  the  States  to  pay  supplemental  benefits  to 
families  participating  in  the  employment  program. 

E.  Wage  Supplement 

It  is  around  this  aspect  of  the  Finance  Committee  proposal,  that  the 
Administration  would  most  expect  reasonable  differences  in  estimates. 
Analysis  have  found  it  difficult  to  estimate  the  cost  of  wage  supple- 
ments or  subsidies.  An  accurate  estimate  requires  knowledge  about  the 
number  of  family  heads  who  work  at  jobs  paying  less  than  the  mini- 
mum wage  and  the  amount  of  hours  they  work  at  such  jobs. 

Because  there  is  no  knoAvn  data  source  which  provides  such  in- 
formation, the  Administration  adopted  a  crude  and  conservative  esti- 
mating technique.  It  assumes  that  the  population  of  family  heads  who 
have  work  experience  and  who  would  be  eligible  under  H.R.  1  criteria 
approximates  the  population  which  would  be  eligible  for  w^age  sup- 
plements. This  is  necessarily  an  under-estimate  since  H.R.  1  eligibility 
is  based  on  the  earned  and  unearned  income  of  all  family  members 
whereas  eligibility  for  wage  supplement  depends  solely  on  wage  rates. 
There  are  many  family  heads  who  would  be  eligible  for  wage  supple- 
ments as  proposed  by  the  committee  but  who  would  not  be  eligible 
for  assistance  payments  under  H.R.  1. 
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The  Administration  estimates  do  not  assume,  as  the  Myers  ma- 
terial indicates,  that  all  2.4  million  family  heads  with  work  experience 
would  be  eligible  for  wage  supplements.  The  estimate  is  merely  a 
calculation  of  the  amount  necessary  to  raise  the  aggregate  income  of 
these  families  by  75%  of  the  difference  of  what  they  actually  earned 
and  what  they  would  have  earned  if  their  wage  rate  were  at  least  $2.00 
an  hour.  Since  some  family  heads  earn  more  than  $2.00  per  hour,  the 
actual  wage  subsidy  (rather  than  the  estimated)  is  likely  to  be  a  larger 
amount  to  a  smaller  number  of  workers. 

Administration  estimates  do  not  reflect  the  committee  decision  that 
persons  working  for  wages  less  than  75%  of  the  minimum  wage  would 
not  be  eligible  for  the  wage  supplement.  As  Mr.  Myers  points  out,  it  is 
unlikely,  under  such  rules,  that  many,  if  any,  family  heads  would  hold 
such  jobs. 

On  the  basis  of  social  security  earnings  data,  which  contain  no  infor- 
mation with  respect  to  wage  rate,  hours  worked,  or  family  status, 
Myers  estimates  that  1.0  million  workers  will  be  eligible  for  the  supple- 
ment. This  seems  very  low  when  it  is  realized  that  there  were  nearly 
two  million  families  in  1970  where  total  family  income  (including 
unearned  public  assistance,  and  earnings  of  all  family  members)  was 
less  than  what  it  would  have  been  if  the  family  head  had  earned  $2.00 
per  hour  for  the  hours  he  actually  worked.  Of  these  families,  about  1.2 
million  of  the  family  heads  could  not  have  earned  more  than  $1.50 
per  hour.  The  estimate  also  seems  small  in  the  light  of  the  at  least  23 
million  workers  in  industries  where  hourly  earnings  averaged  around 
$2.00  per  hour  in  1970.  (Any  such  average  must  include  numbers  of 
persons  at  much  lower  rates.) 

We  continue  to  use  this  estimating  methodology;  adjusted  for  the 
reduced  estimate  of  persons  leaving  private  jobs  to  enter  corporation 
work,  we  would  raise  the  $1.7  billion  to  $1.9  billion. 

F.  Welfare  Payments 

The  initial  Administration  estimates  of  $3.2  billion  were  based  on 
the  tentative  and  incomplete  material  contained  in  the  April  print. 
The  estimate  of  $3.7  billion,  shown  above  in  both  the  HEW  and 
Myers  column  was  developed  by  committee  staff  on  the  basis  of  subse- 
quent committee  decisions.  The  estimate  of  Federal  cost  appears  to  be 
reasonable. , 

G.  Cost  of  Cashing  Out  Food  Stamps 

There  is  no  disagreement  on  the  cost  at  this  provision,  although 
latest  estimates  of  average  food  stamp  bonus  show  a  bonus  closer  to 
$500  per  person;  this  would  increase  the  estimate  of  the  committee 
cashout  provision  from  $1.8  billion  to  $2.3  billion. 
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H.  Child  Care 

The  committee  has  decided  that  there  will  be  an  $800  million  au- 
thorization for  child  care.  This  figure  is  shown  for  both  the  Myers 
and  HEW  estimates. 

The  Department  does  not  believe  that  $800  million  could  buy  ade- 
quate child  care  for  the  2.1  million  children  aged  6  through  11  whose 
mothers  would  be  ineligible  for  welfare,  since  this  would  be  only 
$380  per  child  per  year.  (Mr.  Myers  assumes  that  there  will  be  slightly 
fewer  children  although  the  departmental  estimates  are  based  on  the 
actual  patterns  in  AFDC.) 

I.  Services,  Training 

Administration  figures  are  revised  downward  by  $100  million  to  re- 
flect the  reduced  estimate  of  volunteers  for  the  employment  corpora- 
tion. However,  the  Department  continues  to  believe  that  it  is  unrealistic 
to  assume  that  only  minimal  services  and  training  costs  would  be  neces- 
sary under  the  employment  program  recommended  by  the  committee. 

J.  Administration 


Earlier  estimates  of  the  cost  of  administration  were  based  on:  (1) 
higher  estimates  of  benefit  payments,  and  (2)  an  assumption  that  the 
States  would  administer  the  entire  food  stamp  "cash  out"  program. 
Departmental  estimates  shown  above  retain  the  assumption  that  the 
Federal  costs  would  be  10%  of  total  benefit  payments.  These  are : 

Billion 

Government  employment    $4.1 

Wage  supplements   1.9 

Food  stamp  cash  out  for  working  poor  and  "employable" 
welfare  recipients   1.0 

Total   7^ 

As  we  pointed  out  previously,  we  feel  this  underestimates  the  true 
administrative  costs,  since  we  estimate  a  10%  cost  for  only  the  func- 
tion of  distribution  of  benefits  (including  establishing  eligibility, 
maintaining  eligibility  files,  and  pajdng  the  benefit) ;  we  do  not  include 
costs  of  supervision,  placement,  training  and  other  "service"  costs  in 
the  Corporation.  Since  the  residual  AFDC  program  would  be  about 
60%  of  its  former  size,  and  fiscal  year  1974  administrative  costs  under 
AFDC  are  estimated  at  $1.0  billion,  it  is  assumed  that  the  cost  of  ad- 
ministration would  be  $600  million.  We  feel  that  this  is  a  conservative 
estimate,  since  reducing  the  benefit  payments  by  40%  will  undoubtedly 
not  reduce  administrative  costs  by  40%  due  to  a  certain  fixed  cost  of 
administration.  (Myers  estimates  a  cost  of  $200  million  or  4.4%  of 
benefit  payments.) 
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K.  Conclusion 

As  a  result  of  changes  in  the  Finance  Committee  approach  sihce 
April  26,  we  can  revise  our  estimate  of  the  Finance  Committee  plan  to 
$15.3  billion  (compared  to  Mr.  Myers'  estimate  of  $11.5  billion).  The 
comparable  f ull-j^ear  cost  of  H.E.  1  is  $9.4  billion,  so  that  as  of  June  27, 
before  any  additional  changes  by  the  committee,  the  Finance  Com- 
mittee version  would  cost  $5.9  billion  more  than  Title  IV  of  H.E.  1. 

4.  Comments  of  Robert  J.  Myers  on  Material  Prepared  by  Depart- 
ment of  Health,  Education,  and  Welfare  in  Response  to  Myers 
Memorandum 

In  summary,  I  am  still  convinced  of  the  validity  of  my  estimates 
for  the  Family  Assistance  Plan  contained  in  H.R.  1  as  it  passed  the 
House  of  Representatives  and  for  the  Workfare  proposal  of  the 
Senate  Finance  Committee.  Equally,  I  continue  to  be  convinced  that 
the  original  DHEW  estimates  for  these  two  proposals  were  greatly 
inconsistent,  being  biased  upward  as  to  the  cost  of  Workfare  relative 
to  FAP.  The  latest  HEW  estimates  (in  the  June  27  memo)  remove 
some  of  this  inconsistency,  but  by  no  means  all.  Quite  naturally,  I 
recognize  the  inherent  possible  variability  in  any  estimates  for  new 
programs  such  as  these,  regardless  of  who  makes  the  estimates. 

Let  me  now  give  detailed  comments  on  the  DHEW  memorandum : 

(1)  Item  B.  first  paragraph. — The  DHEW  memorandum  makes 
the  quibbling  comment  that  I  stated  the  DHEW  estimate  of  FAP 
and  related  programs  for  children  in  H.R.  1  to  be  $8.4  billion,  whereas 
the  actual  figure  was  $8.5  billion.  Actually,  the  former  figure  was  an 
adjusted  one,  to  yield  comparability  and  consistency,  and  is  fully  ex- 
plained in  item  B  of  my  memorandum. 

(2)  Item  B,  first  paragraph  following  the  table. — At  one  point,  the 
DHEW  memorandum  criticizes  my  statement  of  the  DHEW  estimate 
of  the  FAP  cost  of  $5.8  billion  in  FY  1974  as  including  only  1/2  year 
of  payments  to  the  working  poor,  whereas  DHEW  asserts  that  a  full 
year  of  such  payments  was  included.  The  basis  for  my  statement  is 
footnote  2  in  the  attached  table  ^  (which  table  was  the  basis  for  my  $5.8 
billion  figure  and  was  prepared  by  DHEW) .  More  importantly,  it  may 
be  noted  that  the  revised  DHEW  figure  of  $9.4  billion  for  FAP  and 
related  programs  for  children  in  H.R.  1  (as  shown  on  the  table  in  item 
B),  when  increased  by  my  $1.2  billion  estimate  of  the  effect  of  the  in- 
centives to  utilize  FAP,  is  adjusted  to  $10.6  billion,  or  quite  close 
to  my  estimate  of  $10.4  billion  (see  last  paragraph  of  item  B  of  my 
memorandum).  Thus  the  only  significant  difference  between  the 


1  See  pp.  581-2. 


mn 

DHEW  estimate  and  mine  is  the  extent  of  recognition  of  such  incen- 
tives to  utilize  FAP  once  it  were  in  existence. 

I  continue  to  believe — as  I  did  when  at  DHEW  and  as  my  estimates 
of  such  higher  costs  were  submitted  to  the  House  Ways  and  Means 
Committee — that  this  factor  will  occur  (as  it  did  for  other  legislated 
programs,  such  as  Medicare  and  Medicaid).  DHEW  simply  will  not 
recognize  that  many  persons  who  appear  to  be  not  eligible  according  to 
the  data  in  the  survey  will  make  themselves  eligible  if  the  plan  went 
into  effect,  by  changing  their  income  patterns. 

(3)  Item  paragraph  1. — As  to  the  adequacy  and  validity  of  the 
sample  data,  it  may  merely  be  pointed  out  that  they  grossly  understate 
welfare  payments  as  against  the  hnoion  national  total.  Income  report- 
ing in  the  CPS,  especially  for  those  at  the  lower-income  levels,  is  ex- 
ceptionally poor. 

(4)  Item  paragraph  2. — As  to  reliance  on  EDP  methods,  EDP  is 
without  rival  Avhen  it  comes  to  recording  mass  data  (e.g.  the  Social 
Security  wage  records),  but  it  is  by  no  means  perfect  when  it  comes 
to  making  estimates  of  an  occasional  nature  that  cannot  be  verified  by 
parallel  "hand"  computations  or  by  "human  inspection"  of  the  de- 
tailed data,  in  lieu  of  blind  acceptance  of  the  aggregate  results  that 
come  out  of  the  EDP  machine  at  the  end  of  the  process. 

(5)  Item  B^  paragraph  4- — My  point,  which  DHEW  apparently 
failed  to  understand,  was  that  it  is  unrealistic  (and  poor  estimating 
technique  too)  to  assume  that,  under  conditions  of  dynamic  economic 
conditions  (rising  prices  and  wages),  benefit  amounts  would  remain 
unchanged.  Either  constant  economic  conditions  and  constant  bene- 
fits should  have  been  assumed  (preferably),  or  dynamic  economic 
conditions  and  rising  benefits  should  have  been  used. 

(6)  Item  (7,  first  paragraph. — A  "difference  in  estimated  costs  of 
$76  billion"  ?  Why  did  not  DHEW  prepare  a  later  estimate  than  the 
April  26  one?  In  any  event,  I  did  recognize  that  the  plan  had  been 
changed  somewhat  since  DHEW  had  made  its  estimate  (see  item 
C-1  of  my  memorandum ;  also  excluded  there  was  $.5  billion  estimated 
by  DHEW  for  a  children's  alloAvance  program  that  was  originally 
considered,  but  was  not  in  the  proposal  for  which  I  made  a  cost 
estimate). 

(7)  Item  table. — The  revised  DHEW  estimate  for  the  Committee 
proposal — revised  both  as  to  methodology  and  to  reflect  changes  in 
provisions — is  now  much  closer  to  my  estimate,  but  I  believe  that  my 
estimate  is  still  valid  and  is  closer  to  the  likely  results  that  would  be 
experienced.  I  recognize,  of  course,  that  completely  accurate  estimates 
cannot  be  made  for  any  new,  different  program  as  this,  without  a 
good  likelihood  of  some  variation  between  estimate  and  actual  experi- 
ence. Hereafter,  I  shall  discuss  the  several  items  on  which  the  DHEW 
estimates  and  mine  differ  significantly. 

(8)  Item  D. — With  regard  to  the  estimates  for  the  Guaranteed  Job 
Opportunity  portion  of  the  Workfare  proposal,  DHEW  has  lowered 
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its  estimates  to  take  into  account  the  lower  maximum  wage  in  the 
Work  Administration  (WA)  than  previously,  from  $3,000  to  $2,400 
per  year — and  a  small  reduction  in  the  estimate  of  the  number  who 
would  leave  private  employment  to  go  with  the  WA  (from  600,000 
to  400,000) .  I  believe  that  the  DHEW  estimate  of  the  latter  is  still  far 
too  high  (for  reasons  given  in  item  C-1  of  my  memorandum) .  DHEW 
does  not  take  into  account,  as  properly  should  be  done,  the  elements 
that  not  all  persons  in  the  WA  will  work  the  maximum  possible  time 
and  that  substantial  numbers  will  leave  WA  employment  to  work  in 
private  industry  or  "regular"  WA  employment  (see  item  C-1  in  my 
memorandum). 

DHEW  seems  to  believe  that  all  persons  in  poor  families 
Avill  seek  to  "maximize  their  economic  well-being"  by  working  as  much 
as  possible.  I  do  not  believe  that  is  so  in  many  cases,  because  some  will 
feel  that  the  additional  work  relative  to  the  additional  income  is  not 
worthwhile  (e.g.  to  work  sufficient  to  earn  $3,  but  to  be  able  to  retain 
only  $1  of  it). 

(9)  Item  E. — With  regard  to  the  estimates  for  the  Low- Wage  Sup- 
plement portion  of  the  Workfare  program,  DHEW  has  actually  in- 
creased its  estimate  (from  $1.7  to  $1.9  billion) ,  despite  the  fact  that  the 
original  estimate  was  grossly — and  obviously — overstated  due  to  an 
error  in  the  assumptions  (actually,  by  making  an  assumption  that  could 
not  possibly  be  true)  —  (see  item  C-2  in  my  memorandum).  The  in- 
crease is  due  to  DHEW's  loioer  estimate  of  the  number  of  employees 
who  would  leave  private  employment  to  go  wath  the  WA  (and  thus  a 
higher  number  would  remain  in  low-paid  private  employment).  It 
seems  incredible  that  DHEW  would  continue  to  use  the  obviously  im- 
possible assumption  that  the  average  loage  supplement  would  be  as 
much  as  $.68  per  hour,  when  the  absolute  maximum  possible  for  any 
individual  case  is  $.38  (so  that  the  average  would  likely  actually  be 
only  about  $.20)  —  (see  item  C-2  of  my  memorandum.) 

The  DHEW  estimate  of  the  number  of  eligible  workers  is  too  high, 
because  it  uses  1970  data  without  adjusting  for  the  effect  of  increasing 
general  wage  levels  between  then  and  FY  1974,  to  which  the  estimates 
are  intended  to  relate.  I  believe  that  my  estimate  in  the  previous 
memorandum  continues  to  be  reasonable,  despite  the  new  DHEW  es- 
timate and  the  DHEW  criticism. 

It  may  be  noted  that  using  the  DHEW  cost  estimate  of  $1.9  billion 
for  FY  1974  and  an  average  work- week  of  27  hours  as  DHEW  has 
assumed,  plus  an  average  hourly  wage  supplement  of  $.20  (see  above) , 
there  is  thereby  implied  an  average  number  of  eligible  workers  of  5.3 
million  ($1.7  billion  divided  by  52  times  27  times  $.20).  This  is  ob- 
viously ridiculously  high. 

(10)  Item  I. — As  to  the  cost  estimate  for  services  and  training,  the 
DHEW  estimate  is  slightly  reduced  (from  $.8  billion  to  $.7  billion), 
but  is  still  well  above  my  estimate  ($.4  billion).  For  the  reasons  given 
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in  item  C-6  of  my  memorandum,  I  continue  to  believe  that  my  esti- 
mate is  reasonable. 

(11)  Item  J . — As  to  the  cost  estimate  for  administrative  expenses, 
DHEW  has  reduced  its  estimate  for  $1.7  billion  to  $1.3  billion — as 
compared  with  my  estimate  of  $.7  billion.  The  difference  between  the 
estimates  for  the  Federal  programs  ($.7  billion  vs  $.4  billion)  is  en- 
tirely due  to  the  differing  estimates  of  benefit  payments,  since  the 
estimates  of  administrative  costs  are  based  on  a  percentage  thereof. 
The  difference  between  the  estimates  of  Federal  payment  of  the  ad- 
ministrative expenses  for  the  State  programs  ($.6  billion  vs  $.2  bil- 
lion) is  not  so  readily  explained ;  my  estimate  may  be  a  bit  low,  but  the 
DHEW  estimate  seems  too  high  for  reasons  that  I  have  given  in  item 
C-7  of  my  memorandum  (in  any  event,  any  change  in  my  estimate 
would  be  small  relative  to  the  estimate  for  the  total  program). 

In  summary  then,  I  believe  that  my  previous  cost  estimates  for  the 
Family  Assistance  Plan  and  related  proposals  for  children  as  con- 
tained in  the  House-passed  version  of  H.R.  1  and  for  the  Workfare 
proposal  were  good  estimates,  despite  the  DHEW  criticisms  in  its 
memorandum  of  June  27.  Similarly,  I  believe  that  the  revised  DHEW 
estimates  contained  in  that  memorandum  are  too  low  as  to  the  former 
and  too  high  as  to  the  latter  (although  these  estimates  are  improve- 
ments over  earlier  DHEW  estimates,  in  some  respects) . 
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XIII.  INTERNAL  REVENUE  CODE  AMENDMENTS 


Retirement  Income  Credit 

(Sec.  531  of  the  bill  and  sec.  37  of  the  code) 

1 .  General  statement 

Individuals  65  Years  oj  Age  or  Over. — Under  present  law,  individuals 
who  are  65  years  of  age  or  over  may  receive  a  tax  credit  based  on 
the  first  $1,524  of  retirement  income.  The  credit  is  15  percent  of  this 
retirement  income.  Each  spouse  who  is  65  or  over  may  compute  his 
tax  credit  on  up  to  $1,524  of  his  own  retirement  income  (whether  they 
file  separate  or  joint  returns).  Alternatively,  spouses  65  or  over  who 
file  joint  returns  may  compute  their  credit  on  up  to  $2,286  of  retire- 
ment income  (one  and  one-half  times  $1,524)  even  though  one  spouse 
received  the  entire  amount  of  the  retirement  income. 

To  be  eligible  for  this  credit,  however,  an  individual  must  have 
received  more  than  $600  of  earned  income  in  each  of  10  years  prior  to 
the  taxable  year  (a  widow  or  widower  whose  spouse  had  received  such 
earned  income  is  considered  to  meet  this  earned  income  test) . 

Retirement  income,  for  purposes  of  this  credit,  includes  taxable 
pensions  and  annuities,  interest,  rents,  dividends,  and  interest  on 
Government  bonds  issued  especially  for  the  self-employed  setting  aside 
amounts  under  ''H.R.  10"  retirement  type  plans. 

The  maximum  amount  of  this  retirement  income  which  an  individual 
may  claim  ($1,524  or  $2,286  for  certain  married  couples)  must  be 
reduced  for  two  broad  categories  of  receipts.  First,  it  must  be  reduced 
(on  a  dollar-for-dollar  basis)  by  the  amount  of  social  security,  railroad 
retirement  or  other  exempt  pension  income  received  by  the  taxpayer. 
Second,  the  maximum  amount  of  retirement  income  that  can  be  ehgible 
for  the  credit  is  further  reduced  by  one-half  of  the  annual  amount  of 
earned  income  over  $1,200  and  under  $1,700  and  by  the  entire  amount 
of  earned  income  in  excess  of  $1,700.  This  reduction  for  earned  income 
does  not  apply,  however,  in  the  case  of  individuals  who  have  reached 
the  age  of  72. 

The  committee  agrees  with  the  House  that  it  is  desirable  to  recast 
the  present  retirement  income  credit  for  several  basic  reasons.  One 
reason  is  that  the  credit  needs  updating.  Most  of  the  features  of  the 
present  credit  have  not  been  revised  since  1962  when  the  maximum 
level  of  income  on  which  the  credit  is  computed  was  set  and  when  the 
current  earnings  hmits  were  established.^  Since  then,  there  have  been 
numerous  revisions  of  the  social  security  law  which  substantially 
liberalized  the  social  security  benefits.  As  a  result,  the  present  maxi- 
mum amount  of  income  eligible  for  the  credit  is  considerably  below 


'  One  other  feature  of  the  credit  was  adopted  in  the  1964  Revenue  Act.  This  provision  allowed  spouses  66 
and  over  who  file  joint  returns  to  claim  a  credit  on  up  to  $2,286  of  retirement  income  (one  and  one-half  times 
the  $1,524  maximum  base  for  single  people)  even  if  one  spouse  receives  the  entire  amount  of  the  married 
couple's  retirement  income. 
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the  maximum  social  security  primary  benefit  of  slightly  over  $2,500 
available  for  a  retired  worker  and  the  maximum  social  security  pri- 
mary and  supplementary  benefit  of  slightly  over  $3,750  available  for 
a  retired  worker  and  his  spouse. 

In  addition,  the  complexity  of  the  present  retirement  income  credit 
prevents  it  from  providing  the  full  measure  of  relief  it  was  intended 
to  grant  to  elderly  people.  This  complexity  stems  from  an  attempt  to  i 
pattern  the  credit  after  the  social  security  law  in  an  attempt  to  give  ! 
persons  not  receiving  social  security  payments  the  same  tax  benefits  as  \ 
social  security  recipients.  For  example,  to  claim  the  credit  on  his  tax 
return,  a  taxpayer  must  show  that  he  has  met  the  test  of  earning  $600 
a  year  for  10  years;  he  must  also  segregate  his  retirement  income  from 
his  other  income ;  he  must  reduce  the  maximum  amount  of  retirement 
income  eligible  for  the  credit  by  the  amount  of  his  social  security 
income  and  by  the  specified  portions  of  his  earned  income  under  the 
work  test;  a  credit  of  one  and  one-half  times  the  basic  credit  is  avail- 
able for  a  man  and  wife;  and  a  credit  is  available  for  each  spouse 
separately  if  each  spouse  independently  meets  the  eligibility  tests.  \ 

The  purpose  of  all  of  these  provisions  is  to  provide  individuals  who 
receive  little  or  no  social  security  benefits,  but  receive  retirement 
income,  the  opportunity  to  receive  tax  treatment  roughly  comparable 
to  that  accorded  to  those  who  get  the  maximum  amount  of  tax- 
exempt  social  security  benefits.  However,  the  result  has  been  to  impose 
severe  compliance  burdens  on  large  numbers  of  elderly  people,  many 
of  whom  are  not  skillful  in  filing  tax  returns.  Such  individuals  must  | 
now  compute  their  retirement  income  credit  on  a  separate  schedule, 
which  occupies  a  full  page  in  the  tax  return  packet,  with  19  separate 
items,  some  of  which  involve  computations  in  three  separate  columns. 
It  is  these  cdriaplexities  which  undoubtedly  account  for  the  fact  that  ' 
some  of  the  organizations  representing  retired  people  have  estimated 
that  as  many  as  one-half  of  all  elderly  individuals  eligible  to  use  the 
retirement  income  credit  do  not  claim  this  credit  on  their  tax  returns . 

The  House  also  modified  the  present  retirement  income  credit  to 
make  it  available  in  some  cases  to  persons  wich  earned  income.  The 
committee  believes,  however,  that  this  removes  one  of  the  important 
objectives  of  the  present  retirement  income  credit;  namely,  to  roughly 
equate  individuals  who  receive  little  or  no  social  security  tax  benefits, 
but  receive  retirement  income,  with  individuals  who  receive  the 
maximum  amount  of  social  security  benefits.  As  a  result,  the  committee 
amendments  do  not  make  the  credit  available  for  earned  income.  In 
other  words,  the  committee  bill,  in  contrast  to  the  House  bill,  retains 
the  provision  of  present  law  that  bases  the  credit  on  the  amount  of 
retirement  income. 

To  deal  with  the  problems  described  above,  the  committee  agrees 
with  the  House's  decision  to  update  the  amount  on  which  the  credit  is 
based  and  to  revise  upward  the  earnings  limitations.  The  comniittee 
also  agrees  that  the  problem  of  complexity  should  be  dealt  with  by 
no  longer  attempting  to  pattern  the  credit  closely  after  the  social 
security  provisions.  Instead,  to  the  extent  practical,  complicating 
features  of  the  credit  which  previously  were  included  in  order  to 
parallel  social  security  treatment  have  been  eliminated.  Thus,  the 
$600,  10-year  earnings  test  has  been  eliminated.  In  addition,  the 
variation  in  treatment  of  married  couples  depending  on  whether  they 
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are  separately  eligible  for  credits  is  eliminated.  However,  the  commit- 
tee amendments,  as  under  present  law,  limit  the  credit  to  the  amount 
of  retirement  income. 

To  update  the  credit,  the  maximum  amount  on  which  the  credit  is 
computed  is  increased  from  the  $1,524  under  present  law  (or  $2,286 
for  some  married  couples  or  $3,048  for  other  married  couples  where 
both  are  separately  eligible  for  the  credit)  to  $2,500  for  single  persons 
or  married  couples  filing  joint  returns  with  only  one  spouse  age  65  or 
over  and  to  $3,750  for  married  couples,  filing  joint  returns  where  both 
spouses  are  age  65  or  over.  (The  maximum  amount  on  which  the  credit 
is  based  is  to  be  $1,875  for  a  married  person  filing  a  separate  return.) 

These  maximum  amounts  for  computing  the  credit  are  reduced,  as 
under  present  law,  by  social  security  benefits  and  other  exempt  pension 
income. 

In  addition,  the  maximum  amounts  are  reduced  by  one-half  of 
earnings  in  excess  of  $2,000  received  by  a  single  taxpayer  or  by  each 
spouse  if  married  and  filing  a  joint  return  (or  in  excess  of  $1,000  for 
married  couples  filing  separate  returns).  This  may  be  compared  with 
the  reduction  required  by  present  law  of  one-half  of  earnings  between 
$1,200  and  $1,700  and  of  all  of  the  earnings  in  excess  of  $1,700.  This 
new  level  at  which  earnings  result  in  a  reduction  is  the  same  as  that 
for  social  security  benefits  provided  by  other  provisions  in  the  com- 
mittee bill. 

These  reductions  of  the  maximum  amount  for  social  security  and 
earnings  determine  the  amount  of  retirement  income  eligible  for  the 
credit.  The  credit  is  determined  by  simply  multiplying  the  lesser 
of  the  retirement  income  or  the  maximum  amount  (after  any  of  the 
reductions  referred  to  above)  by  15  percent. 

Based  upon  1972  exemption  levels  a  single  individual  age  65  who 
receives  the  maximum  retirement  income  credit  could  receive  up  to 
$4,321  before  paying  any  income  tax  under  present  law  if  the  income 
is  exclusively  from  pension  or  retirement  income  sources.  Under  the 
revised  credit,  he  may  receive  up  to  $5,142  of  income  and  still  pay  no 
tax  again  if  the  income  is  exclusively  from  pension  or  retirement  in- 
come sources. 

Under  present  law  a  married  couple  filing  a  joint  return  where  both 
are  age  65  or  over  may  receive  $6,631  of  pension  or  investment  income 
before  paying  any  tax.^  Under  the  revised  credit,  they  could  receive 
up  to  $7,962  of  pension  or  investment  income  before  paying  any  tax. 
Moreover,  the  revised  credit  continues  to  be  of  some  value  to  a  mar- 
ried couple  with  earnings  of  up  to  $11,500  if  a  joint  return  is  filed  and 
both  are  age  65  or  over.^ 

There  will  be  a  few  rare  instances  in  which  a  higher  tax  than  under 
present  law  may  result  from  the  revised  credit.  These  cases  arise  where 
one  spouse  has  pension  or  investment  income  and  is  eligible  for  the 
credit  under  present  law,  the  other  spouse  has  earned  income  and  a 
joint  return  is  filed.  Under  present  law,  the  earnings  of  the  other  spouse 
do  not  reduce  the  base  for  the  retirement  income  credit  as  is  provided 
under  the  new  credit.  The  committee  agrees  with  the  House  con- 


1  Assuming  the  alternative  retirement  income  credit  computation  based  on  $2,286. 

2  If  each  spouse  has  at  least  $2,000  of  earnings,  the  maximum  amount  of  the  credit  is  reduced  $1.00  for  each 
$2.00  of  earnings  in  excess  of  $4,000.  Thus,  the  credit  disappears  at  twice  $3,750  ($7,500) ,  plus  $4,000,  or  $11,500. 
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elusion,  however,  that  the  very  substantial  additional  simplification 
of  the  tax  form  brought  about  for  the  majority  of  the  elderly  which 
results  from  eliminating  the  separate  husband  and  wiie  computation 
procedure  (which  requires  an  additional  two  columns  on  the  tax 
form)  justifies  the  combination  of  the  earnings  requirement. 

Moreover,  the  effect  of  the  combined  earning  requirement  is  lessened 
by  increasing  the  earnings  limitation  to  $2,400  for  each  spouse  and 
by  phasing  out  the  amount  on  which  the  credit  is  based  for  earned 
income  above  $2,400  on  a  50  cents  per  dollar  basis  rather  than  on  the 
dollar-for-dollar  basis  provided  by  present  law. 

An  example  of  the  type  of  simplified  tax  credit  form  for  taxpayers 
age  65  and  over  which  these  changes  make  possible  is  shown  below. 
This  form  is  about  one-third  as  long  as  the  present  form  and  involves 
only  one  column  instead  of  three.  It  requires  the  taxpayer  to  select 
the  appropriate  amount  on  which  to  compute  the  credit  and  to  deduct 
social  security  benefits  and  certain  other  tax-exempt  income.  It  also 
requires  the  taxpayer  to  deduct  earned  income  above  specified  levels. 
The  credit  is  computed  at  a  15  percent  rate  on  the  lesser  of  the  amount 
of  the  retirement  income  or  the  balance,  and  this  is  then  entered  on 
the  tax  return  as  a  tax  credit.^ 


>  An  example  of  the  type  of  tax  form  to  be  used  by  taxpayers  under  age  65  who  receive  pension  income 
from  public  retirement  systems  is  shown  at  the  end  of  the  technical  discussion. 

Schedule  R. — Credit  for  taxpayers  age  65  and  over 

(Joint  returns  with  one  spouse  under  age  65  who  has  public  pension  income,  use 

Schedule  S) 


MAXIMUM  AMOUNTS  FOR  CREDIT  COMPUTATION 

Then  your  maximum 
amount  for  credit 


If  vou  are :  (check  one  box)  computation  is— 

□  Single  $2,  500 

□  Married  filing  jointly  and  only  one  spouse  is  65  or  over   2,  500 

□  Married  filing  jointly,  both  age  65  or  over   3,  750 

□  Married  filing  a  separate  return  and  age  65  or  over   1,  875 


1.  Enter  (from  above)  your  maximum  amount  for  credit  computation. 

2.  Amounts  received  as  pensions  or  annuities  under  the  Social  Security 

Act,  the  Railroad  Retirement  Acts  (but  not  supplemental  annui- 
ties) and  certain  other  exclusions  from  gross  income  • 

3.  Earned  income  received  (does  not  apply  to  persons  age  72  and  over) . 

Enter     of  earnings  over — 
$2,000  if  single; 

$2,000  received  by  the  husband  ,  plus 

$2,000  received  by  the  wife   ,  if  married  and  filing 

jointly;  or 

$1,000  if  married  and  fihng  separately  

4.  Total  of  lines  2  and  3  -  . 

5.  Balance  (subtract  line  4  from  line  1) ;  if  more  than  zero  complete 

this  form;  if  zero  or  less,  do  not  file  this  form  . 

6.  Amount  of  retirement  income  

7.  Amount  of  credit;  enter  (here  and  on  form  1040,  line  52)  15  percent 

of  lesser  of  line  5  or  line  6  but  not  more  than  the  total  tax  on 
form  1040,  line  19  
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Those  under  65  receiving  pensions  from  public  retirement  systems. — 
Under  present  law,  individuals  under  the  age  of  65  also  are  eligible 
for  tax  credits  for  retirement  income  but  only  with  respect  to  pensions 
received  under  a  public  retirement  system.  Only  income  from  a  pen- 
sion, annuity,  retirement,  or  similar  fund  or  system  established  by  the 
United  States,  a  State,  or  a  locality  qualifies  under  this  provision. 
This  restriction  of  retirement  income  for  purposes  of  the  credit  to  in- 
come from  a  public  retirement  system  applies  only  until  the  individual 
reaches  the  age  of  65;  thereafter  he  is  entitled  to  take  the  credit  on 
the  same  basis  as  other  individuals  who  have  reached  that  age. 

The  retirement  credit  for  individuals  under  65,  apart  from  the  fact 
that  it  applies  only  to  a  pension  under  a  public  retirement  system, 
presently  is  much  like  the  credit  applying  to  individuals  65  and  over. 
(There  are  some  other  differences,  however,  which  are  noted  below.) 
Thus,  it  is  limited  to  15  percent  of  retirement  income  up  to  $1,524. 
Each  spouse  under  65  may  claim  the  credit  on  up  to  $1,524  with  respect 
to  his  own  public  retirement  income  either  on  joint  or  separate  re- 
turns. However,  unlike  married  couples  65  or  over,  those  under  65 
who  file  joint  returns  are  not  entitled  to  a  $2,286  ceiling  in  computing 
the  credit. 

To  be  eligible  for  the  credit,  individuals  under  65  also  are  required 
to  meet  the  same  10-year,  $600  earnings  test  as  those  over  65.  Similarly, 
for  those  under  65,  the  maximum  amount  of  public  retirement  income 
that  can  be  eligible  for  the  credit  is  reduced  one  dollar  for  each  dollar 
of  social  security  or  railroad  retirement  pensions  received.  However, 
the  reduction  in  the  maximum  amount  eligible  for  the  credit  by  reason 
of  earnings  is  different  for  individuals  under  age  62  who  are  receiving 
public  retirement  pensions.  In  the  case  of  such  individuals,  this 
maximum  amount  is  reduced  doUar-for-dollar  for  all  earned  income 
over  $900.  Starting  with  age  62,  however,  those  receiving  public 
retirement  pensions  are  eUgible  for  the  same  more  liberal  earnings 
rules  which  now  apply  to  persons  who  are  65  or  over;  that  is,  under 
present  law,  the  maximum  amount  on  which  the  credit  is  based  is 
reduced  by  one-half  the  amount  of  earned  income  over  $1,200  but 
not  over  $1,700,  and  the  full  amount  of  earned  income  in  excess  of 
$1,700. 

In  view  of  the  liberalized  base  for  the  credit  made  available  to  those 
age  65  or  over  by  this  bill,  the  committee  agrees  with  the  House 
decision  to  make  comparable  liberalizations  in  the  amount  of  public 
pension  income  eligible  for  the  retirement  income  credit.  To  some 
extent  the  application  of  the  earnings  test  has  also  been  liberalized 
for  those  receiving  public  retirement  pensions. 

The  maximum  amount  on  which  the  tax  credit  computation  may 
be  made  for  this  group  is  increased  from  the  present  $1,524  to  the 
same  amounts  provided  by  the  revised  credit  for  those  age  65  and  over. 
As  is  the  case  under  present  law,  however,  the  credit  is  limited  to 
the  amount  of  public  pension  income  received.  In  addition,  the 
earnings  level  above  which  earnings  reduce  the  base  for  the  credit  is 
increased  from  $900  to  $1,000  for  those  under  age  62.  For  those  from 
age  62  to  65,  the  earnings  limitation  is  increased  so  that  the  amount 
on  which  the  credit  is  based  is  reduced  for  one-half  of  earnings  over 
$2,000.  (These  amounts  are  $500  and  $1,000  respectively  in  the  case 
of  a  married  person  filing  a  separate  return.) 
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The  principles  and  method  of  computation  of  the  credit  are  essen- 
tially the  same  as  present  law.  Like  the  revised  credit  for  those  65  and  j 
over,  however,  the  revised  retirement  income  credit  requires  that  the  j 
earnings  of  both  spouses  be  combined  in  the  case  of  a  joint  return; 
the  separate  computation  of  present  law  is  eliminated.^ 

The  committee  agrees  with  the  House  conclusion  that  the  form  used 

for  computing  the  tax  credit  for  those  age  65  and  over  should  not  be  | 
combined  with  the  form  used  for  the  public  service  retirees  eligible  for 

credit  who  are  under  age  65.  Part  (although  by  no  means  all)  of  the  I 

complexity  of  the  present  form  stems  from  different  requirements  i 

applicable  with  respect  to  public  service  retirees  and  the  general  ! 

retirees  age  65  and  over.  The  different  variables  which  must  be  ' 

accounted  for  on  the  return  form  are  increased  substantially  when  the  j 

two  somewhat  different  types  of  credits  are  combined  on  a  single  i 

form.  An  example  of  a  tax  credit  form  which  might  be  used  for  public  I 

retirees  under  age  65  is  shown  at  the  end  of  the  general  explanation  | 

below.  I 

Revenue  effect. — It  is  estimated  that  the  changes  made  for  those  I 

over  age  65  and  also  for  the  public  service  retirees  under  age  65  wUl  i 
reduce  tax  liability  in  calendar  year  1973  by  $225  million. 

Effective  date. — The  House  bill  would  have  made  the  changes  I 

proposed  in  its  version  of  the  bill  effective  for  the  calendar  year  1972  ; 
and  later  years.  In  order  to  avoid  retroactive  effect,  the  committee 

has  postponed  the  effective  date  by  one  year.  As  a  result,  the  pro-  I 

visions  are  to  first  apply  to  taxable  years  beginning  after.  December  31,  ^ 

1972.  ! 

2.  Technical  discussion  i 
Individuals  65  years  of  age  and  over. — In  general,  the  credit  provided  ' 
by  the  bill  as  amended  by  the  committee  (sec.  37  of  the  code)  liberalizes 
the  retirement  income  credit  available  under  present  law  for  those  age  j 
65  and  over  in  three  respects.  First,  the  amount  of  retirement  income  i 
with  respect  to  which  the  15-percent  credit  may  be  claimed  is  increased  | 
to  $2,500  for  a  single  person  and  to  $3,750  in  the  case  of  a  married  \ 
couple  filing  a  joint  return.  Second,  for  individuals  between  ages  65  and  i 
72,  earned  income  received  by  them  is  to  reduce  the  maximum  amount  ! 
eligible  for  the  credit  only  to  the  extent  of  one-half  the  amount  of  this  | 
income  in  excess  of  $2,000.  Third,  the  credit  is  to  be  available  regard-  i 
less  of  whether  the  individual  has  had  work  experience  (i.e.,  has  re-  ! 
ceived  earned  income)  in  prior  years.  (In  addition,  as  discussed  more  , 
fully  below,  the  bill  also  liberalizes  the  credit  presently  allowed  persons 
under  65  years  of  age  who  are  receiving  pensions  or  annuities  from  a 
public  retirement  system.)  j 

As  indicated  above,  the  committee  has  retained  the  concept  of 
present  law  that  the  amount  of  the  credit  is  based  upon  the  amount  of  ' 
retirement  income.  For  this  purpose,  retirement  income,  as  under 
present  law,  is  defined  to  mean  income  from  pensions  and  annuities  j 
(including,  as  is  the  case  under  present  law,  public  retirement  system 

1  In  addition,  in  the  case  of  a  joint  return  with  one  spouse  age  65  or  over  and  the  other  under  age  65  and 
receiving  public  pension  income,  the  $3,760  maximum  amount  for  the  credit  is  reduced  by  $1,250  minus  the  , 
public  pension  income  received  by  the  younger  spouse.  In  effect,  the  taxpayer  age  65  or  over  is  entitled  to  the 
$2,500  available  to  elderly  taxpayers,  and  in  order  for  the  couple  to  receive  the  $3,750  maximum,  the  spouse 
under  age  65  must  have  at  least  $1,250  of  pension  income.  Otherwise,  the  taxpayer  age  65  with  a  spouse  re- 
ceiving public  pension  income  could,  in  effect ,  receive  a  larger  maximum  credit  than  a  taxpayer  age  65  whose  j 
spouse  did  not  receive  such  pension  income. 
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pension  income),  interest,  rents,  and  dividends.  As  under  existing  law, 
there  is  a  limit  on  the  amount  of  retirement  income  which  may  be 
taken  into  account. 

Under  the  bill  the  amount  of  retirement  income  with  respect 
to  which  the  15-percent  credit  may  be  claimed  may  not  exceed 
$2,500  in  the  case  of  a  single  individual  age  65  or  over  or  a  married 
couple  filing  a  joint  return  where  only  one  spouse  is  age  65  or  over. 
In  the  case  of  a  married  couple  filing  a  joint  return  where  both  spouses 
are  age  65  or  over,  the  maximum  amount  is  $3,750.  (As  under  present 
law  the  age  of  an  individual  is  to  be  determined  as  of  the  close  of  the 
taxable  year  in  question.)  This  credit  is  to  be  available  whether  or  not 
the  individual  (or  his  spouse  in  the  case  of  a  joint  return)  has  received 
$600  of  earned  income  in  10  prior  years. 

The  maximum  amount  is  to  be  reduced  by  amounts  received  by 
the  individual  (and  by  his  spouse  in  the  case  of  a  married  couple  filing 
a  joint  return)  as  a  pension  or  annuity  under  the  Social  Security  Act, 
the  Railroad  Retirement  Acts  or  as  a  pension  or  annuity  which  is 
otherwise  excluded  from  gross  income. 

In  addition,  there  is  to  be  a  further  reduction  of  the  maximum 
amount  for  certain  amounts  of  earned  income  received  by  the  indi- 
vidual (and  by  his  spouse  in  the  case  of  a  married  couple  filing  a  joint 
return) .  (As  under  present  law,  no  reduction  is  to  be  made  for  earned 
income  of  an  individual  age  72  or  over.)  In  the  case  of  a  single  individ- 
ual, the  maximum  amount  is  to  be  reduced  by  one-half  of  the  amount 
of  earned  income  received  by  the  individual  for  the  year  in  excess  of 
$2,000. 

In  the  case  of  a  married  couple  filing  a  joint  return,  this  earned 
income  reduction  is  to  be  determined  separately  with  respect  to  the 
earned  income  of  each  spouse.  In  other  words,  each  spouse  is  to 
separately  compute  the  amount  of  this  reduction  (i.e.,  one-half  the 
amount  of  earned  income  received  by  him  (or  her)  in  the  taxable  year 
in  excess  of  $2,000),  and  then  these  separate  amounts  are  to  be  aggre- 
gated to  determine  the  total  amount  of  the  couple's  earned  income 
reduction.  Where  only  one  spouse  (of  a  married  couple  filing  a  joint 
return)  is  age  65  or  over,  earned  income  of  the  spouse  under  age  65 
is  to  reduce  the  couple's  maximum  amount  to  the  extent  of  one-half 
of  the  excess  of  that  income  over  $2,000,  regardless  of  the  age  of  that 
spouse  (unless  that  spouse  is  the  recipient  of  a  public  retirement  system 
pension  in  which  case  the  earned  income  reduction  rules  discussed 
below  are  to  apply). 

In  the  case  of  a  married  individual  age  65  or  over  filing  a  separate 
return,  the  maximum  amount  of  retirement  income  with  respect  to 
which  the  credit  may  be  claimed  is  $1,875.  In  addition,  the  amount 
of  the  reduction  for  earned  income  received  by  the  individual  is  to 
be  one-half  the  amount  of  the  individual's  earned  income  in  excess 
of  $1,000,  rather  than  $2,000. 

Those  under  65  receiving  pensions  from  public  retirement  systems. — In 
the  case  of  individuals  under  age  65,  the  bill  continues  the  allowance 
of  a  credit  to  those  who  receive  a  pension  or  annuity  from  a  public 
(Federal,  State  or  local)  retirement  system.  This  treatment  is  to  be 
available,  however,  only  if  the  pension  or  annuity  received  by  the 
individual  is  paid  in  respect  of  services  performed  by  him  (or  if  he 
is  deceased,  by  his  spouse).  In  the  case  of  a  single  individual,  or  a 
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married  couple  filing  a  joint  return  where  only  one  spouse  is  receiving 
a  public  retirement  system  pension,  the  maximum  amount  of  retire- 
ment income  which  may  be  taken  into  account  for  purposes  of  the 
credit  is  $2,500.  In  the  case  of  a  married  couple  filing  a  joint  return 
where  both  husband  and  wife  receive  public  retirement  system  pen- 
sions the  maximum  amount  of  retirement  income  is  $3,750. 

As  in  the  case  of  those  65  years  of  age  and  over,  the  maximum 
amount  of  retirement  income  is  to  be  reduced  by  pensions  or  annuities 
received  by  the  individual  (and  by  his  spouse  in  the  case  of  a  married 
couple  filing  a  joint  return)  under  the  Social  Security  Act,  Railroad 
Retirement  Acts,  or  which  are  otherwise  excluded  from  gross  income. 

In  addition,  a  reduction  in  the  maximum  amount  of  retirement 
income  is  to  be  made  for  certain  amounts  of  earned  income  received 
by  the  individual  (and  by  his  spouse  in  the  case  of  a  married  couple 
filing  a  joint  return).  If  the  individual  is  between  the  ages  of  62  and 
65,  the  amount  of  the  reduction  is  to  be  one-half  the  amount  of  earned 
income  received  by  him  for  the  year  in  excess  of  $2,000.  If  the  indi- 
vidual has  not  attained  the  age  of  62,  then  the  amount  of  the  reduc- 
tion is  to  be  the  amount  of  his  earned  income  for  the  year  in  excess  of 
$1,000.  In  the  case  of  a  married  couple  fiUng  a  joint  return  (whether 
one  or  both  are  receiving  pubUc  retirement  system  pensions),  the 
earned  income  reduction  is  to  be  appUed  separately  with  respect  to 
each  spouse  (both  with  respect  to  the  earned  income  received  in  the 
taxable  year  by  each  spouse  and  with  respect  to  the  age  of  each 
spouse) ,  and  then  the  amounts  of  the  separately  computed  reductions 
are  to  be  aggregated  to  determine  tple's  totalhe  cou  earned  income 
reduction. 

The  bni  Hmits  the  amount  which  may  be  taken  into  account  for 
purposes  of  the  credit  in  the  case  of  individuals  under  age  65  to  pubhc 
retirement  system  pension  income.  However,  ui  no  event  may  more 
than  $2,500  of  this  income  received  by  an  individual  during  a  taxable 
year  be  taken  into  account.  In  the  case  of  a  married  couple  filing  a  joint 
return  where  both  spouses  are  receiving  public  retirement  system 
pension  iucome,  no  more  than  $2,500  of  this  type  of  pension  iacome 
may  be  taken  iuto  account  with  respect  to  each  spouse  for  purposes 
of  this  additional  Hmitation  (although  the  total  base  of  the  credit  for 
such  couple  is  limited,  of  course,  to  $3,750). 

For  example,  assume  a  married  couple  under  age  65  filed  a  joint 
return  and  did  not  receive  any  social  security  (or  siniilar  amounts) 
or  earned  income  which  would  cause  a  reduction  in  their  $3,750  max- 
imum amount  of  retirement  income  which  may  be  taken  iato  account. 
If  one  spouse  received  a  $3,000  pubhc  retirement  system  pension 
while  the  other  spouse  received  only  a  $100  public  retirement  system 
pension,  they  could  take  into  account  $2,600  (that  is,  $2,500  of  pension 
income  of  the  one  spouse  and  $100  of  pension  iucome  of  the  other 
spouse).  Accordingly,  the  amount  of  retirement  iacome  with  respect 
to  which  the  credit  could  be  claimed  would  be  limited  to  $2,600. 

Where  a  married  couple  files  a  joint  return  and  one  spouse  is  age  65 
or  over  and  the  other  spouse  is  under  age  65  but  is  receiving  a  public 
retirement  pension,  the  bill  provides  that  a  further  reduction  in  the 
maximum  amount  of  retirement  income  is  to  be  made  if  the  pension 
income  of  the  spouse  who  is  under  65  is  less  than  $1,250. 
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The  amount  of  the  reduction  is  the  amount  by  which  $1,250  exceeds 
the  amount  of  that  spouse's  pubhc  retirement  system  pension.  For 
example,  if  the  pubhc  retirement  system  pension  of  the  spouse  under 
age  65  was  $1,000,  the  maximum  initial  amount  for  the  married 
couple  in  this  case  would  be  reduced  from  $3,750  to  $3,500  (the  $2,500 
available  for  the  spouse  over  age  65  plus  the  $1,000  for  the  spouse 
under  65).  If  there  were,  in  addition,  $750  of  social  security  and/or 
earned  income  in  excess  of  the  limitations,  there  would  be  a  further 
reduction  of  the  $3,500  to  $2,750. 

If  a  married  individual  under  age  65  is  receiving  a  public  retirement 
system  pension  and  files  a  separate  return,  the  maximum  amount 
which  may  be  taken  for  purposes  of  the  credit  is  $1,875.  In  addition, 
under  the  earned  income  reduction,  this  maximum  amount  where  a 
separate  return  is  filed  is  to  be  reduced  if  the  individual  is  between  62 
and  65  by  one-half  the  amount  of  his  earned  income  for  the  year  in 
excess  of  $1,000  or,  if  he  is  under  age  62,  by  the  amount  of  his  earned 
income  for  the  year  in  excess  of  $500. 

Miscellaneous  provisions. — As  under  present  law,  since  the  bill  makes 
no  specific  provision  for  a  refund  in  this  case,  the  credit  may  not  exceed 
the  individual's  (or  the  married  couple's,  in  the  case  of  a  joint  return) 
tax  for  the  year.  For  this  purpose,  however,  the  bill  provides  that  the 
credit  is  to  be  taken  before  the  foreign  tax  credit.  In  other  words,  the 
tax  for  the  year  is  to  be  computed  before  reduction  for  the  foreign  tax 
credit  and  the  credit  for  tax  withheld  on  certain  tax  free  covenant 
bonds.  A  correlative  change  is  made  by  the  bill  in  the  limitation  on  the 
foreign  tax  credit  to  reflect  this  reordering  of  the  priority  of  these  two 
credits.  Thus,  the  Umitation  on  the  foreign  tax  credit  is  to  be  com- 
puted with  respect  to  the  tax  for  the  year  after  reduction  for  the  re- 
tirement income  credit. 

The  bill  also  continues  the  definition  of  earned  income  which  is 
found  in  present  law.  The  House  bill  further  provides,  however,  that 
for  purposes  of  computing  the  earned  income  reductions  under  the  bill, 
community  property  laws  are  not  to  be  taken  into  account  in  deter- 
mining whether  earned  income  received  by  a  married  couple  is  the 
earned  income  of  the  husband  or  the  earned  income  of  the  wife.  The 
committee  agrees  with  the  House  decision  and  further  believes  that  the 
rule  should  apply  to  all  income  derived  from  personal  effort.  Accord- 
ingly, the  committee  has  amended  the  House  bill  to  further  provide 
that  the  community  property  laws  are  not  to  be  taken  into  account  in 
determining  whether  income  from  pensions  and  annuities  for  personal 
services  (including  public  retirement  income  pensions)  is  the  income  of 
the  husband  or  wife.  Accordingly,  in  a  community  property  State, 
earned  income,  or  pension  income,  received  by  the  husband  for 
personal  services  performed  by  him  is  to  be  considered  entirely  his 
income  and  not  in  part  attributable  to  his  wife. 

In  addition,  as  under  present  law,  nonresident  aliens  are  not  to  be 
eligble  for  the  credit  provided  by  the  bill. 

The  amendments  made  by  the  committee's  version  of  the  bill  with 
respect  to  the  retirement  income  credit  are  to  apply  to  years  beginning 
after  December  31,  1972.  The  House  bill  would  have  applied  to  years 
beginning  after  December  31,  1971. 

Earlier  in  the  report,  an  illustrative  schedule  for  the  credit  in  the 
case  of  those  65  and  over  was  shown.  The  schedule  which  follows  indi- 
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cates  how  the  tax  credit  can  be  computed  separately  for  those  under  I 

age  65  who  have  public  retirement  system  pensions.  i 

Schedule  S. — Credit  where  at  least  one  taxpayer  is  under  age  66  and  receives  i 
-pension  or  annuity  income  from  public  retirement  systems 


Then  your  maximum 
amount  for  credit 

If  you  are  (check  one  box):  computation  is — 


□  Single  under  65  and  receiving  public  retirement  pension   $2,  500  , 

□  Married  filing  jointly  both  under  65  and  one  receiving  public  ' 

retirement  pension   2,  500  j 

□  Married  filing  jointly  both  under  65  and  both  receiving  public 

retirement  pension   3,  750  ! 

□  Married  filing  jointly,  one  under  65  and  receiving  public  retire- 

ment pension  and  other  spouse  over  65   3,  750  j 

□  Married  filing  separately  under  age  65  and  receiving  public  | 

retirement  pension   1,  875  | 


1.  Enter  (from  above)  your  maximum  amount  for  credit  computation. 


2.  Amounts  received  as  pensions  or  annuities  under  the  Social  ' 

Security  Act,  the  Railroad  Retirement  Acts  (but  not  supple-  [ 
mental  annuities)  and  certain  other  exclusions  from  gross  ' 
income    | 

3.  Earned  income  received  (does  not  apply  to  persons  age  72  or  ; 

over) : 

Single:  age  62  or  over,  enter  ji  of  earnings  over  $2,000; 

under  age  62,  enter  all  earnings  over  $1,000   I 

Married  filing  jointly:  enter  }i  of  earnings  in  excess  of  f 
$2,000  for  each  spouse  age  62  or  over;  and  all  earnings  r 
over  $1,000  for  each  spouse  under  age  62   ^ 

Married  filing  separately:  age  62  or  over,  enter  of  I 
earnings  in  excess  of  $1,000;  under  age  62,  enter  earnings  f 
in  excess  of  $500   •  I 

4.  Total  of  lines  2  and  3    » 

5.  Balance  (subtract  line  4  from  line  1) ;  if  more  than  zero  complete  - 

this  form;  if  zero  or  less,  do  not  file  this  form    ' 

6.  Income  received  by  taxpayers  under  age  65  from  pensions  and 

annuities  under  public  retirement  systems  (e.g..  Federal,  State 
Governments,  etc.)  included  on  form  1040,  line  18.  But  no  more  j 
than  $2,500  for  each  spouse  for  married  filing  jointly    p 

7.  If  married  filing  jointly,  and  one  spouse  is  age  65  or  over  and  the 

other  spouse  has  public  pension  income,  subtract  the  amount  ! 
of  such  income  from  $1,250  and  enter  difference  (not  less  than  I 
zero)    p 

8.  Subtract  line  7  from  line  5  and  enter  remainder    , 

9.  Enter  the  smallest  of  fines  5,  6,  or  line  8   ' 

10.  Amount  of  credit:  enter  (here  and  on  form  1040,  line  52)  15  per-  P 

cent  of  line  9  but  not  more  than  the  total  tax  on  form  1040,  line  9 
19  .    ! 


Tax  Credit  for  Employing  Welfare  Recipients 

(Sec.  532  of  the  bill  and  sec.  50B  of  the  code)  [ 

Present  law. — Under  present  law,  in  certain  cases  an  employer  is 
allowed  an  income  tax  credit  equal  to  20  percent  of  the  wages  he  pays  \ 
to  an  employee  during  the  first  12  months  of  his  employment  (whether  i 
or  not  these  are  consecutive  months) .  However,  the  aggregate  amount  j 
of  any  such  credits  which  may  be  taken  in  any  year  may  not  exceed  i_ 
the  tax  liability  (before  this  credit)  in  the  case  of  the  first  $25,000  of 

I 
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liability  plus  50  percent  of  this  tax  Kability  over  $25,000.  However, 
a  carryback  of  3  years  (but  not  before  1972)  and  a  carryforward  of 
7  years  are  allowed  with  respect  to  any  such  unused  amounts.  The 
principal  conditions  which  must  be  met  for  this  credit  to  be  available 
are: 

1 .  The  credit  is  available  only  for  an  employee  employed  in  a 
trade  or  business  of  the  taxpayer. 

2.  The  employee  must  be  an  individual  certified  by  the  Secre- 
tary of  Labor  as  having  been  placed  in  employment  under  a  Work 
Incentive  (WIN)  Program  (established  under  section  432(b)(1)  of 
the  Social  Security  Act) . 

3.  The  individual  must  be  continued  in  employment  for  at  least 
1  year  after  the  completion  of  the  first  12  months  of  employ- 
ment unless  the  employee  becomes  disabled,  or  ceases  his  employ- 
ment either  voluntarily  or  because  of  misconduct.  (If  a  credit  is 
taken  but  this  2-year  employment  rule  is  not  met,  the  credit  is 
subject  to  a  recapture  rule.) 

In  addition  to  the  WIN  tax  credit,  elsewhere  in  the  tax  laws  (sec. 
214)  a  deduction  is  allowed  for  household  service  and  dependent  care 
expenses  incurred  in  order  to  permit  the  taxpayer  to  be  gainfully 
employed.  The  maximum  deduction  is  $400  per  month  but  is  phased 
out  (on  a  50  cents  per  dollar  basis)  when  the  adjusted  gross  income  of 
the  taxpayer  exceeds  $18,000. 

Reasons  jor  change. — The  committee  believes  that  it  is  highly 
desirable  to  encourage  not  only  businesses  but  also  private  individuals 
to  hire  individuals  who  would  otherwise  be  on  public  assistance  rolls. 
This  reflects  the  committee's  interest  in  developing  job  opportunities 
for  welfare  recipients  wherever  possible  in  regular  jobs.  Encouraging 
individuals  to  work  is  good  not  only  from  the  standpoint  of  their 
own  self-esteem,  but  is  also  advantageous  to  the  government  in  that  it 
reHeves  the  government  of  substantial  welfare  costs. 

The  two  tax  provisions  referred  to  above,  the  WIN  tax  credit  and 
the  deduction  for  household  service  and  dependent  care  expenses, 
already  accomphsh  the  objectives  sought  by  the  committee  in  part. 
The  WIN  tax  credit,  however,  is  limited  to  those  employed  in  a  trade 
or  business  and,  therefore,  does  not  encourage  the  employment  of 
individuals  to  perform  nonbusiness  personal  services.  In  addition,  the 
committee  bill  replaces  the  present  WIN  program  with  an  entirely  new 
guaranteed  employment  program,  with  its  primary  aim  the  placement 
of  employable  persons  who  are  now  welfare  recipients  in  regular 


In  view  of  this,  the  committee  has  added  a  provision  to  the  bill 
extending  the  application  of  the  present  work  incentive  credit  to  cover 
nonbusiness  as  well  as  business  employees.  In  addition,  because  the 
WIN  program  will  be  phased  out  under  the  bill,  the  provision  will 
cover  business  employees  certified  under  the  Guaranteed  Employment 
Program  by  the  Work  Administration.  In  this  connection,  the  name  of 
the  credit  is  also  changed  to  the  guaranteed  employment  credit. 

To  be  sure  that  the  primary  emphasis  is  placed  on  the  hiring  of  bona 
fide  participants  in  the  guaranteed  employment  program,  the  credit  of 
20  percent  is  provided  only  for  persons  who  have  been  participating 
in  the  program  at  least  one  month,  and  the  credit  applies  with  respect 
to  wages  paid  up  to  $4,000.  To  make  sure  that  the  credit  given  with 
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respect  to  nonbusiness  employees  does  not  provide  a  double  tax  benefit 
(when  taken  into  account  with  the  deduction  for  household  service 
and  dependent  care  expenses),  the  credit  is  not  to  be  allowed  in  any 
year  in  which  the  household  service  and  dependent  care  expense 
deduction  is  claimed. 

This  credit,  to  the  extent  that  it  achieves  its  objective  of  obtaining 
greater  employment  through  the  private  sector  of  the  economy,  will 
also  have  the  effect  of  significantly  reducing  government  costs,  since 
the  cost  of  the  guaranteed  employment  which  ends  upon  entry  into 
private  employment  substantially  more  than  offsets  the  cost  of  any 
credit  allowed  under  this  provision.  For  example,  the  credit  per 
employee  may  result  in  a  revenue  reduction  of  as  much  as  $800  but 
may  save  the  government  up  to  $4,800  in  wages  under  the  guaranteed 
employment  program  over  the  two-year  period. 

Explanation  qjf  provision. — The  credit  for  the  nonbusiness  em- 
ployees and  for  business  employees  whose  employment  begins  after 
1973  will  be  based  on  the  employee's  annual  wage  rate  or  $4,000, 
whichever  is  smaller.  With  the  credit  being  at  a  20-percent  rate,  this 
limits  to  $800  the  amount  of  credit  which  may  be  obtaiued  with  re- 
spect to  any  one  employee.  The  annual  rate,  as  used  here,  means 
compensation  paid  for  at  least  three-fourths  of  the  normal  employ- 
ment period.  As  a  result,  if  an  employee  is  paid  $4,000  per  annum,  but 
works  less  than  three-fourths  of  the  normal  employment  period,  the 
maximum  credit  would  be  reduced  commensurately.  This  limitation 
does  not  apply  in.  the  case  of  those  qualifying  under  the  WIN  program 
who  are  employed  before  December  31,  1973. 

A  second  limitation  provides  specifically  that  in  the  case  of  non- 
business employees  and  business  employees  hired  after  1973  the  credit 
is  not  to  apply  with  respect  to  more  than  15  percent  of  the  aggregate 
wages  paid  (or  iucurred)  by  the  employer  to  all  employees  during  the 
year.  For  purposes  of  this  test,  only  so  much  of  the  aggregate  wages 
paid  (or  incurred)  which  do  not  exceed  (for  each  employee)  the  j 
average  rate  of  the  wages  paid  the  employees  certified  under  this  pro-  ' 
vision  are  to  be  taken  into  account.  Generally,  this  will  have  the 
effect  of  takiag  into  account  the  first  $4,000  of  wages  paid  to  all  em- 
ployees in  determining  whether  or  not  the  15  percent  test  is  met. 

An  exception  to  the  15  percent  test,  however,  provides  that  the  , 
employer  may  always  take  the  full  credit  with  respect  to  wages  paid  ( 
to  at  least  one  employee  even  though  this  exceeds  the  amount  j 
specified  under  the  15  percent  rule.  The  limitations  described  here  j 
apply  separately  in  the  case  of  business  and  nonbusiuess  employees  of  ? 
an  individual.  Married  taxpayers,  whether  filing  a  separate  or  joint  [ 
return,  are  to  be  entitled  to  a  credit  for  only  one  nonbusiness  employee 
unless  they  qualify  for  additional  credits  under  the  15  percent  rule.  I 
Where  they  file  separate  returns,  they  are  to  be  required  to  choose,  in  a  i 
manner  to  be  prescribed  by  regulations,  which  of  them  is  to  receive  1 
the  credit.  \ 

Taxpayers  electing  to  receive  the  credit  are  not  to  be  eligible  in  the  ' 
same  year  to  take  a  deduction  for  expenses  for  household  and  depend-  ' 
ent  care  service,  (sec.  214).  As  a  result,  the  provision  specifies  that  for  < 
the  credit  to  be  available  the  taxpayer  must  make  an  election  (mthin  : 
such  time  and  manner  as  may  be  prescribed  by  regulations)  in  order 
to  obtain  the  credit. 


599 


j  To  qualify  for  the  new  credit,  nonbusiness  employees  and  business 
i  employees  hired  after  1973  must  be  certified  by  the  Work  Admin- 
I  istration  (created  by  this  bill)  as  having  participated  immediately 
i  before  employment  for  at  least  one  month  in  the  Guaranteed  Employ- 
i  ment  Program  administered  by  the  Work  Administration  (under  the 
I  new  Title  XX  of  the  Social  Security  Act) .  Also  it  must  be  certified  by 
j  the  Work  Administration  that  these  employees  are  not  displacing  any 
I  individual  from  employment.  Those  business  employees  hired  under 
1  the  WIN  program  before  1974  will  continue  to  be  certified  as  under 
j  present  law  by  the  Secretary  of  Labor. 

As  under  present  law,  in  all  cases  the  employer  will  be  required  to 
\  retain  an  employee  for  at  least  one  year  after  the  expiration  of  the 
j  initial  12-month  period  (which  need  not  be  consecutive)  in  order  to 
obtain  the  tax  credit.  Otherwise,  the  recapture  provision  of  present 
j  law  is  to  apply  to  any  credit  already  claimed  on  the  prior  year's  return. 
!  As  under  present  law,  exceptions  to  this  requirement  of  one  year  addi- 
j  tional  employment  are  to  apply  in  the  case  of  employees  whose 
I  employment  is  discontinued  because  of  death,  voluntary  withdrawal 
j  from  employment  by  the  employee,  or  discharge  for  misconduct. 
I     Revenue  Effect. — Because  it  is  difficult  to  evaluate  the  inducement 
I  to  employ  individuals  which  this  provision  will  provide,  any  estimate 
j  of  the  revenue  loss  involved  is  at  best  only  an  approximation.  More- 
!  over,  as  indicated  previously,  any  revenue  cost  involved  should  be 
substantially  more  than  offset  by  a  decrease  in  welfare  costs  to  the 
government.  As  a  result,  it  is  anticipated  that  this  provision,  taking 
into  account  both  the  revenue  loss  and  decrease  in  welfare  costs,  will 
result  in  a  small  decrease  in  any  budget  d-eficit  which  otherwise  would 
occur. 

I 

Employees  of  Members  of  Affiliated  Groups  of  Organizations 

(Sec.  533  of  the  bill  and  sees.  3121  (t)  and  3306 (o)  of  the  code) 

Present  law. — The  social  security  tax  (FICA  tax)  is  based  on  the 
wages  paid  to  an  employee  with  a  limitation  on  the  amount  of  wages 
subject  to  tax.  Under  present  law,  the  limitation  is  $9,000  (increased 
to  $10,800  in  1973  and  $12,000  in  1974).  The  Internal  Revenue  Service 
has  held  that  where  an  employee  on  the  payroll  of  one  member  of  an 
affiliated  group  of  corporations  also  performs  services  for  other  mem- 
bers of  the  same  group  (although  not  specifically  on  their  payrolls) 
the  FICA  tax  is  payable  on  the  first  $9,000  (or  larger  amount  in  later 
years)  of  wages  attributed  to  each  corporation.  In  such  a  case,  the 
individual  is  treated  as  if  he  were  a  separate  employee  of  each  mem- 
ber of  the  group  for  which  he  performs  services  and,  as  a  result,  the 
remuneration  he  receives  is  attributed  to  each  member  of  the  group 
for  which  he  performs  the  services.^  In  such  a  case,  the  total  FICA 

I  tax  collected  with  respect  to  an  individual's  employment  may  be 
based  on  compensation  considerably  in  excess  of  the  statutory  limi- 

I  tation.  In  such  a  case,  the  employee  may  obtain  a  refund  of  any 

j  excess  FICA  tax  paid  by  him,  but  the  members  of  the  group  which 

I  are  treated  as  his  employers  may  not. 

j      »  These  situations  are  described  in  Rev.  Rul.  69-316  under  groups  1  and  3. 


600 


Similarly,  the  Federal  unemployment  tax  (FUTA  tax)  is  based  on 
the  wages  paid  to  an  employee  with  a  $4,200  limitation  on  the  wages 
subject  to  tax.  This  tax,  which  is  imposed  only  on  the  employer,  may 
also  in  effect  be  imposed  on  compensation  in  excess  of  the  statutory 
Umitation  in  cases  of  individuals  treated  as  an  employee  by  more 
than  one  member  of  the  same  affiliated  group  of  corporations. 

Reasons  Jor  change. — The  committee  believes  that  it  is  not  desirable 
to  impose  double  taxes  on  the  employers  in  these  cases,  merely  because 


corporation  which  is  a  member  of  the  same  affiliated  group. 

Explanation  of  provision. — For  the  reason  given  above,  the  com- 
mittee has  added  to  the  bill  a  provision  which,  for  purposes  of  the 
FICA  and  FUTA  taxes,  provides  that  an  individual  who  performs 
services  for  more  than  one  member  of  an  affiliated  group  of  corpora- 
tions is  to  be  treated  as  an  employee  only  of  the  member  of  the  group 
from  which  he  receives  his  compensation.  Thus,  the  present  practice  of 
attributing  payments  of  compensation  made  by  one  member  of  an 
affiliated  group  to  other  members  of  the  group  for  purposes  of  deter- 
mining whether  the  FICA  and  FUTA  taxes  apply  is  no  longer  to  be 
followed.  The  provisions  of  this  bill  do  not  provide  a  ceiling,  however, 
where  an  employee  is  transferred  from  one  member  of  an  affiliated 
group  to  another  member  of  the  group  and  no  longer  performs  services 
as  an  employee  of  the  first  member.  Nor  does  the  provision  provide 
a  ceiling  in  the  case  of  an  employee  who  is  on  the  payroll  of  each 
of  two  (or  more)  affiliated  corporations. 

For  purposes  of  these  provisions,  the  term  ''affiUated  group"  means 
two  or  more  corporations  where  there  is  80  percent  or  more  common 
stock  ownership  (as  defined  in  section  1504(a)).  For  this  purpose, 
however,  any  corporation  is  to  be  treated  as  an  includible  corporation. 
That  is,  for  this  purpose  there  is  to  be  included  any  exempt  corpora- 
tion, insurance  company,  foreign  corporation,  corporation  receiving 
most  of  its  income  from  possessions,  China  Trade  Act  Corporation, 
regulated  investment  company,  real  estate  investment  trust  or  DISC 
corporation  with  respect  to  which  there  is  the  requisite  80  percent 
common  stock  ownership. 

The  amendments  made  by  these  provisions  of  the  bill  are  to  apply 
with  respect  to  wages  paid  after  December  31,  1972. 

Revenue  effect. — This  provision  is  not  expected  to  decrease  tax 
hability  by  more  than  $10  million  for  calendar  year  1973. 

Required  Information  Relating  to  Excess  Medicare  Tax 
Payments  by  Railroad  Employees 


Present  law. — Under  present  law  as  provided  by  the  Social  Security 
Amendments  of  1967,  a  railroad  employee  or  railroad  representative 
whose  work  is  covered  by  railroad  retirement  and  who  is  also  employed 
in  other  work  covered  by  social  security  is  entitled  to  receive  a  credit 
or  refund  of  the  excess  medicare  tax  he  may  have  paid  because  of  this 
dual  employment  status.  To  inform  an  employee  of  his  compensation 
covered  by  railroad  retirement  and  the  hospital  tax  deducted  from  it, 
the  1967  Amendments  required  railroads  to  include  on  the  W-2  forms 
(which  must  be  furnished  to  employees  by  January  31  of  each  year), 


an  employee  of  one  corporation 


another  \ 


(Sec.  293  of  the  bill  and  sec.  6051  of  the  code) 
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the  amount  of  wages  paid  subject  to  railroad  retirement,  the  amount  of 
railroad  retirement  tax  deducted  from  these  wages,  and  the  portion 
of  the  tax  attributable  to  hospital  insurance  (medicare).  With  this 
information  it  was  presumed  that  he  would  be  aware  of  his  refund 
rights  and  thereby  claim  them  as  a  credit  on  his  return. 

Reasons  for  change. — Unfortunately,  the  present  information  re- 
quirement cannot  readily  be  complied  with  by  the  railroads  in  time 
to  meet  the  January  31  date.  The  railroads'  inability  to  furnish  this 
information  by  January  31  results  from  the  fact  that  the  wage  concept 
under  railroad  retirement  is  different  from  the  wage  concept  for 
Federal  income  tax  purposes.  Adjustments  required  in  arriving  at 
railroad  retirement  compensation  (which  is  determined  on  a  monthly 
basis  for  any  year),  cannot  be  readily  made  in  the  31-day  period 
following  the  close  of  the  calendar  year.  Also,  the  railroads  cannot 
identify  the  relatively  few  employees  who  might  be  eligible  for  refunds 
and  thus  must  necessarily  supply  the  information  on  the  W-2  forms 
to  all  their  employees,  which  number  about  580,000. 

Explanation  of  provision. — In  view  of  the  problem  described  above, 
the  committee  decided  to  delete  the  provision  of  present  law  requiring 
railroads  to  supply  separate  hospital  tax  information  on  the  W-2 
forms  for  their  employees.  This  is  accomplished  by  deleting  the 
reference  to  section  3201  in  section  6051(a)  and  by  striking  out  para- 
graphs (7)  and  (8)  in  that  subsection.  In  addition,  the  reference  to 
section  3201  is  deleted  from  section  6051(c). 

In  place  of  suppljdng  the  separate  hospital  tax  information  generally 
on  all  W-2  forms,  the  bill  requires  that  railroad  employers  include 
on,  or  with,  these  forms  a  notification  that  any  person  who  has  a 
second  employment,  in  addition  to  his  railroad  employment,  may  be 
eligible  for  a  credit  or  refund  of  any  excess  medicare  tax  which  he 
might  have  paid  because  of  employment  under  both  social  security 
(including  employee  and  self-employment  coverage)  and  railroad 
retirement.  This  is  provided  by  adding  a  new  subsection  (e)(1)  to 
section  6051. 

In  addition,  railroad  employers,  in  the  case  of  individuals  having 
this  dual  railroad  retirement  and  social  security  coverage,  are,  upon 
the  request  of  the  employee,  to  furnish  him  a  written  statement  show- 
ing the  amount  of  railroad  tax  coverage,  the  total  amount  deducted 
as  tax,  and  the  portion  of  the  total  amount  which  is  for  the  financing 
of  the  cost  of  hospitalization  insurance  under  part  A  of  title  XVIII 
of  the  Social  Security  Act. 

This  limits  to  a  relatively  small  number  the  cases  where  the  addi- 
tional information  needs  to  be  supplied. 

This  provision  is  virtually  identical  with  the  provision  contained 
in  H.R.  17550  which  was  passed  by  the  Senate  in  the  last  Congress. 
It  is  effective  with  respect  to  remuneration  paid  after  December  31, 
1971. 

Work  Bonus  for  Low-Income  Workers 

(Sec.  535  of  the  bill  and  sees.  10001,  10002,  10003,  10004,  and  10005  of 

the  code) 

Present  law. — Presently,  no  Federal  income  tax  is  paid  by  those 
with  incomes  at  or  below  the  poverty  level.  On  the  other  hand, 
there  are  no  provisions  for  a  work  bonus  under  present  law  and 
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welfare  pajonents  generally  are  reduced  if  the  individual  begins  to 
work.  For  example,  in  the  case  of  a  welfare  mother,  after  allowance 
is  made  for  work  expenses,  her  welfare  payments  are  reduced  $2  for  j 
each  $3  earned  in  excess  of  $30  per  month. 

Reasons  for  change. — Although  the  low  income  allowance  eliminates 
income  tax  on  those  below  the  poverty  level,  the  requirement  that  a 
social  security  tax,  without  the  benefit  of  this  allowance  or  personal  ' 
exemptions,  be  paid  by  virtually  any  employed  person  still  means  ' 
that  the  existing  structure  contains  a  disincentive  for  employment.  | 
This  social  security  tax  burden  does  have  the  effect  of  diluting  the 
value  of  employment,  a  result  which  the  committee  finds  inconsistent 
with  its  overall  objective  of  making  employment  more  attractive 
than  welfare.  For  this  reason  the  committee  believes  that  the  require- 
ment that  individuals  heading  low-income  families  pay  social  security  : 
taxes  if  they  work  should  not  be  a  source  of  discouragement  to  their  | 
seeking  gainful  employment.  To  overcome  any  such  discouragement,  I 
the  committee  added  to  the  bill  provisions  for  payment  of  a  work 
bonus  based  on  a  percentage  of  the  individual's  wages  up  to  a  maximum  j 
of  $4,000.  This  approximates  the  combined  social  security  tax  taken  , 
out  of  his  wages  and  paid  for  him  by  his  employer. 

Explanation  oj  provision. — For  the  reasons  given  above,  the  com- 
mittee has  amended  the  House  bill  by  adding  a  new  provision  to  the 
tax  laws  providing  that  low-income  workers  (physically  present  in  the 
United  States)  who  head  families  having  one  or  more  dependent  j 
children  are  to  receive  a  work  bonus  equal  to  10  percent  of  their  wages  i 
(up  to  a  maximum  of  $4,000)  if  they  are  subject  to  social  security  or  j 
railroad  retirement  taxes  or,  in  a  few  cases  (explained  below),  even  if  \ 
their  emplojrment  is  not  covered  by  these  taxes.  In  the  case  of  married  | 
taxpayers,  the  bonus  would  be  computed  on  the  basis  of  the  combined  , 
earnings  of  both.  The  biQ  provides  a  permanent  appropriation  to 
provide  for  these  bonus  payments. 

The  work  bonus  (10  percent  of  their  wages  taxed  under  the  social  | 
security  (or  railroad  retirement  program) ,  if  the  total  income  of  hus-  j 
band  and  wife  is  $4,000  or  less)  is  to  be  gradually  reduced  where  the  i 
$4,000  total  income  level  is  exceeded.  It  is  to  be  reduced  by  one-quarter  I 
of  any  income  of  the  individual  (and  of  the  spouse  in  the  case  of  a  j 
married  taxpayer)  over  $4,000  per  year.  This  gradual  phaseout  of  the  I 
work  bonus  above  a  total  income  level  of  $4,000  minimizes  any  work  | 
disincentive  of  the  provision  above  $4,000.  With  this  phaseout,  there  | 
is  to  be  no  work  bonus  once  the  total  income  of  the  individual  (and  i 
any  spouse)  reaches  $5,600.^ 

In  determiaing  when  an  individual's  ''income"  exceeds  $4,000  for  i 
purposes  of  this  work  bonus,  ''income"  is  defined  as  including  all  | 
income  from  whatever  source  derived,  including  income  which  is  j 
excluded  from  the  income  tax  base  (for  purposes  of  subtitle  A). 

The  size  of  the  work  bonus  is  shown  on  the  table  below  for  selected 
income  levels:  ' 


»  $6,600  exceeds  $4,000  by  $1,600,  one-quarter  of  $1,600  is  $400,  which  subtracted  from  the  maximum  bonus 
of  $400  equals  0. 
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Annual  income  of  husband  and  wife  (assuming  Work 
it  is  all  taxed  under  social  security)  bonus 


$2,000  $200 

3,000   300 

4,000   400 

5,000   150 

5,600   0 


The  work  bonus,  by  not  varying  benefits  by  family  size,  but  only  by 
income,  provides  no  economic  incentive  for  having  additional  children. 

As  indicated  previously  there  are  some  cases  where  the  work 
bonus  is  available  even  though  the  individual  is  not  subject  to  social 
security  or  raUroad  retirement  tax.  Under  present  law,  some  work 
ordinarily  covered  under  social  security  is  not  covered  where  the 
wages  earned  from  a  single  employer  are  not  in  excess  of  $50  a  quarter. 
For  example,  this  rule  applies  to  the  employment  of  domestics, 
gardeners,  and  other  s'milar  nonbusiness  employees.  Under  the  com- 
mittee amendments,  employees  of  the  Work  Administration  (if  they 
otherwise  qualify)  are  to  be  eligible  to  receive  the  work  bonus  if  they 
perform  this  type  of  work  for  persons  who  have  entered  into  contracts 
with  the  Work  Administration  for  the  performance  of  the  work.  In 
this  case,  the  Work  Administration  will  pay  the  employee  the  pre- 
vailing wage  for  the  job  and  bill  the  person  for  whom  the  services  were 
performed  for  the  wages  and  other  costs  associated  with  making  the 
individual's  services  available.  Under  other  provisions  of  the  bill, 
employees  of  the  Work  Administration  who  perform  services  for  per- 
sons who  have  entered  into  contracts  with  the  Work  Administration 
will  be  covered  under  social  security  if  the  services  performed  would 
have  entitled  the  employees  to  such  coverage  had  they  been  performed 
as  employees  of  those  persons.  These  employees  (if  they  otherwise 
qualify)  will  also  be  eligible  for  the  work  bonus  since  their  wages  will 
be  subject  to  social  security  tax.  Other  employees  of  the  Work  Ad- 
ministration (i.e.,  those  who  do  not  perform  services  for  other  persons 
under  contracts  entered  into  with  the  Work  Administration)  will  not 
be  eligible  for  the  work  bonus. 

Individuals  who  are  eligible  to  receive  work  bonus  payments  may 
apply  for  advance  payment  of  these  amounts.  Under  this  procedure, 
at  any  time  after  completion  of  the  first  calendar  quarter,  and  before 
the  expiration  of  the  second  quarter,  an  individual  may  apply  for  the 
work  bonus  he  is  entitled  to  receive  based  on  earnings  in  the  first 
quarter  but  taking  account  of  the  earnings  he  expects  to  receive  in 
subsequent  quarters.  After  completion  of  the  second  quarter,  applica- 
tion may  be  made  for  an  additional  payment  (or  for  an  initial  pay- 
ment if  no  advance  payment  had  been  made  for  the  first  quarter) .  A 
similar  procedure  may  be  followed  after  completion  of  the  third  quar- 
ter, but  for  the  fourth  quarter  the  bonus  payment  is  to  be  applied  for 
in  connection  with  the  filing  of  the  statement,  (referred  to  below)  after 
the  end  of  the  year,  or  claimed  as  a  credit  in  the  same  manner  as  the 
overpayment  of  income  tax.  Applications  which  would  be  filed  with 
the  Internal  Revenue  Service  are  to  be  made  in  a  manner  to  be  pre- 
scribed under  regulations. 
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No  advance  payment  for  any  quarter  is  to  be  made  to  any  individual 
who,  on  the  basis  of  the  income  he  expects  to  receive  during  the  entire 
year,  is  not  eUgible  for  a  bonus  payment  for  the  year.  In  addition,  to 
eliminate  de  minimis  claims,  no  advance  payment  of  less  than  $30 
is  to  be  made. 

At  the  end  of  the  year,  the  individual  who  has  received  advance 
payments  is  to  file  a  statement  with  the  Internal  Revenue  Service 
setting  forth  the  amount  of  income  which  he  (and  his  spouse)  had 
received  during  the  year  and  the  amount  which  he  (and  his  spouse) 
had  received  as  advance  payments,  together  with  such  other  informa- 
tion as  may  be  required  by  regulations.  (In  addition,  all  agencies  and 
departments  of  the  United  States  Government  would  be  authorized 
and  directed  to  cooperate  with  the  Treasury  Department  in  supplying 
information  necessary  to  implement  the  work  bonus  program.) 

If  the  Internal  Revenue  Service  determines  an  individual  has  re- 
ceived advance  payments  in  excess  of  the  work  bonus  to  which  he  was 
entitled  for  a  year,  it  is  to  notify  the  individual  of  the  amount  due 
and  coUect  the  amount  due.  The  excess  payments  may  be  collected  by 
withholding  from  future  work  bonus  payments  which  the  individual 
otherwise  is  entitled  to  receive,  by  treating  the  excess  payments  as  a 
deficiency  under  the  tax  laws,  by  entering  into  an  agreement  with  the 
individual  providing  for  repayment  or  by  taking  such  other  action  to 
secure  repayment  as  may  prove  necessary. 

In  lieu  of  receiving  payment  of  a  work  bonus,  the  individual  is  to  be 
allowed  to  elect,  at  a  time  (not  later  than  the  due  date  for  filing  income 
tax  returns)  and  in  a  manner  to  be  prescribed  by  regulations,  to  take 
the  amount  of  the  work  bonus  as  a  credit  against  tax. 

Each  document  and  application  to  be  filed  in  connection  with  the 
work  bonus  program  is  to  contain  a  written  declaration  that  it  was 
made  under  penalty  of  law.  The  provisions  of  present  law  relating  to 
crimes,  other  offenses,  and  forfeitures  (chap.  75)  are  to  apply  to  all 
of  these  documents. 

This  provision  is  to  become  applicable  to  taxable  years  beginning 
after  December  31,  1972. 

Revenue  effect. — It  is  estimated  that  the  bonus  payments  and  tax 
credits  under  this  provision  would  total  approximately  $900  million 
for  calendar  year  1973. 


XIV.  CHANGES  IN  EXISTING  LAW  AND  COMPLIANCE 
WITH  LEGISLATIVE  REORGANIZATION  ACT 
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!i  A.  VOTE  OF  THE  COMMITTEE  IN  REPORTING  THE  BILL 

!  In  compliance  with  section  133  of  the  Legislative  Reorganization 
I  Act  of  1946,  the  tabulation  of  the  roll  call  vote  to  report  the  bill  is  as 
i|    follows : 

In  favor — 15  (Messrs.  Long,  Anderson,  Talmadge,  Hartke,  Ful- 
bright,  Ribicoff,  Byrd,  Jr.,  Nelson,  Bennett,  Curtis,  Miller,  Jordan, 
I    Fanning,  Hansen,  and  Griffin) . 

B.  CHANGES  IN  EXISTING  LAW  AND  COMPLIANCE  WITH 
LEGISLATIVE  REORGANIZATION  ACT 

In  compliance  with  subsection  4  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  in  the  following  pages  (existing  law  proposed  to  be 
omitted  is  enclosed  in  black  brackets,  new  matter  is  printed  in  italics, 
existing  law  in  which  no  change  is  proposed  is  shown  in  roman). 
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EXCERPTS  FROM  SOCIAL  SECURITY  ACT,  AS 

AMENDED 


[Title  I — Grants  to  States  for  Old-Age  Assistance  and  ^^^e 
Medical  Assistance  for  the  Aged]   610 

Title  II — Federal  Old -Age,  Survivors,  and  Disability 
Insurance  Benefits   621 

Title  IV — Grants  to  States  for  Aid  and  Services  to  Needy 
Families  with  Children  and  for  Child  Welfare  Services. 

Title  V— Maternal  and  Child  Health  and  Crippled  Chil- 
dren's  Services 

[Title  X— Grants  to  States  for  Aid  to  the  Blind  j  

Title  XI — General  Provisions  and  Professional  Standard 
Review  

[Title  XIV — Grants  to  States  for  Aid  to  the  Permanently 
and  Totally  Disabled]  

Title  XV — Grants  to  States  for  Care  and  Treatment 
of  Drug  Addicts  and  Alcoholics  

Title  XVI— Grants  to  States  for  Aid  to  the  Aged,  Blind, 
[or]  and  Disabled  [,  or  for  Such  Aid  and  Medical 
Assistance  for  the  Aged]  

Title  XVIII — Health  Insurance  for  the  Aged  and  Dis' 
abled  

Title  XIX — Grants  to  States  for  Medical  Assistance 
Programs  

Title  XX — Federal  Guaranteed  Employment  Oppor- 
tunity Program  for  Heads  of  Families  with  Chil- 
dren  

Title  XXI— Bureau  of  Child  Care  

(609) 


Sec.  1 
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AN  A  CT 


To  provide  for  the  general  welfare  by  establishing  a  system  of  Federal  old-age 
benefits,  and  by  enabling  the  several  States  to  make  more  adequate  provision 
for  aged  persons,  blind  persons,  dependent  and  crippled  children,  maternal  and 
child  welfare,  public  health,  and  the  administration  of  their  unemployment 
compensation  laws ;  to  establish  a  Social  Security  Board ;  to  raise  revenue ;  and 
for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  asserribled^ 


[TITLE  I— GKANTS  TO  STATES  FOR  OLD-AGE  ASSIST- 
ANCE AND  MEDICAL  ASSISTANCE  FOR  THE  AGED  ^ 


[Section  1.  For  the  purpose  (a)  of  enabling  each  State,  as  far  as 
practicable  under  the  conditions  in  such  State,  to  furnish  hnancial 
assistance  to  aged  needy  individuals,  (b)  of  enabling  each  State,  as 
far  as  practicable  under  the  conditions  in  such  State,  to  furnish  medi- 
cal assistance  on  behalf  of  aged  individuals  who  are  not  recipients  of 
old-age  assistance  but  whose  income  and  resources  are  insufficient  to 
meet  the  costs  of  necessary  medical  services,  and  (c)  of  encouraging 
each  State,  as  far  as  practicable  under  the  conditions  in  such  State, 
to  furnish  rehabilitation  and  other  services  to  help  individuals  re- 
ferred to  in  clause  (a)  or  (b)  to  attain  or  retain  capability  for  self- 
care,  there  is  hereby  authorized  to  be  appropriated  for  each  fiscal 
year  a  sum  sufficient  to  carry  out  the  purposes  of  this  title.  The  sums 
made  available  under  this  section  shall  be  used  for  making  payments 
to  States  which  have  submitted,  and  had  approved  by  the  Secretary 
of  Health,  Education,  and  Welfare  (hereinafter  referred  to  as  the 
"Secretary"),  State  plans  for  old-age  assistance,  or  for  medical  as- 
sistance for  the  aged,  or  for  old-age  assistance  and  medical  assistance 
for  the  aged. 


[Sec.  2.  (a)  A  State  plan  for  old-age  assistance,  or  for  medical 
assistance  for  the  aged,  or  for  old-age  assistance  and  medical  assistance 
for  the  aged  must — 

[(1)  provide  that  it  shall  be  in  effect  in  all  political  subdivi- 
sions of  the  State,  and,  if  administered  by  them,  be  mandatory 
upon  them; 

[(2)  provide  for  financial  participation  by  the  State; 
[(3)  either  provide  for  the  establishment  or  designation  of  a 
single  State  agency  to  administer  the  plan,  or  provide  for  the 


CSec.  1.  Appropriation  

[Sec.  2.  State  Old-Age  and  Medical  Assistance  Plans. 

[Sec.  3.  Payment  to  States  

CSec.  4.  Operation  of  State  Plans  

CSec.  5.  Administration  

CSec.  6.  Definitions  
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[Appropriation 


[State  Old-Age  and  Medical  Assistance  Plans 


1  Repealed  effective  January  1,  1974. 
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Sec.  2(a) 


establishment  or  designation  of  a  single  State  agency  to  supervise 
the  administration  of  the  plan ; 

[(4)  provide  for  granting  an  opportunity  for  a  fair  hearing 
before  the  State  agency  to  any  individual  whose  claim  for  assist- 
ance under  the  plan  is  denied  or  is  not  acted  upon  with  reason- 
able promptness; 

[(5)  provide  (A)  such  methods  of  administration  (including 
methods  relating  to  the  establishment  and  maintenance  of  per- 
sonnel standards  on  a  merit  basis,  except  that  the  Secretary  shall 
exercise  no  authority  with  respect  to  the  selection,  tenure  of  office, 
and  compensation  of  any  individual  employed  in  accordance  with 
such  methods)  as  are  found  by  the  Secretary  to  be  necessary  for 
the  proper  and  efficient  operation  of  the  plan,  and  (B)  for  the 
training  and  effective  use  of  paid  subprofessional  staff,  with  par- 
ticular emphasis  on  the  full-time  or  part-time  employment  of  re- 
cipients and  other  persons  of  low  income,  as  community  service 
aides,  in  the  administration  of  the  plan  and  for  the  use  of  nonpaid 
or  partially  paid  volunteers  in  a  social  service  volunteer  program 
in  providing  services  to  applicants  and  recipients  and  in  assisting 
any  advisory  committees  established  by  the  State  agency ; 

[(6)  provide  that  the  State  agency  will  make  such  reports,  in 
such  form  and  containing  such  information,  as  the  Secretary  may 
from  time  to  time  require,  and  comply  with  such  provisions  as 
the  Secretary  may  from  time  to  time  find  necessary  to  assure  the 
correctness  and  verification  of  such  reports; 

[(7)  provide  safeguards  which  restrict  the  use  or  disclosure  of 
information  concerning  applicants  and  recipients  to  purposes 
directly  connected  with  the  administration  of  the  State  plan ; 

[(8)  provide  that  all  individuals  wishing  to  make  application 
for  assistance  under  the  plan  shall  have  opportunity  to  do  so,  and 
that  such  assistance  shall  be  furnished  with  reasonable  prompt- 
ness to  all  eligible  individuals ; 

[(9)  provide,  if  the  plan  includes  assistance  for  or  on  behalf  of 
individuals  in  private  or  public  institutions,  for  the  establish- 
ment or  designation  of  a  State  authority  or  authorities  which  shall 
be  responsible  for  establishing  and  maintaining  standards  for 
such  institutions ; 

[(10)  if  the  State  plan  includes  old-age  assistance — 

[(A)  provide  that  the  State  agency  shall,  in  determining 
need  for  such  assistance,  take  into  consideration  any  other 
income  and  resources  of  an  individual  claiming  old-age  assist- 
ance, as  well  as  any  expenses  reasonably  attributable  to  the 
earning  of  any  such  income;  except  that,  in  making  such 
determination,  (i)  the  State  agency  may  disregard  not  more 
than  $7.50  per  month  of  any  income  and  (ii)  of  the  first  $80 
per  month  of  additional  income  which  is  earned  the  State 
agency  may  disregard  not  more  than  the  first  $20  thereof 
plus  one-half  of  the  remainder ; 

[(B)  include  reasonable  standards,  consistent  with  the  ob- 
jectives of  this  title,  for  determining  eligibility  for  and  the 
extent  of  such  assistance ;  and 

[(C)  provide  a  description  of  the  services  (if  any)  which 
the  State  agency  makes  available  to  applicants  for  and  recip- 
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ients  of  such  assistance  to  help  them  attain  self -care,  includ- 
ing a  description  of  the  steps  taken  to  assure,  in  the  provision 
of  such  services,  maximum  utilization  of  other  agencies  pro- 
viding similar  or  related  services;  and 
[(11)  if  the  State  plan  includes  medical  assistance  for  the 
aged — 

[(A)  provide  for  inclusion  of  some  institutional  and  some 
noninstitutional  care  and  services ; 

[(B)  provide  that  no  enrollment  fee,  premium,  or  similar 
charge  will  be  imposed  as  a  condition  of  any  indivdual's  eli- 
gibility for  medical  assistance  for  the  aged  under  the  plan ; 

[(C)  provide  for  inclusion,  to  the  extent  required  by  regu- 
lations prescribed  by  the  Secretary,  of  provisions  (conform- 
ing to  such  regulations)  with  respect  to  the  furnishing  of 
such  assistance  to  individuals  who  are  residents  of  the  State 
but  are  absent  therefrom ; 

[(D)  include  reasonable  standards,  consistent  with  the  ob- 
jectives of  this  title,  for  determining  eligibility  for  and  the 
extent  of  such  assistance ;  and 

[(E)  provide  that  no  lien  may  be  imposed  against  the  prop- 
erty of  any  individual  prior  to  his  death  on  account  of  medi- 
cal assistance  for  the  aged  paid  or  to  be  paid  on  his  behalf 
under  the  plan  (except  pursuant  to  the  judgment  of  a  court 
on  account  of  benefits  incorrectly  paid  on  behalf  of  such  indi- 
vidual), and  that  there  shall  be  no  adjustment  or  recovery 
(except,  after  the  death  of  such  individual  and  his  surviving 
spouse,  if  any,  from  such  individual's  estate)  of  any  medical 
assistance  for  the  aged  correctly  paid  on  behalf  of  such  indi- 
vidual under  the  plan ; 
[(12)  if  the  State  plan  includes  assistance  to  or  in  behalf  of 
individuals  who  are  patients  in  institutions  for  mental  diseases — 

[(A)  provide  for  having  in  effect  such  agreements  or  other 
arrangements  with  State  authorities  concerned  with  mental 
diseases,  and,  where  appropriate,  with  such  institutions,  as 
may  be  necessary  for  carrying  out  the  State  plan,  including 
arrangements  for  joint  planning  and  for  development  of  al- 
ternate methods  of  care,  arrangements  providing  assurance  of 
immediate  readmittance  to  institutions  where  needed  for  in- 
dividuals under  alternate  plans  of  care,  and  arrangements 
providing  for  access  to  patients  and  facilities,  for  furnishing 
information,  and  for  making  reports ; 

[(B)  provide  for  an  individual  plan  for  each  such  patient 
to  assure  that  the  institutional  care  provided  to  him  is  in  his 
best  interests,  including,  to  that  end,  assurances  that  there 
will  be  initial  and  periodic  review  of  his  medical  and  other 
needs,  that  he  will  be  given  appropriate  medical  treatment 
within  the  institution,  and  that  there  will  be  a  periodic  deter- 
mination of  his  need  for  continued  treatment  in  the 
institution ; 

[(C)  provide  for  the  development  of  alternate  plans  of 
care,  making  maximum  utilization  of  available  resources,  for 
recipients  who  would  otherwise  need  care  in  such  institutions, 
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including  appropriate  medical  treatment  and  other  assist- 
ance; for  services  referred  to  in  section  3(a)  (4)  (A)  (i)  and 
(ii)  which  are  appropriate  for  such  recipients  and  for  such 
patients ;  and  for  methods  of  administration  necessary  to  as- 
sure that  the  responsibilities  of  the  State  agency  under  the 
State  plan  with  respect  to  such  recipients  and  such  patients 
will  be  effectively  carried  out ;  and 

[(D)  provide  methods  of  determining  the  reasonable  cost 
of  institutional  care  for  such  patients ;  and 
[(13)  if  the  State  plan  includes  assistance  to  or  in  behalf  of 
patients  in  public  institutions  for  mental  diseases,  show  that  the 
State  is  making  satisfactory  progress  toward  developing  and  im- 
plementing a  comprehensive  mental  health  program,  including 
provision  for  utilization  of  community  mental  health  centers, 
nursing  homes,  and  other  alternatives  to  care  in  public  institu- 
tions for  mental  diseases. 
f(b)  The  Secretary  shall  approve  any  plan  which  fulfills  the  con- 
ditions specified  in  subsection  (a),  except  that  he  shall  not  approve 
any  plan  which  imposes,  as  a  condition  of  eligibility  for  assistance 
under  the  plan — 

[(1)  an  age  requirement  of  more  than  sixty-five  years;  or 
[(2)  any  residence  requirement  which  (A)  in  the  case  of  appli- 
cants for  old-age  assistance  excludes  any  resident  of  the  State  who 
has  resided  therein  five  years  during  the  nine  years  immediately 
preceding  the  application  for  old-age  assistance  and  has  resided 
therein  continuously  for  one  year  immediately  preceding  the  ap- 
plication, and  (B)  m  the  case  of  applicants  for  medical  assistance 
for  the  aged,  excludes  any  individual  who  resides  in  the  State ;  or 
[(3)  any  citizenship  requirement  which  excludes  any  citizen  of 
the  United  States. 
[(c)  Nothing  in  this  title  shall  be  construed  to  permit  a  State  to  have 
in  effect  with  respect  to  any  period  more  than  one  State  plan  approved 
under  this  title. 

[Payment  to  States 

[Sec.  3.  (a)  From  the  sums  appropriated  therefor,  the  Secretary  of 
the  Treasury  shall  pay  to  each  State  which  has  a  plan  approved  under 
this  title,  for  each  quarter,  beginning  with  the  quarter  commencing 
October  1, 1960— 

[(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  and  Guam,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  each  month  of 
such  quarter  as  old-age  assistance  under  the  State  plan  (including 
expenditures  for  premiums  under  part  B  of  title  XVIII  for  indi- 
viduals who  are  recipients  of  money  payments  under  such  plan 
and  other  insurance  premiums  for  medical  or  any  other  type  of 
remedial  care  or  the  cost  thereof) — 

[(A)  31^^  of  such  expenditures,  not  counting  so  much  of 
any  expenditure  with  respect  to  such  month  as  exceeds  the 
product  of  $37  multiplied  by  the  total  number  of  recipients 
of  old-age  assistance  for  such  month  (which  total  number, 
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for  purposes  of  this  subsection,  means  (i)  the  number  of 
individuals  who  received  old-age  assistance  in  the  form  of  ! 
money  payments  for  such  month,  plus  (ii)  ^^e  number  of  \ 
other  individuals  with  respect  to  whom  expenditures  were  ' 
made  in  such  month  as  old-age  assistance  in  the  form  of  | 
medical  or  any  other  type  of  remedial  care) ;  plus 

[(B)  the  larger  of  the  following :  j 
[(i)  (I)  the  Federal  percentage  (as  defined  in  section  ' 
1101(a)(8))  of  the  amount  by  which  such  expendi-  1 
tures  exceed  the  amount  which  may  be  counted  imder  j 
clause  (A),  not  counting  so  much  of  such  excess  with  I 
respect  to  such  month  as  exceeds  the  product  of  $38  mul-  j 
tiplied  by  the  total  number  of  recipients  of  old-age  assist-  j 
ance  for  such  month,  plus  (II)  15  per  centum  of  the 
total  expended  during  such  month  as  old-age  assistance  I 
under  the  State  plan  m  the  form  of  medical  or  any  other  j 
type  of  remedial  care,  not  counting  so  much  of  such  ex-  ' 
penditure  with  respect  to  such  month  as  exceeds  the  I 
product  of  $15  multiplied  by  the  total  number  of  recip-  i 
ients  of  old-age  assistance  for  such  month,  or  j 
[(ii)  (I)  the  Federal  medical  percentage  (as  defined  I 
in  section  6(c) )  of  the  amount  by  which  such  expendi-  ; 
tures  exceed  the  maximum  which  may  be  counted  under 
clause  (A),  not  counting  so  much  of  any  expenditures 
with  respect  to  such  month  as  exceeds  (a)  the  product  of 
$52  multiplied  by  the  total  number  of  such  recipients  of  i 
old-age  assistance  for  such  month,  or  (b)  if  smaller,  the 
total  expended  as  old-age  assistance  in  the  form  of  medi- 
cal or  any  other  type  of  remedial  care  with  respect  to  such 
month  plus  the  product  of  $37  multiplied  by  such  total 
number  of  such  recipients,  plus  (II)  the  Federal  per- 
centage of  the  amount  by  which  the  total  expended  dur- 
ing such  month  as  old-age  assistance  under  the  State 
plan  exceeds  the  amount  which  may  be  counted  under 
clause  (A)  and  the  preceding  provisions  of  this  clause 
(B)  (ii) ,  not  counting  so  much  of  such  excess  with  respect 
to  such  month  as  exceeds  the  product  of  $38  multiplied  by 
the  total  number  of  such  recipients  of  old-age  assistance 
for  such  month ; 

[(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  and  Guam, 
an  amount  equal  to — 

[(A)  one-half  of  the  total  of  the  sums  expended  during 
such  quarter  as  old-age  assistance  under  the  State  plan  (in- 
cluding expenditures  for  premiums  under  part  B  of  title 
XVIII  for  individuals  who  are  recipients  of  money  payments 
under  such  plan  and  other  insurance  premiums  for  medical 
or  any  other  type  of  remedial  care  or  the  cost  thereof),  not 
counting  so  much  of  any  expenditure  with  respect  to  any 
month  as  exceeds  $37.50  multiplied  by  the  total  number  of 
recipients  of  old-age  assistance  for  such  month;  plus 

[(B)  the  larger  of  the  following  amounts:  (i)  one-half  of 
the  amount  by  which  such  expenditures  exceed  the  maximum 
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which  may  be  counted  under  clause  (A),  not  counting  so 
much  of  any  expenditure  with  respect  to  any  month  as  ex- 
ceeds (I)  the  product  of  $45  multiplied  by  the  total  number 
of  such  recipients  of  old-age  assistance  for  such  month,  or 
(II)  if  smaller,  the  total  expended  as  old-age  assistance  in 
the  form  of  medical  or  any  other  type  of  remedial  care  with 
respect  to  such  month  plus  the  product  of  $37.50  multiplied 
by  the  total  number  of  such  recipients,  or  (ii)  15  per  centum 
of  the  total  of  the  sums  expended  during  such  quarter  as  old- 
age  assistance  under  the  State  plan  in  the  form  of  medical  or 
any  other  type  of  of  remedial  care,  not  counting  so  much  of 
any  expenditure  with  respect  to  any  month  as  exceeds  the 
product  of  $7.50  multiplied  by  the  total  number  of  such  re- 
cipients of  old-age  assistance  for  such  month ; 
[(3)  in  the  case  of  any  State,  an  amount  equal  to  the  Federal 
medical  percentage  (as  defined  in  section  6(c))  of  the  total 
amounts  expended  during  such  quarter  as  medical  assistance  for 
the  aged  under  the  State  plan  (including  expenditures  for  insur- 
ance premiums  for  medical  or  any  other  type  of  remedial  care 
or  the  cost  thereof) ;  and 

[(4)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  2  meets  the  requirements  of  subsection  (c)  (1),  an  amount 
equal  to  the  sum  of  the  following  proportions  of  the  total  amounts 
expended  during  such  quarter  as  found  necessary  by  the  Secretary 
of  Health,  Education,  and  Welfare  for  the  proper  and  efficient 
administration  of  the  State  plan — 

[(A)  75  per  centum  of  so  much  of  such  expenditures  as  are 
for — 

[(i^  services  which  are  prescribed  pursuant  to  subsec- 
tion (c)  (1)  and  are  provided  (in  accordance  with  the 
next  sentence)  to  applicants  for  or  recipients  of  assist- 
ance under  the  plan  to  help  them  attain  or  retain  capa- 
bility for  self -carcj  or 

[(ii)  other  services,  specified  by  the  Secretary  as  likely 
to  prevent  or  reduce  dependency,  so  provided  to  such  ap- 
plicants or  recipients,  or 

[(iii)  any  of  the  services  prescribed  pursuant  to  sub- 
section (c)  (1),  and  of  the  services  specified  as  provided 
in  clause  (ii),  which  the  Secretary  may  specify  as  appro- 
priate for  individuals  who,  within  such  period  or  periods 
as  the  Secretary  may  prescribe,  have  been  or  are  likely 
to  become  applicants  for  or  recipients  of  assistance  under 
the  plan,  if  such  services  are  requested  by  such  individ- 
uals and  are  provided  to  such  individuals  in  accordance 
with  the  next  sentence,  or 

[(iv)  the  training  of  personnel  employed  or  preparing 
for  employment  by  the  State  agency  or  by  the  local 
agency  administering  the  plan  in  the  political  subdivi- 
sion ;  plus 

[(B)  one-half  of  so  much  of  such  expenditures  (not  in- 
cluded under  subparagraph  ( A) )  as  are  for  services  provided 
(in  accordance  with  the  next  sentence)  to  applicants  for  or 
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recipients  of  assistance  under  the  plan,  and  to  individuals 
requesting  such  services  who  (within  such  period  or  periods 
as  the  Secretary  may  prescribe)  have  been  or  are  likely  to  | 
become  applicants  for  or  recipients  of  such  assistance;  plus  ' 
[(C)  one-half  of  the  remainder  of  such  expenditures.  | 
The  services  referred  to  in  subparagraphs  (A)  and  (B)  shall, 
except  to  the  extent  specified  by  the  Secretary,  include  only —  j 
[(D)  services  provided  by  the  staff  of  the  State  agency,  or  ' 
of  the  local  agency  administering  the  State  plan  in  the  politi-  | 
cal  subdivision:  Provided^  That  no  funds  authorized  under  , 
this  title  shall  be  available  for  services  defined  as  vocational  1 
rehabilitation  serivces  under  the  Vocational  Eehabitation  Act  I 
(i)  which  are  available  to  individuals  in  need  of  them  under  j 
programs  for  their  rehabilitation  carried  on  under  a  State 
plan  approved  under  such  Act,  or  (ii)  which  the  State  agency 
or  agencies  administering  or  supervising  the  administration  ! 
of  the  State  plan  approved  under  such  Act,  are  able  and  will-  j 
ing  to  provide  if  reimbursed  for  the  cost  thereof  pursuant  to  I 
agreement  under  subparagraph  (E),  if  provided  by  such  | 
staff,  and 

[(E)  subject  to  limitations  prescribed  by  the  Secretary,  I 
services  which  in  the  judgment  of  the  State  agency  cannot 
be  as  economically  or  as  effectively  provided  by  the  staff  of 
such  State  or  local  agency  and  are  not  otherwise  reasonably 
available  to  individuals  in  need  of  them,  and  which  are  pro- 
vided, pursuant  to  agreement  with  the  State  agency,  by  the  i 
State  health  authority  or  the  State  agency  or  agencies  admin-  | 
istering  or  supervising  the  administration  of  the  State  plan  j 
for  vocational  rehabilitation  services  approved  under  the  Vo- 
cational Rehabilitation  Act  or  by  any  other  State  agency  i 
which  the  Secretary  may  determine  to  be  appropriate  j 
(whether  provided  by  its  staff  or  by  contract  with  public  i 
(local)  or  nonprofit  private  agencies) ;  ! 
except  that  services  described  in  clause  (ii)  of  subparagraph  (D)  1 
hereof  may  be  provided  only  pursuant  to  agreement  with  such 
State  agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  for  vocational  rehabilitation  services  ^ 
so  approved.  The  portion  of  the  amount  expended  for  adminis-  i 
t ration  of  the  State  plan  to  which  subparagraph  (A)  applies  and 
the  portion  thereof  to  which  subparagraphs  (B)  and  (C)  apply 
shall  be  determined  in  accordance  with  such  methods  and  pro- 
cedures as  may  be  permitted  by  the  Secretary ;  and 

[(5)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  2  does  not  meet  the  requirements  of  subsection  (c)  (1),  an 
amount  equal  to  one-half  of  the  total  of  the  sums  expended  dur- 
ing such  quarter  as  found  necessary  by  the  Secretary  for  the 
proper  and  efficient  administration  of  the  State  plan,  including 
services  referred  to  in  paragraph  (4)  and  provided  in  accordance 
with  the  provisions  of  such  paragraph. 
[(b)  The  method  of  computing  and  paying  such  amounts  shall  be 
as  follows : 

[(1)  The  Secretary  of  Health,  Education,  and  Welfare  shall, 
prior  to  the  beginning  of  each  quarter,  estimate  the  amount  to 
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be  paid  to  the  State  for  such  quarter  under  the  provisions  of 
subsection  (a),  such  estimate  to  be  based  on  (A)  a  report  filed 
by  the  State  containing  its  estimate  of  the  total  sum  to  be  ex- 
pended in  such  quarter  in  accordance  with  the  provisions  of  such 
subsection,  and  stating  the  amount  appropriated  or  made  avail- 
able by  the  State  and  its  political  subdivisions  for  such  expendi- 
tures in  such  quarter,  and  if  such  amount  is  less  than  the  State's 
proportionate  share  of  the  total  sum  of  such  estimated  expendi- 
tures, the  source  or  sources  from  which  the  difference  is  expected 
to  be  derived,  (B)  records  showing  the  number  of  aged  individ- 
uals in  the  State,  and  (C)  such  other  investigation  as  the  Secre- 
tary may  find  necessary. 

[(2)  The  Secretary*  of  Health,  Education,  and  Welfare  shall 
then  certify  to  the  Secretary  of  the  Treasury  the  amount  so 
estimated  by  the  Secretary  of  Health,  Education,  and  Welfare, 
(A)  reduced  or  increased,  as  the  case  may  be,  by  any  sum  by 
which  the  Secretary  of  Health,  Education,  and  Welfare  finds  that 
his  estimate  for  any  prior  quarter  was  greater  or  less  than  the 
amount  which  should  have  been  paid  to  the  State  under  sub- 
section (a)  for  such  quarter,  and  (B)  reduced  by  a  sum  equivalent 
to  the  pro  rata  share  to  which  the  United  States  is  equitably 
entitled,  as  determined  by  the  Secretary  of  Health,  Education, 
and  Welfare,  of  the  net  amount  recovered  during  any  prior  quar- 
ter by  the  State  or  any  political  subdivision  thereof  with  respect 
to  assistance  furnished  under  the  State  plan;  except  that  such 
increases  or  reductions  shall  not  be  made  to  the  extent  that  such 
sums  have  been  applied  to  make  the  amount  certified  for  any 
prior  quarter  greater  or  less  than  the  amount  estimated  by  the 
Secretary  of  Health,  Education,  and  Welfare  for  such  prior 
quarter :  Provided^  That  any  part  of  the  amount  recovered  from 
the  estate  of  a  deceased  recipient  which  is  not  in  excess  of  the 
amount  expended  by  the  State  or  any  political  subdivision  thereof 
for  the  funeral  expenses  of  the  deceased  shall  not  be  considered 
as  a  basis  for  reduction  under  clause  (B)  of  this  paragraph. 

[(3)  The  Secretary  of  the  Treasury  shall  thereupon,  through 
the  Fiscal  Service  of  the  Treasury  Department  and  prior  to 
audit  or  settlement  by  the  General  Accounting  Office,  pay  to  the 
State,  at  the  time  or  times  fixed  by  the  Secretary  of  Health,  Edu- 
cation, and  Welfare,  the  amounts  so  certified. 
[(c)  (1)  In  order  for  a  State  to  qualify  for  payments  under  para- 
graph (4)  of  subsection  (a),  its  State  plan  approved  under  section  2 
must  provide  that  the  State  agency  shall  make  available  to  applicants 
for  recipients  of  old-age  assistance  under  such  State  plan  at  least  those 
services  to  help  them  attain  or  retain  capability  for  self-care  which  are 
prescribed  by  the  Secretary. 

[(2)  In  the  case  of  any  State  whose  State  plan  included  a  provision 
meeting  the  requirements  of  paragraph  (1),  but  with  respect  to  which 
the  Secretary  finds,  after  reasonable  notice  and  opportunity  for  hear- 
ing to  the  State  agency  administering  or  supervising  the  administra- 
tion of  such  plan,  that — 

j[(A)  the  provision  has  been  so  changed  that  it  no  longer  com- 
plies with  the  requirements  of  paragraph  ( 1 ) ,  or 
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[(B)  in  the  administration  of  the  plan  there  is  a  failure  to  com-  ' 
ply  substantially  with  such  provision, 
the  Secretary  shall  notify  such  State  agency  that  further  payments  j 
will  not  be  made  to  the  State  under  paragraph  (4)  of  subsection  (a)  l 
until  he  is  satisfied  that  there  will  no  longer  be  any  such  failure  to 
comply.  Until  the  Secretary  is  so  satisfied  further  payments  with  re- 
spect to  the  administration  of  such  State  plan  shall  not  be  made  under  , 
paragraph  (4)  of  subsection  (a)  but  shall  instead  be  made,  subject  to  | 
the  other  provisions  of  this  title,  under  paragraph  (5)  of  such  sub-  , 
section.  . 

[(d)  Notwithstanding  the  preceding  provisions  of  this  section,  the 
amount  determined  under  such  provisions  for  any  State  for  any  quar- 
ter which  is  attributable  to  expenditures  with  respect  to  patients  in 
institutions  for  mental  diseases  shall  be  paid  only  to  the  extent  that  i 
the  State  make  a  showing  saisfactory  to  the  Secretary  that  total  ex- 
penditures in  the  State  from  Federal,  State,  and  local  sources  for 
mental  health  services  (including  payments  to  or  in  behalf  of  individ- 
uals with  mental  health  problems)  under  State  and  local  public  health 
and  public  welfare  programs  for  such  quarter  exceed  the  average  of 
the  total  expenditures  in  the  State  from  such  sources  for  such  services  ' 
under  such  programs  for  each  quarter  of  the  fiscal  year  ending  June  30,  i 
1965.  For  purposes  of  this  subsection,  expenditures  for  such  services  | 
for  each  quarter  in  the  fiscal  year  ending  June  30,  1965,  in  the  case 
of  any  State  shall  be  determined  on  the  basis  of  the  latest  data,  satis-  ^ 
factory  to  the  Secretary,  available  to  him  at  the  time  of  the  first  de- 
termination by  him  under  this  subsection  for  such  State ;  and  expendi-  j 
tures  for  such  services  for  any  quarter  beginning  after  December  31,  j 
1965,  in  the  case  of  any  State  shall  be  determined  on  the  basis  of  the  ' 
latest  data,  satisfactory  to  the  Secretary,  available  to  him  at  the  time  ' 
of  the  determination  under  this  subsection  for  such  State  for  such  ' 
quarter ;  and  determinations  so  made  shall  be  conclusive  for  purposes  j 
of  this  subsection.  I 
[Operation  of  State  Plans  \ 

[Sec.  4.  In  the  case  of  any  State  plan  which  has  been  approved  under  ; 

this  title  by  the  Secretary  of  Health,  Education,  and  Welfare,  if  the  { 

Secretary,  after  reasonable  notice  and  opportunity  for  hearing  to  the  | 

State  agency  administering  or  supervising  the  administration  of  such  | 

plan  finds —  | 

[(1)  that  the  plan  has  been  so  changed  as  to  impose  any  age,  , 
residence,  or  citizenship  requirement  prohibited  by  section  2(b), 

or  that  in  the  administration  of  the  plan  any  such  prohibited  re-  i 

quirement  is  imposed,  with  the  knowledge  of  such  State  agency,  j 

in  a  substantial  number  of  cases ;  or  ! 

[(2)  that  in  the  administration  of  the  plan  there  is  a  failure  to  i 

comply  substantially  with  any  provision  required  by  section  2(a)  • 

to  be  included  in  the  plan ;  , 

the  Secretary  shall  notify  such  State  agency  that  further  payments  j 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  affected 
by  such  failure)  until  the  Secretary  is  satisfied  that  such  prohibited 
requirement  is  no  longer  imposed,  and  that  there  is  no  longer  any  such 
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failure  to  comply.  Until  he  is  so  satisfied  he  shall  make  no  further 
payments  to  such  State  (or  shall  limit  payments  to  categories  under 
or  parts  of  the  State  plan  not  affected  by  such  failure) . 

[Administration 

[Sec.  5.  [Executed.  Authorized  appropriation  for  administrative 
expenses  of  the  Social  Security  Board  under  this  title  for  the  fiscal  year 
ending  June  30, 1936.] 

[Definitions 

[Sec  6.  (a)  For  the  purposes  of  this  title,  the  term  "old-age  assist- 
ance" means  money  payments  to,  or  (if  provided  in  or  after  the  third 
month  before  the  month  in  which  the  recipient  makes  application  for 
assistance)  medical  care  in  behalf  of  or  any  type  of  remedial  care 
recognized  under  State  law  in  behalf  of,  needy  individuals  who  are 
sixty-five  years  of  age  or  older,  but  does  not  include  any  such  pay- 
ments to  or  care  in  behalf  of  smy  individual  who  is  an  inmate  of  a 
public  institution  (except  as  a  patient  in  a  medical  institution).  Such 
term  also  includes  payments  which  are  not  included  within  the  meaning 
of  such  term  under  the  preceding  sentence,  but  which  would  be  so  in- 
cluded except  that  they  are  made  on  behalf  of  such  a  needy  individual 
to  another  individual  who  (as  determined  in  accordance  with  standards 
prescribed  by  the  Secretary)  is  interested  in  or  concerned  with  the  wel- 
fare of  such  needy  individual,  but  only  with  respect  to  a  State  whose 
State  plan  approved  under  section  2  includes  provision  for — 

[(1)  determination  by  the  State  agency  that  such  needy  indi- 
vidual has,  by  reason  of  his  physical  or  mental  condition,  such 
inability  to  manage  funds  that  making  payments  to  him  would 
be  contrary  to  his  welfare  and,  therefore,  it  is  necessary  to  provide 
such  assistance  through  payments  described  in  this  sentence ; 

[(2)  making  such  payments  only  in  cases  in  which  such  pay- 
ments will,  under  the  rules  otherwise  applicable  under  the  State 
plan  for  determining  need  and  the  amount  of  old-age  assistance  to 
be  paid  (and  in  conjunction  with  other  income  and  resources), 
meet  all  the  need  of  the  individuals  with  respect  to  whom  such 
payments  are  made ; 

[(3)  undertaking  and  continuing  special  efforts  to  protect  the 
welfare  of  such  individual  and  to  improve,  to  the  extent  possible, 
his  capacity  for  self -care  and  to  manage  funds ; 

[(4)  periodic  review  by  such  State  agency  of  the  determination 
under  paragraph  (1)  to  ascertain  whether  conditions  justifying 
such  determination  still  exist,  with  provision  for  termination  of 
such  payments  if  they  do  not  and  for  seeking  judicial  appointment 
of  a  guardian  or  other  legal  representative,  as  described  in  section 
1111,  if  and  when  it  appears  that  such  action  will  best  serve  the 
interests  of  such  needy  individual ;  and 

[[(5)  opportunity  for  a  fair  hearing  before  the  State  agency  on 
the  determination  referred  to  in  paragraph  (1)  for  any  individual 
with  respect  to  whom  it  is  made. 
[(b)  For  purposes  of  this  title,  the  term  "medical  assistance  for  the 
aged"  means  payment  of  part  or  all  of  the  cost  of  the  following  care 
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and  services  (if  provided  in  or  after  the  third  month  before  the  month 
in  which  the  recipient  makes  application  for  assistance)  for  individ- 
uals sixty-five  years  of  age  or  older  who  are  not  recipients  of  old-age 
assistance  (except,  for  any  month,  for  recipients  of  old-age  assistance 
who  are  admitted  to  or  discharged  from  a  medical  institution  during 
such  month)  but  whose  income  and  resources  are  insufficient  to  meet 
all  of  such  cost — 

[  ( 1 )  inpatient  hospital  services ; 

[(2)  skilled  nursing-home  services ; 

[(3)  physicians'  services; 

[(4)  outpatient  hospital  or  clinic  services ; 

[  ( 5 )  home  health  care  services ; 

[(6)  private  duty  nursing  services ; 

[(7)  physical  therapy  and  related  services; 

[(8)  dental  services ; 

E(9)  laboratory  and  X-ray  services ; 
(10)  prescribed  drugs,  eyeglasses,  dentures,  and  prosthetic 
devices ; 

[(11)  diagnostic,  screening,  and  preventive  services;  and 
[(12)  any  other  medical  care  or  remedial  care  recognized  under 
State  law ; 

except  that  such  term  does  not  include  any  such  payments  with  respect 
to  care  or  services  for  any  individual  who  is  an  inmate  of  a  public 
institution  (except  as  a  patient  in  a  medical  institution). 

[(c)  For  purposes  of  this  title,  the  term  "Federal  medical  percent- 
age" for  any  State  shall  be  100  per  centum  less  the  State  percentage ; 
and  the  State  percentage  shall  be  that  percentage  which  bears  the  same 
ratio  to  50  per  centum  as  the  square  of  the  per  capita  income  of  such 
State  bears  to  the  square  of  the  per  capita  income  of  the  continental 
United  States  (including  Alaska)  and  Hawaii;  except  that  (i)  the 
Federal  medical  percentage  shall  in  no  case  be  less  than  50  per  centum 
or  more  than  80  per  centum,  and  (ii)  the  Federal  medical  percentage 
for  Puerto  Rico,  the  Virgin  Islands,  and  Guam  shall  be  50  per  centum. 
The  Federal  medical  percentage  for  any  State  shall  be  determined  and 
promulgated  in  accordance  with  the  provisions  of  subparagraph  (B) 
of  section  1101(a)  (8)  (other  than  the  proviso  at  the  end  thereof) ; 
except  that  the  Secretary  shall,  as  soon  as  possible  after  enactment  of 
the  Social  Security  Amendments  of  1960,  determine  and  promulgate 
the  Federal  medical  percentage  for  each  State — 

[  ( 1 )  for  the  period  beginning  October  1, 1960,  and  ending  with 
the  close  of  June  30,  1961,  which  promulgation  shall  be  based  on 
the  same  data  with  respect  to  per  capita  income  as  the  data  used 
by  the  Secretary  in  promulgating  the  Federal  percentage  (under 
section  1101(a)(8))  for  such  State  for  the  fiscal  year  ending 
June  30,  1961  (which  promulgation  of  the  Federal  medical  per- 
centage shall  be  conclusive  for  such  period),  and 

[(2)  for  the  period  beginning,  July  1, 1961,  and  ending  with  the 
close  of  June  30,  1963,  which  promulgation  shall  be  based  on  the 
same  data  with  respect  to  per  capita  income  as  the  data  used  by  the 
Secretarv  in  promulgating  the  Federal  j^ercentage  (under  section 
1101  (a)  (8) )  for  such  State  for  such  period  (which  promulgation 
of  the  Federal  medical  percentage  shall  b^  <^onclusive  for  such 
period).] 
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Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  and 

Federal  Disability  Insurance  Trust  Fund  ^ 

Section  201.  (a)  There  is  hereby  created  on  the  books  of  the  Treas-  ' 
ury  of  the  United  States  a  trust  fund  to  be  known  as  the  "Federal 
Old-Age  and  Survivors  Insurance  Trust  Fund".  The  Federal  Old-Age 
and  Survivors  Insurance  Trust  Fund  shall  consist  of  the  securities 
held  by  the  Secretary  of  the  Treasury  for  the  Old-Age  Reserve  Ac- 
count and  the  amount  standing  to  the  credit  of  the  Old-Age  Reserve  i 
Account  on  the  books  of  the  Treasury  on  January  1,  1940,  which  se- 
curities and  amount  the  Secretary  of  the  Treasury  is  authorized  and 
directed  to  transfer  to  the  Federal  Old-Age  and  Survivors  Insurance 
Trust  Fund,  and,  in  addition,  such  gifts  and  bequests  as  may  he  made  ■ 
as  provided  in  subsection  (i)  (i),^  and  such  amounts  as  may  be  ap- 
propriated to,  or  deposited  in,  the  Federal  Old-Age  and  Survivors  In- 
surance Trust  Fund  as  hereinafter  provided.  There  is  hereby  appro- 
priated to  the  Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  | 
for  the  fiscal  year  ending  June  30,  1941,  and  for  each  fiscal  year  there-  I 
after,  out  of  any  moneys  in  the  Treasury  not  otherwise  appropriated,  | 
amounts  equivalent  to  100  per  centum  of — 

(1)  the  taxes  (including  interest,  penalties,  and  additions  to 
the  taxes)  received  under  subchapter  A  of  chapter  9  of  the  In- 
ternal Revenue  Code  of  1939  (and  covered  into  the  Treasury) 
which  are  deposited  into  the  Treasury  by  collectors  of  internal  1 
revenue  before  January  1, 1951 ;  and  ' 

(2)  the  taxes  certified  each  month  by  the  Commissioner  of 
Internal  Revenue  as  taxes  received  under  subchapter  A  of  chapter  ; 
9  of  such  Code  which  are  deposited  into  the  Treasury  by  collectors  I 
of  internal  revenue  after  December  31,  1950,  and  before  January 

1,  1953,  with  respect  to  assessments  of  such  taxes  made  before 

January  1,  1951 ;  and  j 

(3)  the  taxes  imposed  by  subchapter  A  of  chapter  9  of  such  i 
Code  with  respect  to  wages  (as  defined  in  section  1426  of -sttch  J 
Code),  and  by  chapter  21  (other  than  sections  3101(b)  and  3111  j 
(b) )  of  the  Internal  Revenue  Code  of  1954  with  respect  to  wages  I 
(as  defined  in  section  3121  of  such  Code)  reported  to  the  Com-  | 
missioner  of  Internal  Revenue  pursuant  to  section  1420(c)  of  the  , 
Internal  Revenue  Code  of  1939  after  December  31,  1950,  or  to  i 
the  Secretary  of  the  Treasury  or  his  delegates  pursuant  to  sub-  \ 
title  F  of  the  Internal  Revenue  Code  of  1954  after  December  31,  ' 
1954,  as  determined  by  the  Secretary  of  the  Treasury  by  apply- 
ing the  applicable  rates  of  tax  under  such  subchapter  or  chapter  j 
21  (other  than  sections  3101(b)  and  3111(b))  to  such  wages,  I 
which  wages  shall  be  certified  by  the  Secretary  of  Health,  Educa-  | 
tion,  and  Welfare  on  the  basis  of  the  records  of  wages  established  ; 
and  maintained  by  such  Secretary  in  accordance  with  such  re- 
ports, less  the  amounts  specified  in  clause  (1)  of  subsection  (b)  of 
this  section ;  and  | 


1  Applies  to  gifts  and  bequests  received  after  the  date  of  enactment.  i 
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(4)  the  taxes  imposed  by  subchapter  E  of  chapter  1  of  the 
Internal  Revenue  Code  of  1939,  with  respect  to  self -employment 
income  (as  defined  in  section  481  of  such  Code),  and  by  chapter 
2  (other  than  section  1401(b))  of  the  Internal  Revenue  Code  of 
1954  Avith  respect  to  self -employment  income  (as  defined  in  section 
1402  of  such  Code)  reported  to  the  Commissioner  of  Internal 
Revenue  on  tax  returns  under  such  subchapter  or  to  the  Secretary 
of  the  Treasury,  or  his  delegate  on  tax  returns  under  subtitle  F 
of  such  Code,  as  determined  by  the  Secretary  of  the  Treasury  by 
applying  the  applicable  rate  of  tax  under  such  subchapter  or 
chapter  (other  than  section  1401(b))  to  such  self -employment 
income,  which  self-employment  income  shall  be  certified  by  the 
Secretary  of  Health,  Education,  and  Welfare  on  the  basis  of  the 
records  of  self-employment  income  established  and  maintained  by 
the  Secretary  of  Health,  Education,  and  Welfare  in  accordance 
with  such  returns,  less  the  amounts  specified  in  clause  (2)  of  sub- 
section (b)  of  this  section. 
The  amounts  appropriated  by  clauses  (3)  and  (4)  shall  be  transferred 
from  time  to  time  from  the  general  fund  in  the  Treasury  to  the  Fed- 
eral Old- Age  and  Survivors  Insurance  Trust  Fund,  and  the  amounts 
appropriated  by  clauses  (1)  and  (2)  of  subsection  (b)  shall  be  trans- 
ferred from  time  to  time  from  the  general  fund  in  the  Treasury  to  the 
Federal  Disability  Insurance  Trust  Fund,  such  amounts  to  be  deter- 
mined on  the  basis  of  estimates  by  the  Secretary  of  the  Treasury  of  the 
taxes,  specified  in  clauses  (3)  and  (4)  of  this  subsection,  paid  to  or 
deposited  into  the  Treasury;  and  proper  adjustments  shall  be  made  in 
amounts  subsequently  transferred  to  the  extent  prior  estimates  were 
in  excess  of  or  were  less  than  the  taxes  specified  in  such  clauses  (3)  and 
(4)  of  this  subsection. 

(b)  There  is  hereby  created  on  the  books  of  the  Treasury  of  the 
United  States  a  trust  fund  to  be  known  as  the  "Federal  Disability  In- 
surance Trust  Fund".  The  Federal  Disability  Insurance  Trust  Fund 
shall  consist  of  such  gifts  and  bequests  as  may  he  made  as  provided  in 
subsection  (^)  (i)  ,^  and  of  such  amounts  as  may  be  appropriated  to,  or 
deposited  in,  such  fund  as  provided  in  this  section.  There  is  hereby 
appropriated  to  the  Federal  Disability  Insurance  Trust  Fund  for  the 
fiscal  year  ending  June  30, 1957,  and  for  each  fiscal  year  thereafter,  out 
of  any  moneys  in  the  Treasury  not  otherwise  appropriated,  amounts 
equivalent  to  100  per  centum  of — 

(1)  (A)  1/2  of  1  per  centum  of  the  wages  (as  defined  in  section 
3121  of  the  Internal  Revenue  Code  of  1954)  paid  after  Decem- 
ber 31,  1956,  and  before  January  1, 1966,  and  reported  to  the  Sec- 
retary of  the  Treasury  or  his  delegate  pursuant  to  subtitle  F  of  the 
Internal  Revenue  Code  of  1954,  (B)  0.70  of  1  per  centum  of  the 
wages  (as  so  defined)  paid  after  December  31,  1965,  and  before 
January  1,  1968,  and  so  reported,  and  (C)  0.95  of  1  per  centum 
of  the  wages  (as  so  defined)  paid  after  December  31,  1967,  and 
before  January  1,  1970,  and  so  reported,  (D)  1.10  per  centum  of 


1  Applies  to  gifts  and  bequests  received  after  the  date  of  enactment. 
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the  wages  (as  so  defined)  paid  after  December  31,  1969,  and  be-  ' 
fore  January  1,  1973,  and  so  reported,  (E)  [1.0]  1.15  per  centum 
of  the  wages  (as  so  defined)  paid  after  December  31, 1972,  and  be-  i 
fore  January  1,  1978.  and  so  reported,  (F)  [I.13  140  per  centum  ' 
of  the  wages  (as  so  defined)  paid  after  December  31,  1977,  and 
before  January  1,  2011,  and  so  reported,  and  (G)  [1.4]  1.60  per 
centum  of  the  wages  (as  so  defined)  paid  after  December  31,  2010,  ' 
and  so  reported,  Avhich  Avages  shall  be  certified  by  the  Secretary  of 
Health,  Education,  and  Welfare  on  the  basis  "of  the  records  of 
wages  established  and  maintained  by  such  Secretary  in  accordance 
with  such  reports ;  and 

(2)  (A)  3^  of  1  per  centum  of  the  amount  of  self -employment 
income  (as  defined  in  section  1402  of  the  Internal  Revenue  Code  ■ 
of  1954)  reported  to  the  Secretary  of  the  Treasury  or  his  delegate 
on  tax  returns  under  subtitle  F  of  the  Internal  Revenue  Code  of 
1954  for  any  taxable  year  beginning  after  December  31, 1956,  and 
before  January  1,  1966,  (B)  and  0.525  of  1  per  centum  of  the 
amount  of  self -employment  income  (as  so  defined)  so  reported  for  | 
any  taxable  year  beginning  after  December  31,  1965,  and  before  j 
January  1,  1968,  and  (C)  0.7125  of  1  per  centum  of  the  amount  of 
self -employment  income  (as  so  defined)  so  reported  for  any  tax-  | 
able  year  beginning  after  December  31,  1967,  and  before  Janu- 
ary 1,  1970,  (D)  0.825  of  1  per  centum  of  the  amount  of  self- 
employment  income  (as  so  defined)  so  reported  for  any  taxable  1 
year  beginning  after  December  31,  1969,  and  before  January  1,  1 
1973,  (E)  [0.75]  0.83  of  1  per  centum  of  the  amount  of  self -em-  j 
ployment  income  (as  so  defined)  so  reported  for  any  taxable  year  I 
beginning  after  December  31,  1972,  and  before  January  1,  i978,  | 
(F)  [0.825]  1.00  per  centum  of  the  amount  of  self -employment  in-  | 
come  (as  so  defined)  so  reported  for  any  taxable  year  beginning 
after  December  31,  1977,  and  before  January  1,  2011,  and  (G) 
[0.915]  0.935  per  centum  of  the  amount  of  self -employment  in- 
come (as  so  defined)  so  reported  for  any  taxable  year  beginning  j 
after  December  31,  2010,  which  self-employment  income  shall  be  i 
certified  by  the  Secretary  of  Health,  Education,  and  Welfare  on  | 
the  basis  of  the  records  of  self-employment  income  established  and  1 
maintained  by  the  Secretary  of  Health,  Education,  and  Welfare  I 
in  accordance  with  such  returns.  [ 
(c)  With  respect  to  the  Federal  Old- Age  and  Survivors  Insurance  j 
Trust  Fund  and  the  Federal  Disability  Insurance  Trust  Fund  (here-  i 
inafter  in  this  title  called  the  "Trust  Funds")  there  is  hereby  created  | 
a  body  to  be  known  as  the  Board  of  Trustees  of  the  Trust  Funds  (here-  j 
inafter  in  this  title  called  the  "Board  of  Trustees")  which  Board  of  | 
Trustees  shall  be  composed  of  the  Secretary  of  the  Treasury,  the  Sec-  j 
retary  of  Labor,  and  the  Secretary  of  Health,  Education,  and  Welfare,  ;' 
all  ex  officio.  The  Secretarv  of  the  Treasury  shall  be  the  ^Managing  j 
Trustee  of  the  Board  of  Trustees  (hereinafter  in  this  title  called  the  | 
"Managing  Trustee").  The  Commissioner  of  Social  Security  shall  | 
serve  as  Secretary  of  the  Board  of  Trustees.  Such  Board  of  Trustees  1 
shall  meet  not  less  frequently  than  once  each  calendar  year.  It  shall  be  j 
the  dutv  of  the  Board  of  Trustees  to — 

( 1 )  Hold  the  Trust  Funds ;  j; 
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(2)  Keport  to  the  Congress  not  later  than  the  first  day  of  April 
of  each  year  on  the  operation  and  status  of  the  Trust  Funds  dur- 
ing the  preceding  fiscal  year  and  on  their  expected  operation  and 
status  during  the  next  ensuing  five  fiscal  years ; 

(3)  Keport  immediately  to  the  Congress  whenever  the  Board 
of  Trustees  is  of  the  opinion  that  the  amount  of  either  of  the  Trust 
Funds  is  unduly  small ; 

(4)  Kecomniend  improvements  in  administrative  procedures 
and  policies  designed  to  effectuate  the  proper  coordination  of  the 
old-age  and  survivors  insurance  and  Federal-State  unemploy- 
ment compensation  program and 

(5)  Review  the  general  policies  followed  in  managing  the  Trust 
Funds,  and  recommend  changes  in  such  policies,  including  neces- 
sary changes  in  the  provisions  of  the  law  which  govern  the  way  in 
which  the  Trust  Funds  are  to  be  managed. 

The  report  provided  for  in  paragraph  (2)  above  shall  include  a  state- 
ment of  the  assets  of,  and  the  disbursements  made  from,  the  Trust 
Funds  during  the  preceding  fiscal  year,  an  estimate  of  the  expected 
future  income  to,  and  disbursements  to  be  made  from,  the  Trust  Funds 
during  each  of  the  next  ensuing  five  fiscal  years,  and  a  statement  of  the 
actuarial  status  of  the  Trust  Funds.  Such  report  shall  also  include  an 
actuarial  analysis  of  the  benefit  disbursements  made  from  the  Federal 
Old- Age  and  Survivors  Insurance  Trust  Fund  with  respect  to  disabled 
beneficiaries.  Such  report  shall  be  printed  as  a  House  document  of  the 
session  of  the  Congress  to  which  the  report  is  made. 

(d)  It  shall  be  the  duty  of  the  Managing  Trustee  to  invest  such  por- 
tion of  the  Trust  Funds  as  is  not,  in  his  judgment,  required  to  meet 
current  withdrawals.  Such  investments  may  be  made  only  in  interest- 
bearing  obligations  of  the  United  States  or  in  obligations  guaranteed 
as  to  both  principal  and  interest  by  the  United  States.  For  such  pur- 
pose such  obligations  may  be  acquired  ( 1 )  on  original  issue  at  the  issue 
price,  or  (2)  by  purchase  of  outstanding  obligations  at  the  market 
price.  The  purposes  for  which  oblifjations  of  the  United  States  may  be 
issued  under  the  Second  Liberty  Bond  Act,  as  amended,  are  hereby 
extended  to  authorize  the  issuance  at  par  of  public-debt  obligations  for 
purchase  by  the  Trust  Funds.  Such  obligations  issued  for  purchase  by 
the  Trust  Funds  shall  have  maturities  fixed  with  due  regard  for  the 
needs  of  the  Trust  Funds  and  shall  bear  interest  at  a  rate  equal  to  the 
average  market  yield  (computed  by  the  Managing  Trustee  on  the  basis 
of  market  quotations  as  of  the  end  of  the  calendar  month  next  preced- 
ing the  date  of  such  issue)  on  all  marketable  interest-bearing  obliga- 
tions of  the  United  States  then  forming  a  part  of  the  public  debt 
which  are  not  due  or  callable  until  after  the  expiration  of  four  years 
from  the  end  of  such  calendar  month ;  except  that  where  such  average 
market  yield  is  not  a  multiple  of  one-eighth  of  1  per  centum,  the  rate 
of  interest  of  such  obligations  shall  be  the  multiple  of  one-eighth  of 
1  per  centum  nearest  such  market  yield.  The  Managing  Trustee  may 
purchase  other  interest-bearing  obligations  of  the  United  States  or 
obligations  guaranteed  as  to  both  principal  and  interest  by  the  United 
States,  on  original  issue  or  at  the  market  price,  only  where  he  deter- 
mines that  the  purchase  of  such  other  obligations  is  in  the  public 
interest. 
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(e)  Any  obligation  acquired  by  the  Trust  Funds  (except  public- 
debt  obligations  issued  exclusively  to  the  Trust  Funds)  may  be  sold 
by  the  Managing  Trustee  at  the  market  price,  and  such  public-debt 
obligations  may  be  redeemed  at  par  plus  accrued  interest. 

(f )  The  interest  on,  and  the  proceeds  from  the  sale  or  redemption 
of,  any  obligations  held  in  the  Federal  Old-Age  and  Survivors  Insur- 
ance Tiust  Fund  and  the  Federal  Disability  Insurance  Trust  Fund 
shall  be  credited  to  and  form  a  part  of  the  Federal  Old- Age  and 
Survivors  Insurance  Trust  Fund  and  the  Disability  Insurance  Trust 
Fund,  respectively. 

(g)  (1)  (A)  There  are  authorized  to  be  made  available  for  expendi- 
ture, out  of  any  or  all  of  the  Trust  Funds  (which  for  purposes  of  this 
paragraph  shall  include  also  the  Federal  Hospital  Insurance  Trust 
Fund  and  the  Federal  Supplementary  Medical  Insurance  Trust  Fund 
established  by  title  XVIII),  such  amounts  as  the  Congress  may  deem 
appropriate  to  pay  the  costs  of  the  part  of  the  administration  of  this 
title,  title  XVI:  and  title  XVIII  for  which  the  Secretary  of  Health, 
Education,  and  Welfare  is  responsible.  During  each  fiscal  year  or  after 
the  close  of  such  fiscal  year  (or  at  both  times) ,  the  Secretary  of  Health, 
Education,  and  Welfare  shall  analyze  the  costs  of  administration  of 
this  title  and  title  XVIII  during  the  appropriate  part  or  all  of  such 
fiscal  year  in  order  to  determine  the  portion  of  such  costs  which  should 
be  borne  by  each  of  the  Trust  Funds  and  {with  respect  to  title  XVI) 
hy  the  general  revenues  of  the  United  States  and  shall  certify  to  the 
Managing  Trustee  the  amount,  if  any,  which  should  be  transferred 
among  such  Trust  Funds  in  order  to  assure  that  {after  appro friations 
made  pursuant  to  section  1601.  and  repayment  to  the  Tr-ust  Funds  from 
amounts  so  appropriated)  each  of  the  Trust  Funds  and  the  general 
revenues  of  the  United  States  bears  its  proper  share  of  the  costs  in- 
curred during  such  fiscal  year  for  the  part  of  the  administration  of  this 
title  and  title  XVIII  for  which  the  Secretary  of  Health,  Education, 
and  Welfare  is  responsible.  The  Managing  Trustee  is  authorized  and 
directed  to  transfer  any  such  amount  (determined  under  the  preced- 
ing sentence)  among  such  Trust  Funds  in  accordance  with  any  cer- 
tification so  made. 

(B )  The  Managing  Trustee  is  directed  to  pay  from  the  Trust  Funds 
into  the  Treasury  the  amounts  estimated  by  him  which  will  be  ex- 
pended, out  of  moneys  appropriated  from  the  general  funds  in  the 
Treasury,  during  each  calendar  quarter  by  the  Treasury  Department 
for  the  part  of  the  administration  of  this  title  and  title  XVIII  for 
which  the  Treasury  Department  is  responsible  and  for  the  administra- 
tion of  chapters  2  and  21  of  the  Internal  Revenue  Code  of  1954.  Such 
payments  shall  be  covered  into  the  Treasury  as  repayment  to  the 
account  for  reimbursement  of  expenses  incurred  in  connection  with 
such  administration  of  this  title  and  title  XVIII  and  chapters  2  and 
21  of  the  Internal  Revenue  Code  of  1954. 

(2)  The  Managing  Trustee  is  directed  to  pay  from  time  to  time 
from  the  Trust  Funds  into  the  Treasury  the  amount  estimated  by 
him  as  taxes  imposed  under  section  3101(a)  which  are  subject  to  re- 
fund under  section  6413(c)  and  {e)  of  the  Internal  Revenue  Code  ot 
1954  with  respect  to  wages  (as  defined  in  section  1426  of  the  Internal 
Revenue  Code  of  1939  and  section  3121  of  the  Internal  Revenue  Code 
of  1954)  paid  after  December  31,  1950.  Such  taxes  shall  be  deter- 
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mined  on  the  basis  of  the  records  of  wages  established  and  maintained 
b^^  the  Secretary  of  Health,  Education,  and  Welfare  in  accordance 
with  the  wages  reported  to  the  Commissioner  of  Internal  Revenue 
pursuant  to  section  1420(c)  of  the  Internal  Revenue  Code  of  1939  and 
to  the  Secretary  of  the  Treasury  or  his  delegate  pursuant  to  subtitle  F 
of  the  Internal  Revenue  Code  of  1954,  and  the  Secretary  shall  furnish 
the  Managing  Trustee  such  information  as  may  be  required  by  the 
Trustee  for  such  purpose.  The  payments  by  the  Managing  Trustee 
shall  be  covered  into  the  Treasury  as  repayments  to  the  account  for 
refunding  internal  revenue  collections.  Payments  pursuant  to  the  first 
sentence  of  this  paragraph  shall  be  made  from  the  Federal  Old- Age 
and  Survivors  Insurance  Trust  Fund  and  the  Federal  Disability  In- 
surance Trust  Fund  in  the  ratio  in  which  amounts  were  appropriated 
to  such  Trust  Funds  under  clause  (3)  of  subsection  (a)  of  this  section 
and  clause  (1)  of  subsection  (b)  of  this  section. 

(3)  Repayments  made  under  paragraph  (1)  or  (2)  shall  not  be 
available  for  expenditures  but  shall  be  carried  to  the  surplus  fund  of 
the  Treasury.  If  it  subsequently  appears  that  the  estimates  under 
either  such  paragraph  in  any  particular  period  were  too  high  or  too 
low,  appropriate  adjustments  shall  be  made  by  the  Managing  Trustee 
in  future  payments. 

(h)  Benefit  payments  required  to  be  made  under  section  223,  and 
benefit  payments  required  to  be  made  under  subsection  (b),  (c),  [or] 
(d) ,  or  {x)  of  section  202  to  individuals  entitled  to  benefits  on  the  basis 
of  the  wages  and  self -employment  income  of  an  individual  entitled  to 
disability  insurance  benefits,  shall  be  made  only  from  the  Federal  Dis- 
ability Insurance  Trust  Fund.  All  other  benefit  payments  required 
to  be  made  under  this  title  (other  than  section  226)  shall  be  made  only 
from  the  Federal  Old- Age  and  Survivors  Insurance  Trust  Fund. 

(^)  (i)  The  Managing  Trustee  of  the  Federal  Old- Age  and  Survi- 
vors Insurance  Trust  Fund^  the  Federal  Disahility  Insurance  Trust 
Fund,  the  Federal  Hospital  Insurance  Trust  Fund^  and  the  Federal 
Supplementary  Medical  Insurance  Trust  Fund  is  authorized  to  ac- 
cept on  behalf  of  the  United  States  money  gifts  and  bequests  made 
unconditionally  to  any  one  or  more  of  such  Trust  Funds  or  to  the 
Department  of  Healthy  Education^  and  Welfai'e^  or  any  part  or  officer 
thereof^  for  the  benefit  of  any  of  such  Funds  or  any  activity  financed 
through  such  Funds, 

{2)  Any  such  gift  accepted  pursuant  to  the  authority  granted  in 
paragraph  (1)  of  this  subsection  shall  be  deposited  in — 

(A)  the  specific  tru^t  fund  designated  by  the  donor  or 

(B)  if  the  donor  has  not  so  designated,  the  Federal  Old- Age 
and  Survivors  Insurance  Trust  Fund.^ 

Old- Age  and  Survivors  Insurance  Benefit  Payments 
Old-Age  Insurance  Benefits 

Sec.  202.  (a)  Every  individual  who — 

(1)  is  a  fully  msured  individual  (as  defined  in  section  214(a) ), 

(2)  has  attained  age  62,  and 


1  Applies  to  gifts  and  bequests  received  after  the  date  of  enactment. 
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(3)  has  filed  application  for  old-age  insurance  benefits  or  was 
entitled  to  disability  insurance  benefits  for  the  month  preceding 
the  month  in  which  he  attained  the  age  of  65, 
shall  be  entitled  to  an  old-age  insurance  benefit  for  each  month,  be- 
ginning with  the  first  month  after  August  1950  in  which  such  indi- 
vidual becomes  so  entitled  to  such  insurance  benefits  and  ending  with 
the  month  preceding  the  month  in  which  he  dies.  Except  as  provided  in 
subsection  (q)  and  subsection  (w)^  such  individual's  old-age  insurance  ! 
benefit  for  any  month  shall  be  equal  to  his  primary  insurance  amount  ! 
(as  defined  in  section  215(a))  for  such  month. 

Wife's  Insurance  Benefits 

(b)  (1)  The  wife  (as  defined  in  section  216(b) )  and  every  divorced 
wife  (as  defined  in  section  216  (d) )  of  an  individual  entitled  to  old-age 
or  disability  insurance  benefits,  if  such  wife  or  such  divorced  wife — 

(A)  has  filed  application  for  wife's  insurance  benefits,  ' 

(B)  has  attained  age  62  or  (in  the  case  of  a  wife)  has  in  her 
care  (individually  or  jointly  with  such  individual)  at  the  time  of 
filing  such  application  a  child  entitled  to  a  child's  insurance  bene-  I 
fit  on  the  basis  of  the  wages  and  self-employment  income  of  such 
individual, 

(C)  in  the  case  of  a  divorced  wife,  is  not  married,  and 

[(£))  in  the  case  of  a  divorced  wife,  was  receiving  at  least  one- 
half  of  her  support,  as  determined  in  accordance  with  regulations 
prescribed  by  the  Secretary,  from  such  individual,  or  was  receiv- 
ing substantial  contributions  from  such  individual  (pursuant  to  a 
written  agreement)  or  there  was  in  effect  a  court  order  for  sub-  i 
stantial  contributions  to  her  support  from  such  individual — 

[(i)  if  he  had  a  period  of  disability  which  did  not  end  ! 
before  the  month  in  which  he  became  entitled  to  old-age  or  | 
disability  insurance  benefits,  at  the  beginning  of  such  period 
or  at  the  time  he  becomes  entitled  to  such  benefits,  or 

[(ii)  if  he  did  not  have  such  a  period  of  disability,  at  the  j 
time  he  became  entitled  to  old-age  insurance  benefits,  and — ]  j 
[(E)](Z>)  is  not  entitled  to  old-age  or  disability  insurance  | 
benefits  or  is  entitled  to  old-age  or  disability  insurance  benefits  | 
based  on  a  primary  insurance  amount  which  is  less  than  one-half  ( 
of  the  primary  insurance  amount  of  such  individual,  | 
shall  (subject  to  subsection  (s) )  be  entitled  to  a  wife's  insurance  bene-  \ 
fit  for  each  month,  beginning  with  the  first  month  in  which  she  becomes 
so  entitled  to  such  insurance  benefits  and  ending  with  the  month  pre- 
ceding the  first  month  in  which  any  of  the  following  occurs —  I 
1{¥)-\{E)  she  dies,  i 
-     [(G)5(^)  such  individual  dies,  ' 
[(H)  J(<x)  in  the  case  of  a  wife,  they  are  divorced  and  either  | 
(i)  she  has  not  attained  age  62,  or  (ii)  she  has  attained  age  62  but  j 
has  not  been  married  to  such  individual  for  a  period  of  20  years  j 
immediately  before  the  date  the  divorce  became  effective,  j 
[(I)] (5")  in  the  case  of  a  divorced  wife,  she  marries  a  person  | 
other  than  such  individual, 

C(J)!1(^)      the  case  of  a  wife  who  has  not  attained  age  62,  no  t 
child  of  such  individual  is  entitled  to  a  child's  insurance  benefit, 
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[(K)J  {J)  she  becomes  entitled  to  an  old-age  or  disability 
insurance  benefit  based  on  a  primary  insurance  amount  which  is 
equal  to  or  exceeds  one-half  of  the  primary  insurance  amount  of 
such  individual,  or 

[(L)]  {K)  such  individual  is  not  entitled  to  disability  insur- 
ance benefits  and  is  not  entitled  to  old-age  insurance  benefits.^ 

(2)  Except  as  provided  in  subsection  (q),  such  wife's  insurance 
benefit  for  each  month  shall  be  equal  to  one-half  of  the  primary  insur- 
ance amount  of  her  husband  (or,  in  the  case  of  a  divorced  wife,  her 
former  husband)  for  such  month. 

(3)  In  the  case  of  any  divorced  wife  who  marries — 

(A)  an  individual  entitled  to  benefits  under  subsection  (f )  [or 
(h)],  (A),  or  {x)  of  this  section,  or 

(B)  an  individual  who  has  attained  the  age  of  18  and  is  entitled 
to  benefits  under  subsection  (d) , 

such  divorced  wife's  entitlement  to  benefits  under  this  subsection  shall, 
notwithstanding  the  provisions  of  paragraph  (1)  (but  subject  to  sub- 
section (s)),  not  be  terminated  by  reason  of  such  marriage;  except 
that,  in  the  case  of  such  a  marriage  to  an  individual  entitled  to  ben'3- 
fits  under  subsection  (d),  the  preceding  provisions  of  this  paragraph 
shall  not  apply  with  respect  to  benefits  for  months  after  the  last  month 
for  which  such  individual  is  entitled  to  such  benefits  under  subsection 
(d)  unless  he  ceases  to  be  so  entitled  by  reason  of  his  death. 

Husband's  Insurance  Benefits 

(c)  (1)  The  husband  (as  defined  in  section  216(f) )  of  an  individual 
entitled  to  old-age  or  disability  insurance  benefits,  if  such  husband — 

(A)  has  filed  application  for  husband's  insurance  benefits, 

(B)  has  attained  age  62, 

(C)  was  receiving  at  least  one-half  of  his  support,  as  deter- 
mined in  accordance  with  regulations  prescribed  by  the  Secre- 
tary, from  such  individual — 

(i)  if  she  had  a  period  of  disability  which  did  not  end 
prior  to  the  month  in  which  she  became  entitled  to  old-age 
or  disability  insurance  benefits,  at  the  beginning  of  such 
period  or  at  the  time  she  became  entitled  to  such  benefits,  or 

(ii)  if  she  did  not  have  such  a  period  of  disability,  at  the 
time  she  became  entitled  to  such  benefits, 

and  filed  proof  of  such  support  within  two  years  after  the  month 
in  which  she  filed  application  with  respect  to  such  period  of  dis- 
ability or  after  the  month  in  which  she  became  entitled  to  such 
benefits,  as  the  case  may  be,  or,  if  she  did  not  have  such  a  period, 
two  years  after  the  month  in  which  she  became  entitled  to  such 
benefits,  and 

(D)  is  not  entitled  to  old-age  or  disability  insurance  benefits, 
or  is  entitled  to  old-age  or  disability  insurance  benefits  based  on  a 
primary  insurance  amount  which  is  less  than  one-half  of  the  pri- 
mary insurance  amount  of  his  wife, 


1  Applies  to  the  benefits  payable  under  section  202  for  month  after  December  1972,  except 
that  In  the  case  of  an  individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  after  Sept.  30,  1972, 
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shall  be  entitled  to  a  husband's  insurance  benefit  for  each  month, 
beginning  with  the  first  month  after  August  1950  in  which  he  be-  , 
comes  so  entitled  to  such  insurance  benefits  and  ending  with  the  j 
month  preceding  the  month  in  which  any  of  the  following  occurs: 
he  dies,  his  wife  dies,  they  are  divorced,  or  he  becomes  entitled  to  an  I 
old-age  or  disability  insurance  benefit,  based  on  a  primary  insurance  , 
amount  which  is  equal  to  or  exceeds  one-half  of  the  primary  insur-  | 
ance  amount  of  his  wife,  or  his  wife  is  not  entitled  to  disability  insur-  . 
ance  benefits  and  is  not  entitled  to  old-age  insurance  benefits.  ' 

(2)  The  provisions  of  subparagraph  (C)  of  paragraph  (1)  shall  , 
(subject  to  subsection  (s))  not  be  applicable  in  the  case  of  any  hus- 
band who — 

(A)  in  the  month  prior  to  the  month  of  his  marriage  to  such  j 
individual  was  entitled  to,  or  on  application  therefor  and  attain-  I 
ment  of  age  62  in  such  prior  month  would  have  been  entitled  to, 
benefits  under  subsection  (f )  [or  (h)],  (A) ,  or  (a?)  /  i 

(B)  in  the  month  prior  to  the  month  of  his  marriage  to  such  ^ 
individual  had  attained  age  eighteen  and  was  entitled  to,  or  on  ' 
application  therefor  would  have  been  entitled  to,  benefits  under  i 
subsection  (d)  ;  or 

(C)  in  the  month  prior  to  the  month  of  his  marriage  to  such 
individual  he  was  entitled  to,  or  on  application  therefor  and 
attainment  of  the  required  age  (if  any)  would  have  been  entitled 
to,  a  widower's,  child's  (after  attainment  of  age  18),  or  parent's  | 
insurance  annuity  under  section  5  of  the  Eailroad  Retirement  Act 
of  1937,  as  amended.  ' 

(3)  Except  as  provided  in  subsection  (q),  such  husband's  insurant*  | 
benefit  for  each  month  shall  be  equal  to  one-half  of  the  primary  ins""  I 
ance  amount  of  his  wife  for  such  month.  ' 

i 

Child's  Insurance  Benefits  | 

(d)  (1)  Every  child  (as  defined  in  section  216(e) )  of  an  individual  ! 

entitled  to  old-age  or  disability  insurance  benefits,  or  of  an  individual  ! 

who  dies  a  fully  or  currently  insured  individual  if  such  child —  I 

(A)  has  filed  application  for  child's  insurance  benefits,  j 

(B)  at  the  time  such  application  was  filed  was  unmarried  and  ^ 
(i)  either  had  not  attained  the  age  of  18  or  was  a  full-time  student  | 
and  had  not  attained  the  age  of  22,  or  (ii)  is  under  a  disability  (as  I 
defined  in  section  223(d))  which  began  before  he  attained  the  ' 
age  of  [eighteen]  22,  and  ^ 

( C )  was  dependent  upon  such  individual —  j 

(i)  if  such  individual  is  living,  at  the  time  such  application  I 
was  filed,  I 

(ii)  if  such  individual  has  died,  at  the  time  of  such  death,  . 

or 

(iii)  if  such  individual  had  a  period  of  disability  Avhich  | 
continued  until  he  became  entitled  to  old-acre  or  disability 
insurance  benefits,  or  (if  he  has  died)  until  the  month  of  his  I 

  .  I 

1  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  in  the  case  of  an  individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  after  Sept.  30,  1972.  I 
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death,  at  the  beginning  of  such  period  of  disability  or  at  the 
I  time  he  became  entitled  to  such  benefits, 

I     shall  be  entitled  to  a  child's  insurance  benefit  for  each  month,  begin- 
|i    ning  with  the  first  month  after  August  1950  in  which  such  child  be- 
comes  so  entitled  to  such  insurance  benefits  and  ending  with  the  month 
!     preceding  whichever  of  the  following  first  occurs — 

(D)  the  month  in  which  such  child  dies,  [marries,  or  is  adopted 
(except  for  adoption  by  a  stepparent,  grandparent,  aunt,  uncle, 
brother,  or  sister  subsequent  to  the  death  of  such  fully  or  currently 
insured  individual)  ,2  or  marries ^'^ 

(E)  the  month  in  which  such  child  attains  the  age  of  18,  but 
only  if  he  (i)  is  not  under  a  disability  (as  so  defined)  at  the  time 
he  attains  such  age,  and  (ii)  is  not  a  full-time  student  during  any 

'  part  of  such  month. 

[1  (F)  if  such  child  was  not  under  a  disability  (as  so  defined) 

j  at  the  time  he  attained  the  age  of  18,  the  earlier  of — 

(i)  the  first  month  during  no  part  of  which  he  is  a  full- 
!  time  student,  or 

I  (ii)  the  month  in  which  he  attains  the  age  of  22, 

j  hut  only  if  he  loas  not  under  a  disability  (as  so  defined)  in  such 

'  earlier  month;  ^  or 

(G)  if  such  child  was  under  a  disability  (as  so  defined)  at 
the  time  he  attained  the  age  of  18,  or  if  he  was  not  under  a  dis- 
ability {as  so  defined)  at  such  time  but  was  under  a  disability 
(as  so  defined)  at  or  prior  to  the  time  he  attained  {or  would  at- 
tain) the  age  of  22^^  the  third  month  following  the  month  in  which 
he  ceases  to  be  under  such  disability  or  (if  later)  the  earlier  of — 

(i)  the  first  month  during  no  part  of  which  he  is  a  full- 
time  student,  or 

(ii)  the  month  in  which  he  attains  the  age  of  22, 

but  only  if  he  was  not  under  a  disability  {as  so  defined)  in  such 
earlier  month.^ 

Entitlement  of  any  child  to  benefits  under  this  subsection  on  the  basis 
of  the  wages  and  self-employment  income  of  an  individual  entitled  to 
disability  insurance  benefits  shall  also  end  with  the  month  before  the 
first  month  for  which  such  individual  is  not  entitled  to  such  benefits 
unless  such  individual  is,  for  such  later  month,  entitled  to  old-age  in- 
surance benefits  or  unless  he  dies  in  such  month.  No  payment  under 
this  paragraph  may  be  made  to  a  child  who  would  not  meet  the  defini- 
tion of  disability  in  section  223 {d)  except  for  paragrapji  {1)  {B) 
thereof  for  any  month  in  which  he  engages  in  substantial  gainful 
a^tivity,^ 

(2)  Such  child's  insurance  benefit  for  each  month  shall,  if  the  indi- 
vidual on  the  basis  of  whose  wages  and  self-employment  income  the 
child  is  entitled  to  such  benefit  has  not  died  prior  to  the  end  of  such 
month,  be  equal  to  one-half  of  the  primary  insurance  amount  of  such 
individual  for  such  month.  Such  child's  insurance  benefit  for  each 
month  shall,  if  such  individual  has  died  in  or  prior  to  such  month,  be 
equal  to  three-fourths  of  the  primary  insurance  amount  of  such 
individual. 


1  Applies  to  benefits  for  months  beginning  with  month  of  enactment. 
3  See  footnote  on  preceding  page. 
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(3)  A  child  shall  be  deemed  dependent  upon  his  father  or  adopting  | 
father  or  his  mother  or  adopting  mother  at  the  time  specified  in  | 
paragraph  (1)  (C)  unless,  at  such  time,  such  individual  was  not  living 
with  or  contributing  to  the  support  of  such  child  and —  / 

(A)  such  child  is  neither  the  legitimate  nor  adopted  child  of  ! 
such  individual,  or 

(B)  such  child  has  been  adopted  by  some  other  individual.  ! 
For  purposes  of  this  paragraph,  a  child  deemed  to  be  a  child  of  a  fully  I 
or  currently  insured  individual  pursuant  to  section  216(h)  (2)  (B)  or  I 
section  216(h)  (3)  shall  be  deemed  to  be  the  legitimate  child  of  such 
individual.  ! 

(4)  A  child  shall  be  deemed  dependent  upon  his  stepfather  or  step- 
mother at  the  time  specified  in  paragraph  (1)  (C)  if,  at  such  time, 
the  child  was  living  with  or  was  receiving  at  least  one-half  of  his  sup- 
port from  such  stepfather  or  stepmother. 

(5)  In  the  case  of  a  child  who  has  attained  the  age  of  eighteen  and 
who  marries —  j 

(A)  an  individual  entitled  to  benefits  under  subsection  (a) ,  (b) ,  ' 
(e),  (f),  (g),  [or]  (h),  or  {x)  of  this  section  or  under  section  I 
223(a),  or 

(B)  another  individual  who  has  attained  the  age  of  eighteen 
and  is  entitled  to  benefits  under  this  subsection, 

such  child's  entitlement  to  benefits  under  this  subsection  shall,  not- 
withstanding the  provisions  of  paragraph  (1)  but  subject  to  subsec-  j 
tion  (s),  not  be  terminated  by  reason  of  such  marriage;  except  that, 
in  the  case  of  such  a  marriage  to  a  male  individual  entitled  to  benefits 
under  section  223(a)  or  this  subsection,  the  preceding  provisions  of 
this  paragraph  shall  not  apply  with  respect  to  benefits  for  months 
after  the  last  month  for  which  such  individual  is  entitled  to  such  bene- 
fits under  section  223(a)  or  this  subsection  unless  (i)  he  ceases  to  be 
so  entitled  by  reason  of  his  death,  or  (ii)  in  the  case  of  an  individual 
who  was  entitled  to  benefits  under  section  223(a),  he  is  entitled,  for 
the  month  following  such  last  month,  to  benefits  under  subsection  (a) 
of  this  section. 

(6)  A  child  whose  entitlement  to  child's  insurance  benefits  on  the 
basis  of  the  wages  and  self -employment  income  of  an  insured  indi- 
vidual terminated  with  the  month  preceding  the  month  in  which  such 
child  attained  the  age  of  18,  or  with  a  subsequent  month,  may  again 
become  entitled  to  such  benefits  (provided  no  event  specified  in  para- 
graph (1)  (D)  has  occurred)  beginning  with  the  first  month  there- 
after [in  which  he  is  a  full-time  student  and  has  not  attained  the  age 
of  22  if  he  has  filed  application  for  such  reentitlement.  Such  reentitle- 
ment  shall  end  with  the  month  preceding  whichever  of  the  following 
first  occurs :  The  first  month  during  no  part  of  which  he  is  a  full-time 
student,  the  month  in  which  he  attains  the  age  of  22,  or  the  first  month 
in  which  an  event  specified  in  paragraph  (1)  (D)  occurs.]  in  which 
he— 

{A)  (i)  is  a  full-time  student  or  is  under  a  disahility  (as  defined 
in  section  223\d)),  and  (ii)  had  not  attained  the  age  of  22,  or 

{B)  is  under  a  disahility  (as  so  defined)  lohich  began  before 
the  close  of  the  84-th  month  folloioing  the  m&nth  in  which  his 
m^ost  recent  entitlement  to  child's  inmrance  benefits  terminated 
because  he  ceased  to  be  under  such  disahility, 
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hut  only  if  he  has  fled  application  for  such  reentitJement.  Such  reen- 
titlement  shall  end  icith  the  month  preceding  lohichever  of  the  follow- 
ing first  occurs: 

(O)  the  first  month  in  which  an  event  specified  in  paragraph 
(1)  (D)  occurs; 

(D)  the  earlier  of  (i)  the  first  month  during  no  part  of  which 
he  is  a  full-time  student,  or  (ii)  the  month  in  which  he  attains  the 
age  of  22^  hut  only  if  he  is  not  under  a  disability  (as  so  defined) 
in  such  earlier  month;  or 

(E)  if  he  loas  under  a  disahility  (as  so  defined) ,  the  third  month 
folloiving  the  month  in  lohich  he  ceases  to  he  under  such  dis- 
ahility or  (if  later)  the  earlier  of — 

{i)  the  first  month  during  no  part  of  which  he  is  a  full- 
time  student,  or 

{ii)  the  month  in  which  he  attains  the  age  of  22.^ 
(7)  For  the  purposes  of  this  subsection — 

(A)  A  "full-time  student"  is  an  individual  who  is  in  full-time 
attendance  as  a  student  at  an  educational  institution,  as  deter- 
mined by  the  Secretary  (in  accordance  with  regulations  pre- 
scribed by  him)  in  the  light  of  the  standards  and  practices  of  the 
institutions  involved,  except  that  no  individual  shall  be  consdered 
a  "full-time  student"  if  he  is  paid  by  his  employer  while  attend- 
ing an  educational  institution  at  the  request,  or  pursuant  to  a  re- 
quirement, of  his  employer. 

(B)  Except  to  the  extent  provided  in  such  regulations,  an 
individual  shall  be  deemed  to  be  a  full-time  student  during  any 
period  of  nonattendance  at  an  educational  institution  at  which 
he  has  been  in  full-time  attendance  if  (i)  such  period  is  4  calendar 
months  or  less,  and  (ii)  he  shows  to  the  satisfaction  of  the  Secre- 
tary that  he  intends  to  continue  to  be  in  full-time  attendance  at 
an  educational  institution  immediately  following  such  period.  An 
individual  who  does  not  meet  the  requirement  of  clause  (ii)  with 
respect  to  such  period  of  nonattendance  shall  be  deemed  to  have 
met  such  requirement  (as  of  the  beginning  of  such  period)  if  he 
is  in  full-time  attendance  at  an  educational  institution  immedi- 
ately following  such  period. 

(C)  An  "educational  institution"  is  (i)  a  school  or  college  or 
university  operated  or  directly  supported  by  the  United  States, 
or  by  any  State  or  local  government  or  political  subdivision  there- 
of, or  (ii)  a  school  or  college  or  university  which  has  been  ap- 
proved by  a  State  or  accredited  by  a  State-recognized  or  nation- 
ally-recognized accrediting  agency  or  body,  or  (iii)  a  non- 
accredited  school  or  college  or  university  whose  credits  are 
accepted,  on  transfer,  by  not  less  than  three  institutions  which 
are  so  accredited,  for  credit  on  the  same  basis  as  if  transferred 
from  an  institution  so  accredited. 

(Z>)  A  child  tvho  attains  age  22  at  a  time  ivhen  he  is  a  full-time 
student  {as  defined  in  subparagraph  {A)  of  this  paragraph  and 
icithout  the  application  of  subparagraph  {B)  of  such  paragraph) 


1  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  In  the  case  of  an  Individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  after  Sept.  30,  1972. 
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hut  has  not  {at  such  time)  completed  the  requirements  for^  or 
received^  a  degree  from  a  four-year  college  or  university  shall  he 
deemed  (for  purposes  of  determining  whether  his  entitlement  to 
henefits  under  this  suhsection  has  terminated  under  paragraph 
(1)  (F)  and  for  purposes  of  determining  his  initial  entitlement 
to  such  henefits  under  clause  (i)  of  paragraph  {1){B))  not  to 
have  attained  such  age  until  the  first  day  of  the  first  month  fol- 
loioing  the  end  of  the  quarter  or  semester  in  lohich  he  is  enrolled 
at  such  time  (or,  if  the  educational  institution  (as  defined  in  this 
paragraph)  in  which  he  is  enrolled  is  not  operated  on  a  quarter 
or  semester  system^  until  the  first  day  of  the  first  month  following 
the  completion  of  the  course  in  ivhich  he  is  so  enrolled  or  until 
the  first  day  of  the  third  month  heginning  after  such  time^  which- 
ever first  occurs) 
(8)  In  the  case  of — 

(A)  an  individual  entitled  to  old-age  insurance  henefits  {other 
than  an  individual  referred  to  in  subparagraph  (B) ),  or^ 

{B)  an  individual  entitled  to  disability  insurance  benefits,  or 
[(B)]  an  individual  entitled  to  old-age  insurance  benefits  who 
was  entitled  to  disability  insurance  benefits  for  the  month  pre- 
ceding the  first  month  for  which  he  was  entitled  to  old-age  insur- 
ance benefits, 

a  child  of  such  individual  adopted  after  such  individual  became  en- 
titled to  such  old-age  or  disability  insurance  benefits  shall  be  deemed 
not  to  meet  the  requirements  of  clause  (i)  or  (iii)  of  paragraph  (1) 
(C)  unless  such  child — 

(C)  is  the  natural  child  or  stepchild  of  such  individual  (in- 
cluding such  a  child  who  was  legally  adopted  by  such  individual) , 
or 

(D)  (^)  was  legally  adopted  by  such  individual  [before  the  end 
of  the  24-month  period  beginning  with  the  month  after  the  month 
in  which  such  individual  most  recently  became  entitled  to  dis- 
ability insurance  benefits,  but  only  if — 

[(i)  proceedings  for  such  adoption  of  the  child  had  been 
instituted  by  such  individual  in  or  before  the  month  in  which 
began  the  period  of  disability  of  such  individual  which  still 
exists  at  the  time  of  such  adoption  (or,  if  such  child  was 
adopted  by  such  individual  after  such  individual  attained 
age  65,  the  period  of  disability  of  such  individual  which  ex- 
isted in  the  month  preceding  the  month  in  which  he  attained 
age  65),  or 

[(ii)  such  adopted  child  was  living  with  such  individual  in 
such  month ;  or 
[(E)  was  legally  adopted  by  such  individual — 

[(i)  in  an  adoption  which  took  place  under  the  supervision 
of  a  public  or  private  child-placement  agency, 

[(ii)  in  an  adoption  decreed  by  a  court  of  competent  juris- 
diction within  the  United  States, 


1  Applies  to  benefits  for  months  after  December  1972. 

2  AnpHes  to  beneflts  for  months  after  December  1972  on  the  basis  of  applications  filed 
In  or  after  month  of  enactment,  except  that  with  respect  to  benefits  for  any  month  before 
month  of  enactment,  application  must  be  filed  before  seventh  month  of  enactment. 
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[(iii)  on  a  date  immediately  preceding  which  such  indi- 
vidual had  continuously  resided  for  not  less  than  one  year 
within  the  United  States: 

£(iv)  at  a  time  prior  to  the  attainment  of  age  18  by  such 
child.]  in  an  adoption  dea^eed  hy  a  court  of  competent  juris- 
dictiomoithin  the  United  States^ 

(ii)  was  Jiving  with  such  individual  in  the  United  States 
and  receiving  at  least  one-half  of  his  support  from  such  indi- 
vidual (I)  if  he  is  an  individual  referred  to  in  subparagraph 
(J.),  for  the  year  immediately  before  the  month  in  ivhich 
such  individual  became  entitled  to  old-age  insurance  benefits 
or^  if  such  individuAil  had  a  period  of  disability  which  con- 
tinued until  he  had  become  entitled  to  old-age  insurance  bene- 
fits^ the  month  in  which  such  period  of  disability  began^  or 
{II)  if  he  is  an  individual  referred  to  in  subparagraph  (5), 
for  the  year  immediately  before  the  month  in  ivhich  began 
the  period  of  disability  of  such  individual  which  still  exists 
at  the  time  of  adoption  {or,  if  such  child  loas  adopted  by  such 
individual  after  such  individual  attained  age  65,  the  period 
of  disahility  of  such  individual  which  existed  in  the  month 
preceding  the  month  in  which  he  attained  age  65),  or  the 
month  in  which  such  individual  became  entitled  to  disability 
insurance  benefits,  and 

{Hi)  had  7iot  attained  the  age  of  18  before  he  began  living 
\oith  such  individual. 
In  the  case  of  a  child  who  was  boim  in  the  one^year  period  during 
which  such  child  must  have  been  living  with  and  receiving  at  least 
one-half  of  his  support  from  such  individual,  such  child  shall  be 
deemed  to  meet  such  requirements  for  such  period  if,  as  of  the  close 
of  such  period,  such  child  has  lived  icith  such  individual  in  the  United 
States  and  received  at  least  one-half  of  his  support  from  such  indi- 
vidual for  substantially  all  of  the  period  lohich  begins  on  the  date  of 
birth  of  such  child.^ 

[(9)  If  an  individual  entitled  to  old-age  insurance  benefits  (but  not 
an  individual  included  under  paragraph  (8) )  adopts  a  child  after  such 
individual  becomes  entitled  to  such  benefits,  such  child  shall  be  deemed 
not  to  meet  the  requirements  of  clause  (i)  of  paragraph  (1)  (C)  un- 
less such  child — 

[(A)  is  the  natural  child  or  stepchild  of  such  individual  (in- 
cluding such  a  child  who  was  legally  adopted  by  such  individual), 
or 

[(B)  was  legally  adopted  by  such  individual  before  the  end  of 
the  24-month  period  beginning  with  the  month  after  the  month  in 
which  such  individual  became  entitled  to  old-age  insurance  bene- 
fits, but  only  if — 

[(i)  such  child  had  been  receiving  at  least  one-half  of  his 
support  from  such  individual  for  the  year  before  such  indi- 
vidual filed  his  application  for  old-age  insurance  benefits  or, 
if  such  individual  had  a  period  of  disability  which  continued 


1  Applies  to  benefits  for  months  after  December  1967  on  the  basis  of  an  application  filed 
In  or  after  month  of  enactment,  except  that  with  respect  to  benefits  for  any  month  before 
January  1973,  application  must  be  filed  before  sixth  month  after  month  of  enactment. 
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until  he  had  become  entitled  to  old-age  insurance  benefits,  for 
the  year  before  such  period  of  disability  began,  and  \ 
[(ii)  either  proceedings  for  such  adoption  of  the  child  had  | 
been  instituted  by  such  individual  in  or  before  the  month  in 
which  the  individual  filed  his  application  for  old-age  insur-  , 
ance  benefits  or  such  adopted  child  was  living  with  such  indi- 
vidual in  such  month.  J  | 
(9)  (A)  A  child  who  is  a  child  of  an  individual  under  clause  (3) 
of  the  first  sentence  of  section  216 {e)  and  is  not  a  child  of  such  indi-  I 
vtdual  under  clause  (1)  or  {2)  of  such  first  sentence  shall  he  deemed 
not  to  he  dependent  on  such  individual  at  the  time  specified  in  suh- 
paragraph  {l)  {C)  of  this  suhsection  unless  (i)  such  child  was  living 
with  such  individual  in  the  United  /States  and  receiving  at  least  one-  j 
half  of  his  support  from  such  individual  (I)  for  the  year  immedi- 
ately^ hefore  the  month  in  lohich  such  individual  hecame  entitled  to  old-  I 
age  insurance  henefits  or  disahility  insurance  h^nefits  or  died,  or  (II)  \ 
if  such  individual  had  a  period  of  disability  lohich  continued  until  he  \ 
had  hecome  entitled  to  old-age  insurance  henefits,  or  disahility  insur-  I 
ance  henefits,  or  died,  for  the  year  immediately  hefore  the  month  in  \ 
which  such  period  of  disahility  hegdfn.  and  (ii)  the  period  during  i 
ivhich  such  child  loas  living  ivith  such  individual  hegan  hefore  the  I 
child  a t tain edage  18. 

(B)  In  the  case  of  a  child  who  toas  horn  in  the  one-year  period  dur- 
ing which  such  child  must  have  heen  living  vjith  and  receiving  at  least 
one-half  of  his  support  from  such  individu/il,  such  child  shall  he 
deemed  to  meet  such  requirements  for  such  period  if,  as  of  the  close  I 
of  such  period,  such  child  has  lived  loith  such  individual  in  the  United 
States  and  received  at  least  one-half  of  his  support  from  such  indi- 
vidual for  substantially  all  of  the  period  lohich  begins  on  the  date  i 
of  such  child^s  births 

Widow's  Insurance  Benefits 

(e)  (1)  The  widow  (as  defined  in  section  216(c) )  and  every  surviv-  | 
ing  divorced  wife  (as  defined  in  section  216(d) )  of  an  individual  who  | 
died  a  fully  insured  individual,  if  such  widow  or  such  surviving  di- 
vorced wife — 

(A)  is  not  married, 

(B)  (i)  has  attained  age  60,  or  (ii)  has  attained  age  50  but  has 
not  attained  age  60  and  is  under  a  disability  (as  defined  in  sec-  j 
tion  223(d) )  which  began  before  the  end  of  the  period  specified 
in  paragraph  (5),  | 

(C)  (i)  has  filed  application  for  widow's  insurance  benefits,  or  | 
was  f  entitled,  after  attainment  of  age  62,  to  wife's  insurance  bene-  ! 
fits,]  entitled  to  ioife\s  insurance  benefits,  on  the  basis  of  the  ' 
wages  and  self-employment  income  of  such  individual,  or  for  j 
the  month  preceding  the  month  in  which  he  died,  [or]  and  (I)  has  j 
attained  age  65  or  (II)  is  not  entitled  to  benefits  under  subsection  \ 
(a)  or  section  223,  or  ^  i 

(ii)  was  entitled,  on  the  basis  of  such  wages  and  self -employ-  \ 
ment  income,  to  mother's  insurance  benefit^  for  the  month  pre- 
ceding the  month  in  which  she  attained  age  [62J  Sd,"^  and 


1  Applies  to  benefits  for  months  after  December  1972  on  the  basis  of  applications  filed 
on  or  after  date  of  enactment. 

2  Applies  to  benefits  for  months  after  December  1972. 
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f  (D)  in  the  case  of  a  surviving  divorced  wife  who  was  not  en- 
titled to  wife's  insurance  benefits  on  the  basis  of  the  wages  and 
self-employment  income  of  such  individual  for  the  month  pre- 
ceding the  month  in  which  he  died,  was  receiving  at  least  one-half 
of  her  support,  as  determined  in  accordance  with  regulations  pre- 
scribed by  the  Secretary,  from  such  individual,  or  was  receiving 
substantial  contributions  from  such  individual  (pursuant  to  a 
written  agreement)  or  there  was  in  effect  a  court  order  for  sub- 
stantial contributions  to  her  support  from  such  individual — 

[(i)  at  the  time  of  his  death  (or,  if  such  individual  had  a 
period  of  disability  which  did  not  end  prior  to  the  month  in 
which  he  died,  at  the  time  such  period  began  or  at  the  time 
of  his  death),  or 

[(ii)  at  the  time  he  became  entitled  to  old-age  insurance 
benefits  or  disability  insurance  benefits  (or,  if  such  individual 
had  a  period  of  disability  which  did  not  end  before  the  month 
in  which  he  became  entitled  to  such  benefits,  at  the  time  such 
eriod  began  or  at  the  time  he  became  entitled  to  such 
enefits),  and  ]  ^ 

[(E)] (Z>)^  is  not  entitled  to  old-age  insurance  benefits  or  is 
entitled  to  old-age  insurance  benefits  each  of  which  is  less  than 
[821/^  percent  of]  the  primary  insurance  amount  of  such  deceased 
individual,  shall  be  entitled  to  a  widow's  insurance  benefit  for 
each  month,  beginning  with — 

[(F)] (^)^  if  she  satisfies  subparagraph  (B)  by  reason  of 
clause  (i)  thereof,  the  first  month  in  which  she  becomes  so  entitled 
to  such  insurance  benefits,  or 

[(G)](F)i  if  she  satifies  subparagraph  (B)  by  reason  of 
clause  (ii)  thereof — 

(i)  the  first  month  after  her  waiting  period  (as  defined  in 
paragraph  (6))  in  which  she  becomes  so  entitled  to  such 
insurance  benefits,  or 

(ii)  the  first  month  during  all  of  which  she  is  under  a  dis- 
ability and  in  which  she  becomes  so  entitled  to  such  insurance 
benefits,  but  only  if  she  was  previously  entitled  to  insurance 
benefits  under  this  subsection  on  the  basis  of  being  under  a 
disability  and  such  first  month  occurs  (I)  in  the  period 
specified  in  paragraph  (5)  and  (II)  after  the  month  in  which 
a  previous  entitlement  to  such  benefits  on  such  basis  termi- 
nated, 

and  ending  with  the  month  preceding  the  first  month  in  which  any 
of  the  following  occurs:  she  remarries,  dies,  becomes  entitled  to  an 
old-age  insurance  benefit  equal  to  or  exceeding  [82%  percent  of]  ^  the 
primary  insurance  amount  of  such  deceased  individual,  or,  if  she 
became  entitled  to  such  benefits  before  she  attained  age  60,  the  third 
month  following:  the  month  in  which  her  disability  ceases  (unless  she 
attains  age  [62]  65  ^  on  or  before  the  last  day  of  such  third  month). 

(2)(^)  Except  as  provided  in  subsection  (q)  [and],  paragraph 
(4)  of  this  subsection,  and  svhparaqraph  (B)  of  this  paragraph,  such 
widow's  insurance  benefit  for  each  month  shall  be  equal  to  [82i/^ 
percent  of]  the  primary  insurance  amount  of  such  deceased 
individual. 

1  Applies  to  benefits  for  months  after  December  1972  on  the  basis  of  applications  filed 
on  or  after  date  of  enactment. 
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(B)  If  the  deceased  individual  (on  the  hasis  of  lohose  wages  and 
self -employment  income  a  tvidoiv  or  surviving  divorced  wife  is  en- 
titled to  widowPs  insurance  benefits  under  this  subsection)  loas^  at  any 
time,  entitled  to  an  old-age  insurance  benefit  lohich  was  reduced  hy 
reason  of  the  application  of  subsection  (q),  the  widoio^s  insurance 
benefit  of  such  loidow  or  surviving  divorced  wife  for  any  month  shall, 
if  the  amount  of  the  widoio^s  instance  benefit  of  such  luidoio  or  sur- 
viving divorced  tvife  {as  determined  under  subparagraph  {A)  and 
after  application  of  subsection  (q))  is  greater  than — 

(^)  the  amount  of  the  old-age  insurance  benefit  to  which  such 
deceased  individual  ivould  have  been  entitled  {after  application 
of  subsection  {q))  for  such  month  if  such  individual  loere  still 
living,  and 

{ii)  5^1/2  percent  of  the  primary  insurance  amount  of  such 
deceased  individual, 
be  reduced  to  the  amount  referred  to  in  clause  (^)  ,  or  {if  greater)  the 
amount  referred  to  in  clause  {ii). 

(3)  In  the  case  of  a  widow  or  surviving  divorced  wife  who 
marries — 

(A)  an  individual  entitled  to  benefits  under  subsection  (f )  [or 
{h.)'\,  {h) ,  or  {x)  of  this  section,  or 

(B)  an  individual  who  has  attained  the  age  of  eighteen  and  is 
entitled  to  benefits  under  subsection  ( d) , 

such  Avidow's  or  surviving  divorced  wife's  entitlement  to  benefits  under 
this  subsection  shall,  notwithstanding  the  provisions  of  paragraph  (1) 
but  subject  to  subsection  (s),  not  be  terminated  by  reason  of  such 
marriage ;  except  that,  in  the  case  of  such  a  marriage  to  an  individual 
entitled  to  benefits  under  subsection  (d),  the  preceding  provisions  of 
this  paragraph  shall  not  apply  with  respect  to  benefits  for  months 
after  the  last  month  for  which  such  individual  is  entitled  to  such  bene- 
fits under  subsection  (d)  unless  he  ceases  to  be  so  entitled  by  reason 
of  his  death. 

(4)  If  a  Avidow,  after  attaining  the  age  of  60,  marries  an  individual 
(other  than  one  described  in  subparagraph  (A)  or  (B)  of  paragraph 
(3) ),  such  marriage  shall,  for  purposes  of  paragraph  (1),  be  deemed 
not  to  have  occurred;  except  that,  notwithstanding  the  provisions  of 
paragraph  (2)  and  subsection  (q),  such  widow's  insurance  benefit 
for  the  month  in  which  such  marriage  occurs  and  each  month  there- 
after prior  to  the  month  in  which  the  husband  dies  or  such  marriage  is 
otherwise  terminated,  shall  be  equal  to  one-half  of  the  primary  insur- 
ance amount  of  the  deceased  individual  on  whose  wages  and  self- 
employment  income  such  benefit  is  based ; 

(5)  The  period  referred  to  in  paragraph  (1)  (B)  (ii) ,  in  the  case 
of  any  widow  or  surviving  divorced  wife,  is  the  period  beginning  with 
whichever  of  the  following  is  the  latest : 

(A)  the  month  in  which  occurred  the  death  of  the  fully 
insured  individual  referred  to  in  paragraph  (1)  on  whose  wages 
and  self -employment  income  her  benefits  are  or  would  be  based, 
or 

(B)  the  last  month  for  which  she  was  entitled  to  mother's 
insurance  benefits  on  the  basis  of  the  wages  and  self-employment 
income  of  such  individual,  or 
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(C)  the  month  in  which  a  previous  entitlement  to  widow's 
insurance  benefits  on  the  basis  of  such  wages  and  self-employment 
income  terminated  because  her  disability  had  ceased, 
and  ending  with  the  month  before  the  month  in  which  she  attains  age 
60,  or,  if  earlier,  with  the  close  of  the  eighty-fourth  month  following 
the  month  with  which  such  period  began. 

(6)  The  waiting  period  referred  to  in  paragraph  (1)[(G)](F),^  in 
the  case  of  any  widow  or  surviving  divorced  wife,  is  the  earliest  period 
of  [six]  four  2  consecutive  calendar  months — 

(A)  throughout  which  she  has  been  under  a  disability,  and 

(B)  which  begins  not  earlier  than  with  whichever  of  the  fol- 
lowing is  the  later :  (i)  the  first  day  of  the  [eighteenth]  sixteenth  ^ 
month  before  the  month  in  which  her  application  is  filed,  or  (ii) 
the  first  day  of  the  [sixth]  fourth  ^  month  before  the  month  in 
which  the  period  specified  in  paragraph  (5)  begins. 

Widower's  Insurance  Benefits 

(f)  (1)  The  widower  (as  defined  in  section  216(g) )  of  an  individual 
who  died  a  fully  insured  individual,  if  such  widower — 

(A)  has  not  remarried, 

(B)  (i)  has  attained  age  [62]  60  ^,  or  (ii)  has  attained  age  50 
but  has  not  attained  age  [62]  60  ^  and  is  under  a  disability  (as 
defined  in  section  223(d))  which  began  before  the  end  of  the 
period  specified  in  paragraph  (6) , 

(C)  has  filed  application  for  widower's  insurance  benefits  or 
was  entitled  to  husband's  insurance  benefits,  on  the  basis  of  the 
wages  and  self -employment  income  of  such  individual,  for  the 
month  preceding  the  month  in  which  she  died,  and  (/)  has  at- 
tained age  65  or  {II)  is  not  entitled  to  henefits  under  subsection 
(a)  or  section  223 ^'^ 

(D)  (i)  was  receiving  at  least  one-half  of  his  support,  as  deter- 
mined in  accordance  with  regulations  prescribed  by  the  Secretary, 
from  such  individual  at  the  time  of  her  death  or,  if  such  indi- 
vidual had  a  period  of  disability  which  did  not  end  prior  to  the 
month  in  which  she  died,  at  the  time  such  period  began  or  at  the 
time  of  her  death,  and  filed  proof  of  such  support  within  two 
years  after  the  date  of  such  death,  or,  if  she  had  such  a  period  of 


1  Applies  to  benefits  for  months  after  December  1972  on  the  basis  of  applications  filed 
on  or  after  date  of  enactment. 

2  Applies  with  respect  to  applications  for  disability  Insurance  benefits  under  section  223 
of  the  Social  Security  Act,  annlications  for  widow's  and  widower's  insurance  benefits  based 
on  disability  under  section  202,  and  applications  for  disability  determinations  under  sec- 
tion 216(1),  filed — 

(1)  (month  and  year  of  enactment),  or 

(2)  before  (month  and  year  of  enactment)  if — 

(A)  notice  of  the  final  decision  of  the  Secretary  of  Health,  Education,  and 
Welfare  has  not  been  given  to  the  applicant  before  (month  and  year  of  enact- 
ment), or 

(B)  the  notice  referred  to  in  subparagraph  (A)  has  been  so  given  before  (month 
and  year  of  enactment)  but  a  civil  action  with  respect  to  such  final  decision  Is 
commenced  under  section  205(g)  of  the  Social  Security  Act  (whether  before,  in, 
or  after  (month  and  year  of  enactment))  and  the  decision  in  such  civil  action  has 
not  become  final  before  (month  and  year  of  enactment)  ; 

except  that  no  monthly  benefits  under  title  II  of  the  Social  Security  Act  shall  be  payable 
or  Increased  by  reason  of  the  amendments  made  by  this  section  for  any  month  before 
January  1973. 

3  Applies  to  benefits  for  months  after  December  1972. 

*  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  in  the  case  of  an  individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  In  or  after  the  month  of  enactment. 
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disability,  within  two  years  after  the  month  in  which  she  filed  j 

application  with  respect  to  such  period  of  disability  or  two  years  | 

after  the  date  of  such  death,  as  the  case  may  be,  or  (ii)  was  re-  j 

ceiving  at  least  one-half  of  his  support,  as  determined  in  accord-  i 

ance  with  regulations  prescribed  by  the  Secretary  from  such  I 

individual  at  the  time  she  became  entitled  to  old-age  or  disability  ! 
insurance  benefits  or,  if  such  individual  had  a  period  of  disability 
which  did  not  end  prior  to  the  month  in  which  she  became  so 

entitled,  at  the  time  such  period  began  or  at  the  time  she  became  ' 

entitled  to  such  benefits,  and  filed  proof  of  such  support  within  ; 

two  years  after  the  month  in  which  she  became  entitled  to  such  j 

benefits,  or,  if  she  had  such  a  period  of  disability,  within  two  | 

years  after  the  month  in  which  she  filed  application  with  respect  | 

to  such  period  of  disability  or  two  years  after  the  month  in  which  I 

she  became  entitled  to  such  benefits,  as  the  case  may  be,  | 

(E)  is  not  entitled  to  old-age  insurance  benefits,  or  is  entitled  \ 
to  old-age  insurance  benefits  each  of  which  is  less  than  [821/^  per-  j 
cent  of]  ^  the  primary  insurance  amount  of  his  deceased  wife,  ' 

shall  be  entitled  to  a  widower's  insurance  benefit  for  each  month,  be-  I 
ginning  with — 

(F)  if  he  satisfies  subparagraph  (B)  by  reason  of  clause  (i) 
thereof,  the  first  month  in  which  he  becomes  so  entitled  to  such 
insurance  benefits,  or 

(G)  if  he  satisfies  subparagraph  (B)  by  reason  of  clause  (ii)  ' 
thereof — 

(i)  the  first  month  after  his  waiting  period  (as  defined  in 
paragraph  (7) )  in  which  he  becomes  so  entitled  to  such  in-  j 
surance  benefits,  or  I 

(ii)  the  first  month  during  all  of  which  he  is  under  a  dis-  \ 
ability  and  in  which  he  becomes  so  entitled  to  such  insurance 
benefits,  but  only  if  he  was  previously  entitled  to  insurance  | 
benefits  under  this  subsection  on  the  basis  of  being  under  a  j 
disability  and  such  first  month  occurs  (I)  in  the  period  speci-  ■ 
fied  in  paragraph  (6)  and  (II)  after  the  month  in  which  a  [ 
previous  entitlement  to  such  benefits  on  such  basis  termi-  i 
nated,  | 

and  ending  with  the  month  preceding  the  first  month  in  which  any  of  | 

the  following  occurs :  he  remarries,  dies,  or  becomes  entitled  to  an  old-  | 

age  insurance  benefit  equal  to  or  exceeding  [821/^  percent  of]  ^  the  | 

primary  insurance  amount  of  his  deceased  wife,  [or  the  third  month]  , 
or,  if  he  hecame  entitled  to  such  tenefits  hefore  he  attained  age  60, 

the  third  month  ^  following  the  month  in  which  his  disability  ceases  j 

(unless  he  attains  age  [62]  60  ^  on  or  before  the  last  day  of  such  ! 

third  month).  ! 

(2)  The  provisions  of  subparagraph  (D)  of  paragraph  (1)  shall  j 

(subject  to  subsection  (s) )  not  be  applicable  in  the  case  of  any  indi-  j 

vidual  who —  I 

(A)  in  the  month  prior  to  the  month  of  his  marriage  to  such  ; 

individual  was  entitled  to,  or  on  application  therefor  and  attain-  | 

1  Applies  to  benefits  for  months  after  December  1972. 

2  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  In  the  case  of  an  individual  not  entitlerl  to  a  benefit  for  December  1972.  benefits  will  i 
be  payable  only  on  the  basis  of  an  application  filed  in  or  after  the  month  of  enactment.  , 

3  Applies  to  benefits  for  months  after  December  1972. 
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ment  of  age  62  in  such  prior  month  would  have  been  entitled  to, 
benefits  under  this  subsection  or  subsection       ;  or  (x) 

(B)  in  the  month  prior  to  the  month  of  his  marriage  to  such 
individual  had  attained  age  eighteen  and  was  entitled  to,  or  on 
application  therefor  would  have  been  entitled  to,  benefits  under 
subsection  (d)  ;  or 

(C)  in  the  month  prior  to  the  month  of  his  marriage  to  such 
individual  he  was  entitled  to,  or  on  application  therefor  and 
attainment  of  the  required  age  (if  any) ,  would  have  been  entitled 
to,  a  widower's,  child's  (after  attainment  of  age  18),  or  parent's 
insurance  annuity  under  section  5  of  the  Railroad  Retirement  Act 
of  1937,  as  amended. 

(S)  (A)  Except  as  provided  in  subsection  (q) ,  [and]  paragraph  (5) , 
of  this  subsection,  and  subparagraph  (B)  of  this  paragraph^  such  wid- 
ower's insurance  benefit  for  each  month  shall  be  equal  to  [821^  percent 
of]  ^  the  primary  insurance  amount  of  his  deceased  wife. 

(B)  If  the  deceased  wife  (on  the  hasis  of  whose  wages  and  self- 
employment  income  a  widower  is  entitled  to  widower'' s  insurance  hene- 
flts  under  this  suhsection)  was^  at  any  time^  entitled  to  an  old-age 
insurance  heneflt  lohich  vms  reduced  hy  reason  of  the  application  of 
subsection  (^),  the  widower^s  insurance  benefit  of  such  widower  for 
any  month  shallj  if  the  amount  of  the  widower^s  insurance  benefit  of 
such  widower  (as  determined  under  suhparagraph  {A)  and  after  ap- 
plication of  subsection  (q))  is  greater  than — 

(^)  the  amount  of  the  old-age  insurance  benefit  to  which  such 
deceased  \oife  would  have  been  entitled  {after  application  of  sub- 
section (q)  )  for  such  month  if  such  wife  were  still  living;  and 
(ii)  5^1/2  percent  of  the  primary  insurance  amount  of  such  de- 
ceased wife; 

be  reduced  to  the  amount  referred  to  in  clause  (?'),  or  {if  greater)  the 
amount  referred  to  in  clause  {ii) . 

(4)  In  the  case  of  a  widower  who  remarries — 

(A)  an  individual  entitled  to  benefits  under  subsection  (b), 
(e),  (g),or  (h),or 

(B)  an  individual  who  has  attained  the  age  of  eighteen  and  is 
entitled  to  benefits  under  subsection  (d) , 

such  widower's  entitlement  to  benefits  under  this  subsection  shall, 
notwithstanding  the  provisions  of  paragraph  (1)  but  subject  to  sub- 
section (s),  not  be  terminated  by  reason  of  such  marriage. 

(5)  If  a  widower,  after  attaining  the  age  of  [62]  60^^  marries  an  in- 
dividual (other  than  one  described  in  subparagraph  (A)  or  (B)  of 
paragraph  (4) ),  such  marriage  shall,  for  purposes  of  paragraph  (1), 
be  deemed  not  to  have  occurred ;  except  that,  notwithstanding  the  pro- 
visions of  paragraph  (3)  and  subsection  (q) ,  such  widower's  insurance 
benefit  for  the  month  in  which  such  marriage  occurs  and  each  month 
thereafter  prior  to  the  month  in  which  the  wife  dies  or  such  marriage 
is  otherwise  terminated,  shall  be  equal  to  one-half  of  the  primary 
insurance  amount  of  the  deceased  individual  on  whose  wages  and  self- 
employmdnt  income  such  benefit  is  based. 

(6)  The  period  referred  to  in  paragraph  (1)  (B)  (ii),  in  the  case 
of  any  widower,  is  the  period  beginning  with  whichever  of  the  follow- 
ing is  the  latest : 


1  Applies  to  benefits  for  months  after  December  1972. 
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(A)  the  month  in  which  occurred  the  death  of  the  fully  in- 
sured individual  referred  to  in  paragraph  (1)  on  whose  wages 
and  self-employment  income  his  benefits  are  or  would  be  based,  or 

(B)  the  month  in  which  a  previous  entitlement  to  widower's 
insurance  benefits  on  the  basis  of  such  wages  and  self-employ- 
ment income  terminated  because  his  disability  had  ceased, 

and  ending  with  the  month  before  the  month  in  which  he  attains  age 
[62]  60?-  or,  if  earlier,  with  the  close  of  the  eighty-fourth  month  fol- 
lowing the  month  with  which  such  period  began. 

(7)  The  waiting  period  referred  to  in  paragraph  (1)  (G),  in  the 
case  of  any  widower,  is  the  earliest  period  of  [six]  four  consecutive 
calendar  months — 

(A)  throughout  which  he  has  been  under  a  disability,  and 

(B)  which  begins  not  earlier  than  with  whichever  of  the  fol- 
lowing is  the  later:  (i)  the  first  day  of  the  [eighteenth]  six- 
teenth ^  month  before  the  month  in  which  his  application  is  filed, 
or  (ii)  the  first  day  of  the  [sixth]  fourth  ^  month  before  the  month 
in  which  the  period  specified  in  paragraph  (6)  begins. 

Mother's  Insurance  Benefits 

(g)  (1)  The  widow  and  every  surviving  divorced  mother  (as  de- 
fined in  section  216(d) )  of  an  individual  who  died  a  fully  or  currently 
insured  individual,  if  such  widow  or  surviving  divorced  mother — 

(A)  is  not  married, 

(B)  is  not  entitled  to  a  widow's  insurance  benefit, 

(C)  is  not  entitled  to  old-age  insurance  benefits,  or  is  entitled 
to  old-age  insurance  benefits  each  of  which  is  less  than  three- 
fourths  of  the  primary  insurance  amount  of  such  individual, 

(D)  has  filed  application  for  mother's  insurance  benefits,  or  was 
entitled  to  wife's  insurance  benefits  on  the  basis  of  the  wages  and 
self-employment  income  of  such  individual  for  the  month  pre- 
ceding the  month  in  which  he  died, 

(E)  at  the  time  of  filing  such  application  has  in  her  care  a  child 
of  such  individual  entitled  to  a  child's  insurance  benefit,  and 

(F)  in  the  case  of  a  surviving  divorced  mother — 

[(i)  at  the  time  of  such  individual's  death  (or,  if  such  in- 
dividual had  a  period  of  disability  which  did  not  end  before 
the  month  in  which  he  died,  at  the  time  such  period  began  or 
at  the  time  of  such  death)  — 

[(I)  she  was  receiving  at  least  one-half  of  her  support, 
as  determined  in  accordance  with  regulations  prescribed 
by  the  Secretary,  from  such  individual,  or 

[(II)  she  was  receiving  substantial  contributions  from 
such  individual  (pursuant  to  a  written  agreement),  or 
[(III)  there  was  a  court  order  for  substantial  contri- 
butions to  her  support  from  such  individual.]^ 


1  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  in  the  case  of  an  individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  in  or  after  the  month  of  enactment. 

2  Applies  to  benefits  for  months  after  December  1972  on  the  basis  of  applications  filed  on 
or  after  date  of  enactment. 
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the  child  referred  to  in  subparagraph  (E)  is  her 
son,  daughter,  or  legally  adopted  child,  and 

[(iii)](^^)  the  benefits  referred  to  in  such  subparagraph 
are  payable  on  the  basis  of  such  individual's  wages  and  self- 
employment  income, 
shall  (subject  to  subsection  (s) )  be  entitled  to  a  mother's  insurance 
benefit  for  each  month,  beginning  with  the  first  month  after  August 
1950  in  which  she  becomes  so  entitled  to  such  insurance  benefits  and 
ending  with  the  month  preceding  the  first  month  in  which  any  of  the 
following  occurs :  no  child  of  such  deceased  individual  is  entitled  to  a 
child's  insurance  benefit,  such  widow  or  surviving  divorced  mother 
becomes  entitled  to  an  old-age  insurance  benefit  equal  to  or  exceeding 
I    three-fourths  of  the  primary  insurance  amount  of  such  deceased  in- 
dividual, she  becomes  entitled  to  a  Avidow's  insurance  benefit,  she  re- 
marries, or  she  dies.  Entitlement  to  such  benefits  shall  also  end,  in  the 
case  of  a  surviving  divorced  mother,  with  the  month  immediately 
preceding  the  first  month  in  which  no  son,  daughter,  or  legally  adopted 
child  of  such  surviving  divorced  mother  is  entitled  to  a  child's  insur- 
I     ance  benefit  on  the  basis  of  the  wages  and  self -employment  income 
I     of  such  deceased  individual. 

i        (2)  Such  mother's  insurance  benefit  for  each  month  shall  be  equal 
I    to  three-fourths  of  the  primary  insurance  amount  of  such  deceased 
individual. 

(3)  In  the  case  of  a  widow  or  surviving  divorced  mother  who  mar- 
ries— 

(A)  an  individual  entitled  to  benefits  under  subsection  (a), 
(f),  [or  (h)](A),  or  (cc),  or  under  section  223(a),  or 
I  (B)  an  individual  who  has  attained  the  age  of  eighteen  and  is 

i  entitled  to  benefits  under  subsection  (d), 

I  the  entitlement  of  such  widow  or  surviving  divorced  mother  to  benefits 
under  this  subsection  shall,  notwithstanding  the  provisions  of  para- 
graph (1)  but  subject  to  subsection  (s),  not  be  terminated  by  reason 
of  such  marriage;  except  that,  in  the  case  of  such  a  marriage  to  an 
individual  entitled  to  benefits  under  section  223(a)  or  subsection  (d) 
of  this  section,  the  preceding  provisions  of  this  paragraph  shall  not 
apply  with  respect  to  benefits  for  months  after  the  last  month  for 
which  such  individual  is  entitled  to  such  benefits  under  section  223(a) 
or  subsection  (d)  of  this  section  unless  (i)  he  ceases  to  be  so  entitled 
by  reason  of  his  death,  or  (ii)  in  the  case  of  an  individual  who  was 
entitled  to  benefits  under  section  223(a),  he  is  entitled,  for  the  month 
following  such  last  month,  to  benefits  under  subsection  (a)  of  this 
section. 

Parent's  Insurance  Benefits 

(h)  (1)  Every  parent  (as  defined  in  this  subsection)  of  an  individual 
who  died  a  fully  insured  individual  if  such  parent — 
I  (A)  has  attained  age  62, 

I  (B)  (i)  was  receiving  at  least  one-half  of  his  support  from  such 

I  individual  at  the  time  of  such  individual's  death  or,  if  such  indi- 

1  vidual  had  a  period  of  disability  Avhich  did  not  end  prior  to  the 

I  month  in  which  he  died,  at  the  time  such  period  began  or  at  the 

time  of  such  death,  and  (ii)  filed  proof  of  such  support  within 
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two  years  after  the  date  of  such  death,  or,  if  such  individual  had  i 

such  a  period  of  disability,  within  two  years  after  the  month  in  j 

which  such  individual  filed  application  with  respect  to  such  period  | 

of  disability  or  two  years  after  the  date  of  such  death,  as  the  case  ; 

may  be,  i 

(C)  has  not  married  since  such  individual's  death,  I 

(D)  is  not  entitled  to  old-age  insurance  benefits,  or  is  entitled  | 
to  old-age  insurance  benefits  each  of  which  is  less  than  821^  per-  , 
cent  of  the  primary  insurance  amount  of  such  deceased  individual  ' 
if  the  amount  of  the  parent's  insurance  benefit  for  such  amount  is 
determinable  under  paragraph  (2)  (A)  (or  75  percent  of  such 
primary  insurance  amount  in  any  other  case) ,  and 

(E)  has  filed  application  for  parent's  insurance  benefits. 

shall  be  entitled  to  a  parent's  insurance  benefit  for  each  month  begin- 
ning with  the  first  month  after  August  1950  in  which  such  parent 

becomes  so  entitled  to  such  parent's  insurance  benefits  and  ending  with  I 

the  month  preceding  the  first  month  in  which  any  of  the  following  I 

occurs:  such  parent  dies,  marries,  or  becomes  entitled  to  an  old-age  ' 

insurance  benefit  equal  to  or  exceeding  821^  percent  of  the  primary  I 

insurance  amount  of  such  deceased  individual  if  the  amount  of  the  \ 

parent's  insurance  benefit  for  such  month  is  determinable  under  para-  | 

graph  (2)  (A)  (or  75  percent  of  such  primary  insurance  amount  in  ; 
any  other  case). 

(2)  (A)  Except  as  provided  in  subparagraphs  (B)  and  (C),  such  j 
parent's  insurance  benefit  for  each  month  shall  be  equal  to  82i/o  per-  i 
cent  of  the  primary  insurance  amount  of  such  deceased  individual,  j 

(B)  For  any  month  for  which  more  than  one  parent  is  entitled  to  i 
parent's  insurance  benefits  on  the  basis  of  such  deceased  individual's  I 
wages  and  self-employment  income,  such  benefit  for  each  such  parent 
for  such  month  shall  (except  as  provided  in  subparagraph  (C))  be  • 
equal  to  75  percent  of  the  primary  insurance  amount  of  such  deceased  | 
individual.  j 

( C )  In  any  case  in  which —  I 

(i)  any  parent  is  entitled  to  a  parent's  insurance  benefit  for  a  j 
month  on  the  basis  of  a  deceased  individual's  wages  and  self-  j 
employment  income,  and  | 

(ii)  another  parent  of  such  deceased  individual  is  entitled  to  a  | 
parent's  insurance  benefit  for  such  month  on  the  basis  of  such  | 
wages  and  self -employment  income,  and  on  the  basis  of  an  appli-  | 
cation  filed  after  such  month  and  after  the  month  in  which  the 
application  for  the  parent's  benefits  referred  to  in  clause  (i)  was  i 

filed,                                                                         .      .  i 

the  amount  of  the  parent's  insurance  benefit  of  the  parent  referred  to  ' 

in  clause  (i)  for  the  month  referred  to  in  such  clause  phall  be  deter-  ! 

mined  under  subparagraph  (A)  instead  of  subparagraph  (B)  and  the  ■ 

amount  of  the  parent's  insurance  benefit  of  a  parent  referred  to  in  j 

clause  (ii)  for  such  month  shall  be  equal  to  150  percent  of  the  primary  i 

insurance  amount  of  the  deceased  individual  minus  the  amount  (be-  , 

fore  the  application  of  section  203(a) )  of  the  benefit  for  such  month  | 
of  the  parent  referred  to  in  clause  ( i ) . 

(3)  As  used  in  this  subsection,  the  term  "parent"  means  the  mother 
or  father  of  an  individual,  a  stepparent  of  an  individual  by  a  marriage  i 
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contracted  before  such  individual  attained  the  age  of  sixteen,  or  an 
adopting  parent  by  whom  an  individual  was  adopted  before  he  at- 
tained the  age  of  sixteen. 

(4)  In  the  case  of  a  parent  who  marries — 

(A)  an  individual  entitled  to  benefits  under  this  subsection  or 
subsection  (b),  (e),  (f),  [or]  (g),  or  (x),  or 

(B)  an  individual  who  has  attained  the  age  of  eighteen  and  is 
entitled  to  benefits  under  subsection  (d) , 

such  parent's  entitlement  to  benefits  under  this  subsection  shall,  not- 
withstanding the  provisions  of  paragraph  (1)  but  subject  to  subsec- 
tion (s),  not  be  terminated  by  reason  of  such  marriage;  except  that, 
in  the  case  of  such  a  marriage  to  a  male  individual  entitled  to  bene- 
fits under  subsection  (d),  the  preceding  provisions  of  this  paragraph 
shall  not  apply  with  respect  to  benefits  for  months  after  the  last  month 
for  which  such  individual  is  entitled  to  such  benefits  under  subsection 
(d)  unless  he  ceases  to  be  so  entitled  by  reason  of  his  death. 

Lump-Sum  Death  Payments 

(i)  Upon  the  death,  after  August  1950,  of  an  individual  who  died  a 
fully  or  currently  insured  individual,  an  amount  equal  to  three  times 
such  individual's  primary  insurance  amount,  or  an  amount  equal  to 
$255,  whichever  is  the  smaller,  shall  be  paid  in  a  lump  sum  to  the  per- 
son, if  any,  determined  by  the  Secretary  to  be  the  widow  or  widower 
of  the  deceased  and  to  have  been  living  in  the  same  household  with  the 
deceased  at  the  time  of  death.  If  there  is  no  such  person,  or  if  such  per- 
son dies  before  receiving  payment,  then  such  amount  shall  be  paid — 

(1)  if  all  or  part  of  the  burial  expenses  of  such  insured  in- 
dividual which  are  incurred  by  or  through  a  funeral  home  or 
funeral  homes  remains  unpaid,  to  such  funeral  home  or  funeral 
homes  to  the  extent  of  such  unpaid  expenses,  but  only  if  (A)  any 
person  who  assumed  the  responsibility  for  the  payment  of  all  or 
any  part  of  such  burial  expenses  files  an  application,  prior  to  the 
expiration  of  two  years  after  the  date  of  death  of  such  insured 
individual,  requesting  that  such  payment  be  made  to  such  funeral 
home  or  funeral  homes,  or  (B)  at  least  90  days  have  elapsed  after 
the  date  of  death  of  such  insured  individual  and  prior  to  the  ex- 
piration of  such  90  days  no  person  has  assumed  responsibility  for 
the  payment  of  any  such  burial  expenses ; 

(2)  if  all  of  the  burial  expenses  of  such  insured  individual 
which  were  incurred  by  or  through  a  funeral  home  or  funeral 
homes  have  been  paid  (including  payments  made  under  clause 
(1)),  to  any  person  or  persons,  equitably  entitled  thereto,  to  the 
extent  and  in  the  proportions  that  he  or  they  shall  have  paid  such 
burial  expenses ;  or 

(3)  if  any  part  of  the  amount  payable  under  this  subsection  re- 
mains after  payments  have  been  made  pursuant  to  clauses  (1) 
and  (2),  to  any  person  or  persons,  equitably  entitled  thereto,  to 
the  extent  and  in  the  proportions  that  he  or  they  shall  have  paid 
other  expenses  in  connection  with  the  burial  of  such  insured  in- 
dividual, in  the  following  order  of  priority:  (A)  expenses  of 
opening  and  closing  the  grave  of  such  insured  individual,  (B) 
expenses  of  providing  the  burial  plot  of  such  insured  individual, 
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and  (C)  any  remaining  expenses  in  connection  with  the  burial  of  ' 
such  insured  individual.  1 
No  payment  (except  a  payment  authorized  pursuant  to  clause  (1)  (A) 
of  the  preceding  sentence)  shall  be  made  to  any  person  under  this  sub-  ' 
section  unless  application  therefor  shall  have  been  filed,  by  or  on  be-  ' 
half  of  such  person  (whether  or  not  legally  competent),  prior  to  the  ' 
expiration  of  two  years  after  the  date  of  death  of  such  insured  in-  j 
dividual,  or  unless  such  person  was  entitled  to  wife's  or  husband's  in-  ' 
surance  benefits,  on  the  basis  of  the  wages  and  self-employment  income  | 
of  such  insured  individual,  for  the  month  preceding  the  month  in  | 
\yhich  such  individual  died.  In  the  case  of  any  individual  who  died  out-  | 
side  the  forty-eight  States  and  the  District  of  Columbia  after  Decern-  I 
ber  1953  and  before  January  1,  1957,  whose  death  occurred  while  he 
was  in  the  active  military  or  naval  service  of  the  United  States,  and 
who  is  returned  to  any  of  such  States,  the  District  of  Columbia, 
Alaska,  Hawaii,  the  Commonwealth  of  Puerto  Rico,  the  Virgin  Is-  I 
lands,  Guam,  or  American  Samoa  for  interment  or  reinterment,  the  j 
provisions  of  the  preceding  sentence  shall  not  prevent  payment  to  | 
any  person  under  the  second  sentence  of  this  subsection  if  application  j 
for  a  lump-sum  death  payment  with  respect  to  such  deceased  in- 
dividual  is  filed  by  or  on  behalf  of  such  person  (whether  or  not  legally  | 
competent)  prior  to  the  expiration  of  two  years  after  the  date  of  such  ; 
interment  or  reinterment.  In  the  case  of  any  individual  who  died  out- 
side the  fifty  States  and  the  District  of  Columbia  after  December  | 
1956  while  he  was  performing  service,  as  a  member  of  a  uniformed  | 
service,  to  which  the  provisions  of  section  210(1)  (1)  are  applicable,  j 
and  who  is  returned  to  any  State  or  to  any  Territory  or  possession  of 
the  United  States,  for  interment  or  reinterment,  the  provisions  of  the 
third  sentence  of  this  subsection  shall  not  prevent  payment  to  any  | 
person  under  the  second  sentence  of  this  subsection  if  application  for  a 
lump-sum  death  payment  with  respect  to  such  deceased  individual  is 
filed  by  or  on  behalf  of  such  person  (whether  or  not  legally  competent) 
prior  to  the  expiration  of  two  years  after  the  date  of  such  interment  or  j 
reinterment.  | 
Application  for  Monthly  Insurance  Benefits  | 

(j)(l)  An  individual  who  would  have  been  entitled  to  a  benefit  | 

under  subsection  (a),  (b),  (c),  (d),  (e),  (f),  (g),  [orj  (h),  or  (x)  I 

for  any  month  after  August  1950  had  he  filed  application  therefor  j 

prior  to  the  end  of  such  month  shall  be  entitled  to  such  benefit  for  such  j 
month  if  he  files  application  therefor  prior  to  the  end  of  the  twelfth 

month  immediately  succeeding  such  month.  Any  benefit  under  this  [ 

title  for  a  month  prior  to  the  month  in  which  application  is  filed  shall  j 

be  reduced,  to  any  extent  that  may  be  necessary,  so  that  it  will  not  , 

render  erroneous  any  benefit  which,  before  the  filing  of  such  applica-  ' 

tion,  the  Secretary  has  certified  for  payment  for  such  prior  month.  ; 

(2)  An  application  for  any  monthly  benefits  under  this  section  filed  j 

before  the  first  month  in  which  the  applicant  satisfies  the  require-  i 

ments  for  such  benefits  shall  be  deemed  a  valid  application  only  if  the  j 

applicant  satisfies  the  requirements  for  such  benefits  before  the  Secre-  | 
tary  makes  a  final  decision  on  the  application.  If  upon  final  decision 
by  the  Secretary,  or  decision  upon  judicial  review  thereof,  such  appli- 
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cant  is  found  to  satisfy  such  requirements,  the  application  shall  be 
deemed  to  have  been  filed  in  such  first  month. 

(3)  Notwithstanding  the  provisions  of  paragraph  (1) ,  an  individual 
may,  at  his  option,  waive  entitlement  to  any  benefit  referred  to  in  para- 
graph (1)  for  any  one  or  more  consecutive  months  (beginning  with 
the  earliest  month  for  which  such  individual  would  otherwise  be  en- 
titled to  such  benefit)  which  occur  before  the  month  in  which  such 
individual  files  application  for  such  benefit;  and,  in  such  case,  such 
individual  shall  not  be  considered  as  entitled  to  such  benefits  for  any 
such  month  or  months  before  such  individual  filed  such  application. 
An  individual  shall  be  deemed  to  have  waived  such  entitlement  for  any 
such  month  for  which  such  benefit  would,  under  the  second  sentence 
of  paragraph  ( 1 ) ,  be  reduced  to  zero. 

Simultaneous  Entitlement  to  Benefits 

(k)  (1)  A  child,  entitled  to  child's  insurance  benefits  on  the  basis 
of  the  wages  and  self-employment  income  of  an  insured  individual, 
who  would  be  entitled,  on  filing  application,  to  child's  insurance  bene- 
fits on  the  basis  of  the  wages  and  self-employment  income  of  some 
other  insured  individual,  shall  be  deemed  entitled,  subject  to  the  pro- 
visions of  paragraph  (2)  hereof,  to  child's  insurance  benefits  on  the 
basis  of  the  wages  and  self -employment  income  of  such  other  individ- 
ual if  an  application  for  child's  insurance  benefits  on  the  basis  of  the 
wages  and  self -employment  income  of  such  other  individual  has  been 
filed  by  any  other  child  who  would,  on  filing  application,  be  entitled 
to  child's  insurance  benefits  on  the  basis  of  the  wages  and  self-employ- 
ment income  of  both  such  insured  individuals. 

(2)  (A)  Any  child  who  under  the  preceding  provisions  of  this 
section  is  entitled  for  any  month  to  [more  than  one]  child's  insurance 
[benefit]  benefits  on  the  wages  and  self -employment  income  of  more 
than  one  insured  individual  shall,  notwithstanding  such  provisions, 
be  entitled  to  only  one  of  such  child's  insurance  benefits  for  such  month 
[,  such  benefit  to  be  the  one  based  on  the  wages  and  self-employment 
income  of  the  insured  individual  who  has  the  greatest  primary  insur- 
ance amount.].  Such  child'' s  insurance  benefits  for  such  month  shall 
be  the  benefit  based  on  the  wages  and  self-employment  income  of  the 
insured  individual  loho  has  the  greatest  primary  insurance  amount^ 
except  that  such  child'' s  insurance  benefits  for  such  month  shall  be  the 
largest  benefit  to  lohich  such  child  could  be  entitled  under  subsection 
(d)  {ivithout  the  application  of  section  203 {a) )  or  subsection  (m)  if 
entitlement  to  such  benefit  would  not^  with  respect  to  any  person^  re- 
sult in  a  benefit  loioer  {after  the  application  of  section  203 {a))  than 
the  benefit  which  would  be  applicable  if  such  child  were  entitled  on 
the  umges  and  self -employment  income  of  the  individual  with  the 
greatest  primary  insurance  amount.  Where  more  than  one  child  is 
entitled  to  child^s  insurance  benefits  pursuant  to  the  preceding  pro- 
visions of  this  paragra.ph^  each  such  child  who  is  entitled  on  the  wages 
and  self-employment  income  of  the  same  insured  individuals  shall  be 
entitled  on  the  wages  and  self -employment  income  of  the  same  such 
insured  individual.'^ 


1  Applies  only  with  respect  to  monthly  benefits  under  title  II  for  months  after  Decem- 
ber 1972. 
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(B)  Any  individual  (other  than  an  individual  to  whom  subsection 
(e)  (4)  or  (f )  (5)  applies)  who,  under  the  [preceding]  provisions  of 
this  section  and  under  the  provisions  of  section  223,  is  entitled  for  any 
month  to  more  than  one  monthly  insurance  benefit  ( other  than  old-age 
or  disability  insurance  benefit)  under  this  title  shall  be  entitled  to  only 
one  such  monthly  benefit  for  such  month,  such  benefit  to  be  the  largest 
of  the  monthly  benefits  to  which  he  (but  for  this  subparagraph  (B) ) 
would  otherwise  be  entitled  for  such  months.  Any  individual  who  is 
entitled  for  any  month  to  more  than  one  widow's  or  widower's  insur- 
ance benefit  to  which  subsection  (e)(4)  or  (f)(5)  applies  shall  be  en- 
titled to  only  one  such  benefit  for  such  month,  such  benefit  to  be  the 
largest  of  such  benefits. 

(3)  (A)  If  an  individual  is  entitled  to  an  old-age  or  disability  in- 
surance benefit  for  any  month  and  to  any  other  monthly  insurance 
benefit  for  such  month,  such  other  insurance  benefit  for  such  month, 
after  any  reduction  under  subsection  {q)  ^subsection  (e)  {2)  cn^  (/)  {S^^ 
and  any  reduction  under  section  203(a).  shall  be  reduced,  but  not 
below  zero,  by  an  amount  equal  to  such  old-age  or  disability  insurance 
benefit  (after  reduction  under  such  subsection  (q) ) . 

(B)  If  an  individual  is  entitled  for  any  month  to  a  widow's  or 
widower's  insurance  benefit  to  which  subsection  (e)  (4)  or  (f )  (5)  ap- 
plies and  to  any  other  monthly  insurance  benefit  under  section  202 
(other  than  an  old-age  insurance  benefit),  such  other  insurance  bene- 
fit for  such  month,  after  any  reduction  under  subparagraph  (A),  any 
reduction  under  subsection  (q),  and  any  reduction  under  section  203 
(a),  shall  be  reduced,  but  not  below  zero,  by  an  amount  equal  to  such 
widow's  or  widower's  insurance  benefit  after  any  reduction  or  reduc- 
tions under  such  subparagraph  (A)  and  such  section  203(a). 

(4)  Any  individual  who,  under  this  section  and  section  223,  is  en- 
titled for  any  month  to  both  an  old-age  insurance  benefit  and  a  dis- 
ability insurance  benefit  under  this  title  shall  be  entitled  to  only  the 
larger  of  such  benefits  for  such  month,  except  that,  if  such  individual 
so  elects,  he  shall  instead  be  entitled  to  only  the  smaller  of  such  bene- 
fits for  such  month. 

Entitlement  to  Survivor  Benefits  Under  Railroad  Retirement  Act 

(1)  If  any  person  would  be  entitled,  upon  filing  application  there- 
for to  an  annuity  under  section  5  of  the  Eailroad  Retirement  Act  of 
1937,  or  to  a  lump-sum  payment  under  subsection  (f)  (1)  of  such  sec- 
tion, with  respect  to  the  death  of  an  employee  (as  defined  in  such 
Act)  no  lump-sum  death  payment,  and  no  monthly  benefit  for  the 
month  in  which  such  employee  died  or  for  any  month  thereafter,  shall 
be  paid  under  this  section  to  any  person  on  the  basis  of  the  wages  and 
self-employment  income  of  such  employee. 

Minimum  Survivor's  Cor  Dependent*s3  Benefit 

(m)  (1)  In  any  case  in  which  [the  benefit  of  any  J  an  individual 
[for  any  month  under  this  section  (other  than  subsection  (a) )  is,  prior 
to  reduction  under  subsection  (k)  (3)  and  subsection  (q),  less  than  the 
first  figure  in  column  IV  of  the  table  in  section  215(a)  and  no  other 


1  Applies  to  benefits  for  months  after  Decemb?>r  1972. 


653 


Sec.  202(m) 


individual]  is  entitled  to  a  monthly  benefit  under  this  section  on  the 
basis  of  the  loages  and  self-employment  income  of  a  deceased  indi- 
vidual for  any  month  and  no  other  person  is  (without  the  application 
of  subsection  [202]  (j)  (1))  entitled  to  a  monthly  benefit  under  this 
section  for  such  month  on  the  basis  of  [the  same]  such  wages  and  self - 
employment  income,  such  individuates  benefit  amount  for  such  month 
[shall],  prior  to  reduction  under  [such]  subsection  (k)  (3)  [and  sub- 
section (q) ,  be  increased  to  the  first  figure  in  column  IV  of  the  table  in 
section  215(a).],  shall  he  not  less  than  the  first  amount  appearing  in 
column  IV  of  the  table  in  {or  deemed  to  he  in)  section  215(a),  except 
as  provided  in  paragraph  (2). 

(2)  In  the  case  of  any  such  individual  who  is  entitled  to  a  monthly 
benefit  under  subsection  {e)  or  (/),  such  individuals  benefit  amount, 
after  reduction  under  subsection  (q)  (i),  shall  he  not  less  than — 

(A)  S84-'50.  if  his  first  month  of  entitlement  to  such  benefit  is 
the  month  in  lohich  such  individual  attained  age  62  or  a  subsequent 
month,  or 

(B)  $8Jf.50  reduced  under  subsection  {q)  {!)  as  if  retirement 
age  as  specified  in  subsection  {q)  {6)  {A)  (ii)  were  age  62  instead 
of  the  age  specified  in  subsection  (q)  (9) ,  if  his  first  month  of  en- 
titlement to  such  benefit  is  before  the  month  in  which  he  attained 
age  62. 

(3)  In  the  case  of  any  individual  whose  benefit  amount  was  com- 
puted (or  recomputed)  under  the  provisions  of  paragraph  (2)  and 
such  individual  icas  entitled  to  benefits  under  subsection  {e)  or  (/)  for 
a  month  prior  to  any  month  after  1972  for  which  a  general  benefit  in- 
crease under  this  title  {as  defined  in  section  215 {i)  {3))  or  a  benefit 
increase  under  section  215 {i)  becomes  effective,  the  benefit  amount  of 
such  individual  as  computed  under  paragraph  {2)  without  regard  to 
the  reduction  specified  in  subparagraph  {B)  thereof  shall  be  increased 
by  the  percentage  increase  applicable  for  such  benefit  increase,  prior  to 
the  application  of  subsection  {q){l)  pursuant  to  paragraph  {2)  {B) 
and  subsection  {q)  {U)} 

Termination  of  Benefits  Upon  Deportation  of  Primary  Beneficiary 

(n)  (1)  If  any  individual  is  (after  the  date  of  enactment  of  this  sub- 
section) deported  under  paragraph  (1),  (2),  (4),  (5),  (6),  (7),  (10), 
(11),  (12),  (14),  (15),  (16),  (17),  or  (18)  of  section  241(a)  of  the 
Immigration  and  Nationality  Act,  then,  notwithstanding  any  other 
provisions  of  this  title — 

(A)  no  monthly  benefit  under  this  section  or  section  223  shall  be 
paid  to  such  individual,  on  the  basis  of  his  wages  and  self-employ- 
ment income,  for  any  month  occurring  (i)  after  the  month  in 
which  the  Secretary  is  notified  by  the  Attorney  General  that  such 
individual  has  been  so  deported,  and  (ii)  before  the  month  in 
which  such  individual  is  thereafter  lawfully  admitted  to  the 
United  States  for  permanent  residence. 

(B)  if  no  benefit  could  be  paid  to  such  individual  (or  if  no 
benefit  could  be  paid  to  him  if  he  were  alive)  for  any  month  by 
reason  of  subparagraph  ( A) ,  no  monthly  benefit  under  this  section 
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shall  be  paid,  on  the  basis  of  his  wages  and  self-employment  in- 
come, for  such  month  to  any  other  person  who  is  not  a  citizen  of 
the  United  States  and  is  outside  the  United  States  for  any  part  of 
such  month,  and 

(C)  no  lump-sum  death  payment  shall  be  made  on  the  basis  of 
such  individual's  wages  and  self -employment  income  if  he  dies 

(i)  in  or  after  the  month  in  which  such  notice  is  received,  and 

(ii)  before  the  month  in  which  he  is  thereafter  lawfully  admitted 
to  the  United  States  for  permanent  residence. 

Section  203  (b),  (c),  and  (d)  of  this  Act  shall  not  apply  with  respect 
to  any  such  individual  for  any  month  for  which  no  monthly  benefit 
may  be  paid  to  him  by  reason  of  this  paragraph. 

(2)  As  soon  as  practicable  after  the  deportation  of  any  individual 
under  any  of  the  paragraphs  of  section  241(a)  of  the  Immigration 
and  Nationality  Act  enumerated  in  paragraph  (1)  in  this  subsection, 
the  Attorney  General  shall  notify  the  Secretary  of  such  deportation. 

Application  for  Benefits  by  Survivors  of  Members  and  Former  Members  of 
the  Uniformed  Services 

(o)  In  the  case  of  any  individual  who  would  be  entitled  to  benefits 
under  subsection  (d),  (e),  (g),  [or]  (h),  or  (x)  upon  filing  proper 
application  therefor,  the  filing  with  the  Administrator  of  Veterans' 
Affairs  by  or  on  behalf  of  such  individual  of  an  application  for  such 
benefits,  on  the  form  described  in  section  3005  of  Title  38,  United  States 
Code,,  shall  satisfy  the  requirement  of  such  subsection  (d),  (e),  (g), 
[or]  (h),  or  {x)  that  an  application  for  such  benefits  be  filed. 

Extension  of  Period  for  Filing  Proof  of  Support  and  Applications  for 
Lump-Sum  Death  Payment 

(p)  In  any  case  in  which  there  is  a  failure — 

(1)  to  file  proof  of  support  under  subparagraph  (C)  of  sub- 
section (c)  (1),  clause  (i)  or  (ii)  of  subparagraph  (D)  of  sub- 
section (f)  (1),  [or  subparagraph  (B)  of  subsection  (h)  (1)] 

subparagraph  \B)  of  subsection  {h){l),  subparagraph  (B)  of 
subsection  (a?)  (7),  or  under  clause  (B)  of  subsection  (f)(1)  of 
this  section  as  in  effect  prior  to  the  Social  Security  Act  Amend- 
ments of  1950,  within  the  period  prescribed  by  such  subparagraph 
or  clause,  or 

(2)  to  file,  in  the  case  of  a  death  after  1946,  application  for  a 
lump-sum  death  payment  under  subsection  (i),  or  under  sub- 
section (g)  of  this  section  as  in  effect  prior  to  the  Social  Security 
Act  Amendments  of  1950,  within  the  period  prescribed  by  such 
subsection, 

any  such  proof  or  application,  as  the  case  may  be,  which  is  filed  after 
the  expiration  of  such  period  shall  be  deemed  to  have  been  filed  within 
such  period  if  it  is  shown  to  the  satisfaction  of  the  Secretary  that  there 
was  good  cause  for  failure  to  file  such  proof  or  application  within 
such  period.  The  determination  of  what  constitutes  good  cause  for 
purposes  of  this  subsection  shall  be  made  in  accordance  with  regula- 
tions of  the  Secretary. 
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Reduction  of  Benefit  Amounts  for  Certain  Beneficiaries 

(q)  (1)  If  the  first  month  for  which  an  individual  is  entitled  to  an 
old-age,  wife's,  husband's,  widow's,  or  widower's  insurance  benefit  is 
a  month  before  the  month  in  which  such  individual  attains  retirement 
age,  the  amount  of  such  benefit  for  [each]  such  month  and  for  any 
subsequent  month  shall,  subject  to  the  succeeding  paragraphs  of  this 
subsection,  be  reduced  by — 

(A)  %  of  1  percent  of  such  amount  if  such  benefit  is  an  old- 
age  [,  widow's  or  widower's]  insurance  benefit,  [or]  2%g  of  1  per- 
cent of  such  amount  if  such  benefit  is  a  wife's  or  husband's  insur- 
ance benefit  [ :],  or  i%o  of  1  percent  of  such  amount  if  such  bene- 
fit is  a  widow^s  or  widower^s  insurance  benefit^  multiplied  by — 

(B)  (i)  the  number  of  months  in  the  reduction  period  for  such 
benefit  (determined  under  paragraph  (6)  (J.)),  if  such  benefit  is 
for  a  month  before  the  month  in  which  such  individual  attains 
retirement  age,  or 

(ii)  if  less^  the  number  of  such  months  in  the  adjusted  reduction 
period  for  such  benefit  (determined  under  paragraph  (7)),  if 
such  benefit  is  (/)  for  the  month  in  which  such  individual  attains 
age  62^  or  {II)  for  the  month  in  which  such  individual  attains 
retirement  age  [or  for  any  month  thereafter.]/ 
[A  widow's  or  widower's  insurance  benefit  reduced  pursuant  to  the 
preceding  sentence]  and  in  the  case  of  a  loidow  or  widower  whose  first 
month  of  entitlement  to  a  widow^s  or  widower'^s  insurance  benefit  is  a 
month  before  the  month  in  which  such  widow  or  widower  attains  age 
60,  such  benefit^  reduced  pursuant  to  the  preceding  provisions  of  this 
paragraph  {and  before  the  application  of  the  second  sentence  of  para- 
graph (§) ) ,  shall  be  further  reduced  by — 

(C)  [43/198]  If3/2IfO  of  1  percent  of  the  amount  of  such  benefit, 
multiplied  by — 

(D)  (i)  the  number  of  months  in  the  additional  reduction 
period  for  such  benefit  (determined  under  paragraph  (6)  (^) ),  if 
such  benefit  is  for  a  month  before  the  month  in  which  such  indi- 
vidual attains  [retirement]  age  6'^,  or 

(ii)  if  less^  the  number  of  months  in  the  additional  adjusted 
reduction  period  for  such  benefit  (determined  under  paragraph 
(7)),  if  such  benefit  is  for  the  month  in  which  such  individual 
attains  [retirement]  age  62  or  [/or]  any  month  thereafter.^ 

(2)  If  an  individual  is  entitled  to  a  disability  insurance  benefit  for 
a  month  after  a  month  for  which  such  individual  was  entitled  to  an 
old-age  insurance  benefit,  such  disability  insurance  benefit  for  each 
month  shall  be  reduced  by  the  amount  such  old-age  insurance  benefit 
would  be  reduced  under  paragraphs  (1)  and  (4)  for  such  months  had 
such  individual  attained  age  65  in  the  first  month  for  which  he  most 
recently  became  entitled  to  a  disability  insurance  benefit. 

(3)  (A)  If  the  first  month  for  which  an  individual  both  is  entitled 
to  a  wife's,  husband's,  widow's,  or  widower's  insurance  benefit  and 
has  attained  age  62  (in  the  case  of  a  wife's  or  husband's  insurance 
benefit)  or  age  50  (in  the  case  of  a  widow's  or  widower's  insurance 
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benefit)  ^  is  a  month  for  which  such  individual  is  also  entitled  to — 

(i)  an  old-age  insurance  benefit  (to  which  such  individual  was 
first  entitled  for  a  month  before  he  attains  age  65) ,  or 

(ii)  a  disability  insurance  benefit, 

then  in  lieu  of  any  reduction  under  paragraph  (1)  (but  subject  to 
the  succeeding  paragraphs  of  this  subsection)  such  wife's,  husband's, 
widow's,  or  widower's  insurance  benefit  for  each  month  shall  be  re- 
duced as  provided  in  subparagraph  (B),  (C),  or  (D). 

(B)  For  any  month  for  which  such  individual  is  entitled  to  an  old- 
age  insurance  benefit  and  is  not  entitled  to  a  disability  insurance  bene- 
fit, such  individual's  wife's,  or  husband's  insurance  benefit  shall  be 
reduced  by  the  sum  of — 

(i)  the  amount  by  which  such  old-age  insurance  benefit  is  re- 
duced under  paragraph  (1)  for  such  month,  and 

(ii)  the  amount  by  which  such  wife's  or  husband's  insurance 
benefit  would  be  reduced  under  paragraph  (1)  for  such  month 
if  it  were  equal  to  the  excess  of  such  wife's  or  husband's  insurance 
benefit  (before  reduction  under  this  subsection)  over  such  old- 
age  insurance  benefit  (before  reduction  under  this  subsection). 

(C)  For  any  month  for  which  such  individual  is  entitled  to  a  dis- 
ability insurance  benefit,  such  individual's  wife's,  husband's,  widow's, 
or  widower's  insurance  benefit  shall  be  reduced  by  the  sum  of — 

(i)  the  amount  by  which  such  disability  insurance  benefit  is  re- 
duced under  paragraph  (2)  for  such  month  (if  such  paragraph 
applied  to  such  benefit) ,  and 

(ii)  the  amount  by  which  such  wife's,  husband's,  widow's,  or 
widower's  insurance  benefit  would  be  reduced  under  paragraph 
(1)  for  such  month  if  it  were  equal  to  the  excess  of  such  wife's, 
husband's,  widow's,  or  widower's  insurance  benefit  (before  re- 
duction under  this  subsection)  over  such  disability  insurance 
benefit  (before  reduction  under  this  subsection) . 

(D)  For  any  month  for  which  such  individual  is  entitled  neither 
to  an  old-age  insurance  benefit  nor  to  a  disability  insurance  benefit, 
such  individual's  wife's,  husband's,  widow's,  or  widower's  insurance 
benefit  shall  be  reduced  by  the  amount  by  which  it  would  be  reduced 
under  paragraph  (1) . 

(E)  If  the  first  month  for  which  an  individual  is  entitled  to  an  old- 
age  insurance  benefit  (whether  such  first  month  occurs  before,  with, 
or  after  the  month  in  which  such  individual  attains  the  age  of  65)  is 
a  month  for  which  such  individual  is  also  (or  would,  but  for  sub- 
section (e)  (1)  in  the  case  of  a  widow  or  surviving  divorced  wife  or 
subsection  (f)(1)  in  the  case  of  a  widower,  be)  entitled  to  a  widow's  or 
widower's  insurance  benefit  to  which  such  individual  was  first  en- 
titled for  a  month  before  she  or  he  attained  retirement  age,  then 
such  old-age  insurance  benefit  shall  be  reduced  by  whichever  of  the 
f ollov/ing  is  the  larger : 

(i)  the  amount  by  which  (but  for  this  subparagraph)  such 
old-age  insurance  benefit  would  have  been  reduced  under  para- 
graph (1),  or 

(ii)  the  amount  equal  to  the  sum  of  the  amount  by  which  such 
widow's  or  widower's  insurance  benefit  was  reduced  for  the  month 
in  which  such  individual  attained  retirement  age  and  the  amount 
by  which  such  old-age  insurance  benefit  would  be  reduced  under 
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paragraph  (1)  if  it  were  equal  to  the  excess  of  such  old-age  in- 
surance benefit  (before  reduction  under  this  subsection)  over  such 
widow's  or  widower's  insurance  benefit  (before  reduction  under 
this  subsection). 

(F)  If  the  first  month  for  which  an  individual  is  entitled  to  a  dis- 
ability insurance  benefit  (when  such  first  month  occurs  with  or  after 
the  month  in  which  such  individual  attains  the  age  of  62)  is  a  month 
for  which  such  individual  is  also  (or  would,  but  for  subsection  (e)  (1) 
in  the  case  of  a  widow  or  surviving  divorced  wife  or  subsection  (f )  (1) 
in  the  case  of  a  widower,  be)  entitled  to  a  widow's  or  widower's  in- 
surance benefit  to  which  such  individual  was  first  entitled  for  a  month 
before  she  or  he  attained  retirement  age,  then  such  disability  insurance 
benefit  for  each  month  shall  be  reduced  by  whichever  of  the  follow- 
ing is  larger : 

(i)  the  amount  by  which  (but  for  this  subparagraph)  such  dis- 
ability insurance  benefit  would  have  been  reduced  under  para- 
graph (2),  or 

(ii)  the  amount  equal  to  the  sum  of  the  amount  by  which  such 
widow's  or  widower's  insurance  benefit  was  reduced  for  the  month 
in  which  such  individual  attained  retirement  age  and  the  amount 
by  which  such  disability  insurance  benefit  would  be  reduced  under 
paragraph  (2)  if  it  were  equal  to  the  excess  of  such  disability  in- 
surance benefit  (before  reduction  under  this  subsection)  over 
such  widow's  insurance  benefit  (before  reduction  under  this 
subsection). 

(G)  If  the  first  month  for  which  an  individual  is  entitled  to  a 
disability  insurance  benefit  (when  such  first  month  occurs  before  the 
month  in  which  such  individual  attains  the  age  of  62)  is  a  month  for 
which  such  individual  is  also  (or  would,  but  for  subsection  (e)  (1)  in 
the  case  of  a  widow  or  surviving  divorced  wife  or  subsection  (f )  (1) 
in  the  case  of  a  widower,  be)  entitled  to  a  widow's  or  widower's 
insurance  benefit,  then  such  disability  insurance  benefit  for  each  month 
shall  be  reduced  by  the  amount  such  widow's  insurance  benefit  would 
be  reduced  under  paragraphs  (1)  and  (4)  for  such  month  had  such  in- 
dividual attained  a^e  62  in  the  first  month  for  which  she  or  he  most 
recently  became  entitled  to  a  disability  insurance  benefit. 

(4)  If- 

(A)  an  individual  is  or  was  entitled  to  a  benefit  subject  to  re- 
duction under  paragraph  (1)  or  (3)  of  this  subsection,  and 

(B)  such  benefit  is  increased  by  reason  of  an  increase  in  the 
primary  insurance  amount  of  the  individual  on  whose  wages  and 
self-employment  income  such  benefit  is  based, 

then  the  amount  of  the  reduction  of  such  benefit  for  each  month  shall  be 
computed  separately  (under  paragraph  (1)  or  (3),  whichever  applies) 
for  the  portion  of  such  benefit  which  constitutes  such  benefit  before 
any  increase  described  in  subparagraph  (B),  and  separately  (under 
paragraph  (1)  or  (3),  whichever  applies  to  the  benefit  being  in- 
creased) for  each  such  increase.  For  purposes  of  determining  the 
amount  of  the  reduction  under  paragraph  (1)  or  (3)  in  any  such  in- 
crease, the  reduction  period  and  the  adjusted  reduction  period  shall 
be  determined  as  if  such  increase  were  a  separate  benefit  to  which 
such  individual  was  entitled  for  and  after  the  first  month  for  which 
such  increase  is  effective. 
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(5)  (A)  No  wife's  insurance  benefit  shall  be  reduced  under  this  sub-  i 
section —  | 

(i)  for  any  month  before  the  first  month  for  which  there  is  in  I 
effect  a  certificate  filed  by  her  with  the  Secretary,  in  accordance  j 
with  regulations  prescribed  by  him,  in  which  she  elects  to  receive  ' 
wife's  insurance  benefits  reduced  as  provided  in  this  subsection,  or  i 

(ii)  for  any  month  in  which  she  has  in  her  care  (individually  I 
or  jointly  with  the  person  on  whose  wages  and  self -employment  i 
income  her  wife's  insurance  benefit  is  based)  a  child  of  such  person 
entitled  to  child's  insurance  benefits.  j 

(B)  Any  certificate  described  in  subparagraph  (A)  (i)  shall  be  ef-  | 
fective  for  purposes  of  this  subsection  (and  for  purposes  of  preventing  \ 
deductions  under  section  203  (c)  (2) ) —  I 

(i)  for  the  month  in  which  it  is  filed  and  for  any  month  there- 
after, and 

(ii)  for  months,  in  the  period  designated  by  the  woman  filing  i 
such  certificate,  of  one  or  more  consecutive  months  (not  exceeding  1 
12)  immediately  preceding  the  month  in  which  such  certificate  is 
filed;  I 

except  that  such  certificate  shall  not  be  effective  for  any  month  before  i 
the  month  in  which  she  attains  age  62,  nor  shall  it  be  effective  for  any 
month  to  which  subparagraph  (A)  (ii)  applies. 

(C)  If  a  woman  does  not  have  in  her  care  a  child  described  in  sub-  ^ 
paragraph  (A)  (ii)  in  the  first  month  for  which  she  is  entitled  to  a  j 
wife's  insurance  benefit,  and  if  such  first  month  is  a  month  before  the  ; 
month  in  which  she  attains  age  65,  she  shall  be  deemed  to  have  filed  j 
in  such  first  month  the  certificate  described  in  subparagraph  ( A)  (i) .  | 

(D)  No  widow's  insurance  benefit  for  a  month  in  which  she  has 
in  her  care  a  child  of  her  deceased  husband  (or  deceased  former  hus- 
band) entitled  to  child's  insurance  benefits  shall  be  reduced  under  this  j 
subsection  below  the  amount  to  which  she  would  have  been  entitled  had  j 
she  been  entitled  for  such  month  to  mother's  insurance  benefits  on  | 
the  basis  of  her  deceased  husband's  (or  deceased  former  husband's)  , 
wages  and  self -employment  income.  i 

(6)  For  the  purposes  of  this  subsection —                              ^  I 

(A)  the  "reduction  period"  for  an  individual's  old-age,  wife's,  | 
husband's,  widow's,  or  widower's  insurance  benefit  is  the  period —  | 

(i)  beginning —                                            ^  ! 

(I)  in  the  case  of  an  old-age  or  husband's  insurance  | 
benefit,  with  the  first  day  of  the  first  month  for  which 
such  individual  is  entitled  to  such  benefit,  or 

(II)  in  the  case  of  a  wife's  insurance  benefit,  with  the  j 
first  day  of  the  first  month  for  which  a  certificate  de-  j 
scribed  in  paragraph  (5)  ( A)  (i)  is  effective,  or  ! 

(III)  in  the  case  of  a  widow's  or  widower's  insurance  | 
benefit,  with  the  first  day  of  the  first  month  for  which  j 
such  individual  is  entitled  to  such  benefit  or  the  first  day  \ 
of  the  month  in  which  such  individual  attains  age  60,  . 
whichever  is  the  later,  and  ' 

(ii)  ending  with  the  last  day  of  the  month  before  the 
month  in  which  such  individual  attains  retirement  age ;  and  ; 

(B)  the  "additional  reduction  period"  for  an  individual's  i 
widow's,  or  widower's  insurance  benefit  is  the  period —  i 
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(i)  beginning  with  the  first  day  of  the  first  month  for 
which  such  individual  is  entitled  to  such  benefit,  but  only  if 
such  individual  has  not  attained  age  60  in  such  first  month, 
and 

(ii)  ending  with  the  last  day  of  the  month  before  the 
month  in  which  such  individual  attains  age  60. 

(7)  For  purposes  of  this  subsection  [J  the  "adjusted  reduction  pe- 
riod" [or  "additional  adjusted  reduction  period"]  for  an  individual's 
old-age,  wife's,  husband's,  widow's,  or  widower's  insurance  benefit  is 
the  reduction  period  [or  additional  reduction  period  (as  the  case  may 
be)]  prescribed  in  paragraph  (6)  (A)  for  such  benefit,  amd  the 
^'additional  adjusted  reduction  period''^  for  an  individual's^  widow^s^ 
or  widoio&r^s  insurance  benefit  is  the  additional  reduction  period  pre- 
scribed hy  paragraph  {6){B)  for  such  benefit:!-  excluding  from  each 
such  period — 

(A)  any  month  in  which  such  benefit  was  subject  to  deduc- 
tions under  section  203(b),  203(c)(1),  203(d)(1),  or  222(b), 

(B)  in  the  case  of  wife's  insurance  benefits,  any  month  in 
which  she  had  in  her  care  (individually  or  jointly  with  the  person 
on  whose  wages  and  self-employment  income  such  benefit  is 
based)  a  child  of  such  person  entitled  to  child's  insurance  benefits, 

(C)  in  the  case  of  wife's  or  husband's  insurance  benefits,  any 
month  for  which  such  individual  was  not  entitled  to  such  bene- 
fits because  the  spouse  on  whose  wages  and  self -employment  in- 
come such  benefits  were  based  ceased  to  be  under  a  disability, 

(D)  in  the  case  of  widow's  insurance  benefits,  any  month  in 
which  the  reduction  in  the  amount  of  such  benefit  was  determined 
under  paragraph  (5)(D), 

(E)  in  the  case  of  widow's  or  widower's  insurance  benefits,  any 
month  before  the  month  in  which  she  or  he  attained  [retirement 
age]  age  62^  and  also  for  any  later  month  before  the  month  in 
which  he  attained  retirement  age^  for  which  she  or  he  was  not 
entitled  to  such  benefit  because  of  occurrence  of  an  event  that 
terminated  her  or  his  entitlement  to  such  benefits,  and 

(F)  in  the  case  of  old-age  insurance  benefits,  any  month  for 
which  such  individual  was  entitled  to  a  disability  insurance 
benefit. 

(8)  This  subsection  shall  be  applied  after  reduction  under  section 
203(a)  and  after  application  of  section  215(g).  If  the  amount  of  any 
reduction  computed  under  paragraph  (1),  (2),  or  (3)  is  not  a  multi- 
ple of  $0.10,  it  shall  be  reduced  to  the  next  lower  multiple  of  $0.10. 

( 9 )  For  purposes  of  this  subsection,  the  term  "retirement  age"  means 
age  of  65  [with  respect  to  an  old-age,  wife's,  or  husband's  insurance 
benefit  and  age  62  with  respect  to  a  widow's  or  widowers  insurance 
benefit].^ 

Presumed  Filing  of  Application  by  Individuals  Eligible  for  Old-Age  Insurance 
Benefits  and  for  Wife's  or  Husband's  Insurance  Benefits 

(r)  (1)  If  the  first  month  for  which  an  individual  is  entitled  to  an 
old-age  insurance  benefit  is  a  month  before  the  month  in  which  such 
individual  attains  age  65,  and  if  such  individual  is  eligible  for  a  wife's 


1  Applies  to  benefits  for  months  after  December  1972. 
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or  husband's  insurance  benefit  for  such  first  month,  such  individual 
shall  be  deemed  to  have  filed  an  application  in  such  month  for  wife's 
or  husband's  insurance  benefits. 

(2)  If  the  first  month  for  which  an  individual  is  entitled  to  a  wife's 
or  husband's  insurance  benefit  reduced  under  subsection  (q)  is  a  month 
before  the  month  in  which  such  individual  attains  age  65,  and  if  such 
individual  is  eligible  (but  for  section  202  (k)  (4) )  for  an  old-age  insur- 
ance benefit  for  such  first  month,  such  individual  shall  be  deemed  to 
have  filed  an  application  for  old-age  insurance  benefits — 

(A)  in  such  month,  or 

(B)  if  such  individual  is  also  entitled  to  a  disability  insurance 
benefit  for  such  month,  in  the  first  subsequent  month  for  which 
such  individual  is  not  entitled  to  a  disability  insurance  benefit. 

(3)  For  purposes  of  this  subsection,  an  individual  shall  be  deemed  j 
eligible  for  a  benefit  for  a  month  if,  upon  filing  application  therefor  I 
in  such  month,  he  would  be  entitled  to  such  benefit  for  such  month.  | 

Child  Aged  18  or  Over  Attending  School  | 

(s)  (1)  For  the  purposes  of  subsections  (b)(1),  (g)(1),  (q)(5),  | 
and  (q)  (7)  of  this  section  and  paragraphs  (2),  (3),  and  (4)  of  sec-  j 
tion  203(c),  a  child  who  is  entitled  to  child's  insurance  benefits  under 
subsection  (d)  for  any  month,  and  who  has  attained  the  age  of  18  but 
is  not  in  such  month  under  a  disability  (as  defined  in  section  223(d) ) 
[which  began  before  he  attained  such  age.]  ^  shall  be  deemed  not  en- 
titled to  such  benefits  for  such  month,  unless  he  was  under  such  a  dis- 
ability in  the  third  month  before  such  month. 

(2)  Subsection  (f)(4),  and  so  much  of  subsections  (b)(3),  (d) 
(5),  (e)(3),  (g)(3),  and  (h)(4),  of  this  section  as  precedes  the 
semicolon,  shall  not  apply  in  the  case  of  any  child  unless  such  child,  at 
the  time  of  the  marriage  referred  to  therein,  was  under  a  disability 
(as  defined  in  section  223  (d) )  [which  began  before  such  child  attained 
the  age  of  18]  ^  or  had  been  under  such  a  disability  in  the  third  month 
before  the  month  in  which  such  marriage  occurred. 

(3)  Subsections  (c)(2)(B)  and  (f)(2)(B)  of  this  section,  so  much 
of  subsections  (b)(3),  (d)(5),  (e)(3),  (g)(3),  and  (h)(4)  of  this 
section  as  follows  the  semicolon,  the  last  sentence  of  subsection  (c)  of 
section  203,  subsection  (f )  (1)  (C)  of  section  203,  and  subsections 
(b)(3)(B),  (c)(6)(B),  (f)(3)(B),  and  (g)(6)(B)  of  section  216 
shall  not  apply  in  the  case  of  any  child  with  respect  to  any  month 
referred  to  therein  unless  in  such  month  or  the  third  month  prior 
thereto  such  child  was  under  a  disability  (as  defined  in  section 
223(d) )  [which  began  before  such  child  attained  the  age  of  18].^ 

Suspension  of  Benefits  of  Aliens  Who  Are  Outside  the  United  States 

(t)  (1)  Notwithstanding  any  other  provision  of  this  title,  no 
monthly  benefits  shall  be  paid  under  this  section  or  under  section  223 
to  any  individual  who  is  not  a  citizen  or  national  of  the  United  States 
for  any  month  which  is — 

1  \pplies  to  benefits  pavable  under  section  202  for  months  after  December  1972.  except 
that  in  the  case  of  an  Individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  after  Sept.  30.  1972. 
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(A)  after  the  sixth  consecutive  calendar  month  during  all  of 
which  the  Secretary  finds,  on  the  basis  of  information  furnished 
to  him  by  the  Attorney  General  or  information  which  otherwise 
comes  to  his  attention,  that  such  individual  is  outside  the  United 
States,  and 

(B)  prior  to  the  first  month  thereafter  for  all  of  which  such 
individual  has  been  in  the  United  States. 

For  purposes  of  the  preceding  sentence,  after  an  individual  has  been 
outside  the  United  States  for  any  period  of  thirty  consecutive  days  he 
shall  be  treated  as  remaining  outside  the  United  States  until  he  has 
been  in  the  United  States  for  a  period  of  thirty  consecutive  days. 

(2)  Paragraph  (1)  shall  not  apply  to  any  individual  who  is  a  citi- 
zen of  a  foreign  country  which  the  Secretary  finds  has  in  effect  a  social 
insurance  or  pension  system  which  is  of  general  application  in  such 
country  and  under  which — 

(A)  periodic  benefits,  or  the  actuarial  equivalent  thereof,  are 
paid  on  account  of  old-age,  retirement,  or  death,  and 

(B)  individuals  who  are  citizens  of  the  United  States  but  not 
citizens  of  such  foreign  country  and  who  qualify  for  such  benefits 
are  permitted  to  receive  such  benefits  or  the  actuarial  equivalent 
thereof  while  outside  such  foreign  country  without  regard  to 
the  duration  of  the  absence. 

(3)  Paragraph  (1)  shall  not  apply  in  any  case  where  its  application 
would  be  contrary  to  any  treaty  obligation  of  the  United  States  in 
effect  on  the  date  of  the  enactment  of  this  subsection. 

(4)  Paragraph  (1)  shall  not  apply  to  any  benefit  for  any  month  if — 

(A)  not  less  than  forty  of  the  quarters  elapsing  before  such 
month  are  quarters  of  coverage  for  the  individual  on  whose  wages 
and  self-employment  income  such  benefit  is  based,  or 

(B)  the  individual  on  whose  wages  and  self -employment  in- 
come such  benefit  is  based  has,  before  such  month,  resided  in  the 
United  States  for  a  period  or  periods  aggregating  ten  years  or 
more,  or 

( C )  the  individual  entitled  to  such  benefit  is  outside  the  United 
States  while  in  the  active  military  or  naval  service  of  the  United 
States,  or 

(D)  the  individual  on  whose  wages  and  self -employment  in- 
come such  benefit  is  based  died,  before  such  month,  either  (i) 
while  on  active  duty  or  inactive  duty  training  (as  those  terms  are 
defined  in  section  210(1)  (2)  and  (3)  as  a  member  of  a  uniformed 
service  (as  defined  in  section  210 (m)),  or  (ii)  as  the  result  of  a 
disease  or  injury  which  the  Administrator  of  Veterans'  Affairs 
determines  was  incurred  or  aggravated  in  line  of  duty  while  on 
active  duty  (as  defined  in  section  210(1)  (2) ),  or  an  injury  which 
he  determines  was  incurred  or  aggravated  in  line  of  duty  while 
on  inactive  duty  training  (as  defined  in  section  210(1)  (3)),  as 
a  member  of  a  uniformed  service  (as  defined  in  section  210(m)), 
if  the  Administrator  determines  that  such  individual  was  dis- 
charged or  released  from  the  period  of  such  active  duty  or  in- 
active duty  training  under  conditions  other  than  dishonorable, 
and  if  the  Administrator  certifies  to  the  Secretary  his  determina- 
tions with  respect  to  such  individual  under  this  clause,  or 
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(E)  the  individual  on  whose  employment  such  benefit  is  based  | 
had  been  in  service  covered  by  the  Eaiiroad  Retirement  Act  which 
was  treated  as  employment  covered  by  this  Act  pursuant  to  the 
provisions  of  section  5(k)(l)  of  the  Railroad  Retirement  Act; 
except  that  subparagraphs  (A)  and  (B)  of  this  paragraph  shall  not  | 
apply  in  the  case  of  any  individual  who  is  a  citizen  of  a  foreign 
country  that  has  in  effect  a  social  insurance  or  pension  system  which  | 
is  of  general  application  in  such  country  and  which  satisfies  subpara- 
graph (A)  but  not  subparagraph  (B)  of  paragraph  (2),  or  who  is 
a  citizen  of  a  foreign  country  that  has  no  social  insurance  or  pension 
system  of  general  application  if  at  any  time  within  five  years  prior 
to  the  month  in  which  the  Social  Security  Amendments  of  1967  are 
enacted  (or  the  first  month  thereafter  for  which  his  benefits  are  sub- 
ject to  suspension  under  paragraph  (1) )  payments  to  individuals  re- 
siding in  such  county  were  withheld  by  the  Treasury  Department  1 
under  the  first  section  of  the  Act  of  October  9,  1940  (31  U.S.C.  123).  ! 

(5)  No  person  who  is,  or  upon  application  would  be,  entitled  to  a 
monthly  benefit  under  this  section  for  December  1956  shall  be  de- 
prived, by  reason  of  paragraph  (1) ,  of  such  benefit  or  any  other  bene- 
fit based  on  the  wages  and  self-employment  income  of  the  individual 
on  whose  wages  and  self -employment  income  such  monthly  benefit  for 
December  1956  is  based. 

(6)  If  an  individual  is  outside  the  United  States  when  he  dies  and 
no  benefit  may,  by  reason  of  paragraph  (1)  or  (10)  be  paid  to  him  for  i 
the  month  preceding  the  month  in  which  he  dies,  no  lump-sum  death  i 
payment  may  be  made  on  the  basis  of  such  individual's  wages  and  self- 
employment  income. 

(7)  Subsections  (b),  (c),  and  (d)  of  section  203  shall  not  apply 
with  respect  to  any  individual  for  any  month  for  which  no  monthly  i 
benefit  may  be  paid  to  him  by  reason  of  paragraph  (1)  of  this  sub- 
section. 

(8)  The  Attorney  General  shall  certify  to  the  Secretary  such  infor- 
mation regarding  aliens  who  depart  from  the  United  States  to  any 
foreign  country  (other  than  a  foreign  country  which  is  territorially 
contiguous  to  the  continental  United  States)  as  may  be  necessary  to  , 
enable  the  Secretary  to  carry  out  the  purposes  of  this  subsection  and  I 
shall  otherwise  aid,  assist,  and  cooperate  with  the  Secretary  in  obtain-  ' 
ing  such  other  information  as  may  be  necessary  to  enable  the  Secretary  | 
to  carry  out  the  purposes  of  this  subsection.  I 

(9)  No  payments  shall  be  made  under  part  A  of  title  XVIII  with  ' 
respect  to  items  or  services  furnished  to  an  individual  in  any  month 
for  which  the  prohibition  in  paragraph  (1)  against  payment  of  bene-  j 
fits  to  him  is  applicable  (or  would  be  if  he  were  entitled  to  any  such  | 
benefits) . 

(10)  Notwithstanding  any  other  provision  of  this  title,  no  monthly 
benefits  shall  be  paid  under  this  section  or  under  section  223,  for  any  J 
month  beginning  after  June  30,  1968,  to  an  individual  who  is  not  a  | 
citizen  or  national  of  the  United  States  and  who  resides  during  such 
month  in  a  foreign  country  if  payments  for  such  month  to  individuals 
residing  in  such  country  are  withheld  by  the  Treasury  Department 
under  the  first  section  of  the  Act  of  October  9.  1940  (31  U.S.C.  123). 
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Effect  of  Conviction  of  Subversive  Activities,  etc. 

(u)(l)  If  any  individual  is  convicted  of  any  offense  (committed 
after  the  date  of  the  enactment  of  this  subsection)  under— 

(A)  chapter  37  (relating  to  espionage  and  censorship),  chapter 
105  (relating  to  sabotage),  or  chapter  115  (relating  to  treason, 
sedition,  and  subversive  activities)  of  title  18  of  the  United  States 
Code,  or 

(B)  section  4, 112,  or  113  of  the  Internal  Security  Act  of  1950, 
as  amended, 

then  the  court  may,  in  addition  to  all  other  penalties  provided  by  law, 
impose  a  penalty  that  in  determining  whether  any  monthly  insurance 
benefit  under  this  section  or  section  223  is  payable  to  such  individual 
for  the  month  in  which  he  is  convicted  or  for  any  month  thereafter,  in 
determining  the  amount  of  any  such  benefit  payable  to  such  individual 
for  any  such  month,  and  in  determining  whether  such  individual  is 
entitled  to  insurance  benefits  under  part  A  of  title  XVIII  for  any  such 
month,  there  shall  not  be  taken  into  account — 

(C)  any  wages  paid  to  such  individual  or  to  any  other  individ- 
ual in  the  calendar  quarter  in  which  such  conviction  occurs  or  in 
any  prior  calendar  quarter,  and 

(D)  any  net  earnings  from  self -employment  derived  by  such 
individual  or  by  any  other  individual  during  a  taxable  year  in 
which  such  conviction  occurs  or  during  any  prior  taxable  year. 

(2)  As  soon  as  practicable  after  an  additional  penalty  has,  pursuant 
to  paragraph  (1),  been  imposed  with  respect  to  any  individual,  the 
Attorney  General  shall  notify  the  Secretary  of  such  imposition. 

(3)  If  any  individual  with  respect  to  whom  an  additional  penalty 
has  been  imposed  pursuant  to  paragraph  (1)  is  granted  a  pardon  of 
the  offense  by  the  President  of  the  United  States,  such  additional 
penalty  shall  not  apply  for  any  month  beginning  after  the  date  on 
which  such  pardon  is  granted. 

Waiver  of  Benefits 

(v)  (i)  Notwithstanding  any  other  provisions  of  this  title,  in  the  case 
of  any  individual  who  files  a  waiver  pursuant  to  section  1402(h)  of  the 
Internal  Revenue  Code  of  1954  and  is  granted  a  tax  exemption  there- 
under, no  benefits  or  other  payments  shall  be  payable  under  this  title 
to  him,  no  payments  shall  be  made  on  his  behalf  under  part  A  of  title 
XVIII,  and  no  benefits  or  other  payments  under  this  title  shall  be  pay- 
able on  the  basis  of  his  wages  and  self-employment  income  to  any 
other  person,  after  the  filing  of  such  waiver ;  except  that,  if  thereafter 
such  individual's  tax  exemption  under  such  section  1402(h)  ceases  to 
be  effective,  such  waiver  shall  cease  to  be  applicable  in  the  case  of 
benefits  and  other  payments  under  this  title  and  part  A  of  title  XVIII 
to  the  extent  based  on  his  self-employment  income  for  and  after  the 
first  taxable  year  in  which  such  tax  exemption  ceases  to  be  effective 
and  on  his  wages  for  and  after  the  calendar  year  (if  any)  which  be- 
gins in  or  with  the  beginning  of  such  taxable  year. 

(2)  Notwithstanding  any  other  provisions  of  this  title^  in  the  case 
of  any  individual  ivho  files  a  waiver  pursuant  to  section  6^13 (e)  of  the 
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Internal  Revenue  Code  of  1951^,  and  is  granted  an  authorization  for  | 
credit  or  refund  thereunder^  no  benefits  or  other  payments  shall  he 

payable  under  this  title  to  him^  no  payments  shall  he  made  on  his  he-  j 

half  under  part  A  of  title  XVII L  and  no  benefits  or  other  payments  \ 

under  this  title  shall  be  payable  on  the  basis  of  his  wages  and  self-  \ 

employment  income  to  any  other  person^  after  the  filing  of  such  waiver;  ■ 

except  that^  if  thereafter  such  individual's  authorization  under  such  | 
section  6Jfl3{e)  ceases  to  he  effective^  such  loaiver  shall  cease  to  be 

applicable  in  the  case  of  benefits  and  other  payments  under  this  title  I 

and  part  A  of  title  XVIII  to  the  extent  based  on  his  loages  beginning  \ 

ivith  the  first  day  of  the  calendar  year  for  lohich  such  authorization  j 

ceases  to  apply  and  on  his  self -employment  income  for  and  after  his  \ 

taxable  year  which  begins  in  or  with  the  beginning  of  such  calendar  \ 

year.  j 

Increase  in  Old-Age  Insurance  Benefit  Amounts  on  Account  of  Delayed  \ 

Retirement  ^  [ 

{id)  (i)  //  the  first  month  for  which  an  old-age  insurance  benefit  I 
becomes  payable  to  an  individual  is  not  earlier  than  the  month  in  which  I 
such  individual  attains  age  65  {or  his  benefit  payable  at  such  age  is 
not  reduced  under  subsection  ($')),  the  amount  of  the  old-age  insur- 
ance benefit  {other  than  a  benefit  based  on  a  primary  insurance  amount 
determined  under  section  215 {a)  {3) )  which  is  payable  without  regard 
to  this  subsection  to  such  individual  shall  be  increased  by — 
{A )  1/12  of  1  percent  of  such  amount^  multiplied  by 
{B)  the  number  {if  any)  of  the  increment  months  for  such 
individual. 

{2)  For  purposes  of  this  subsection^  the  number  of  increment  months 
for  any  individual  shall  be  a  number  equal  to  the  total  number  of  the 
months — 

{A)  which  have  elapsed  after  the  month  before  the  month  in 
which  such  individual  attained  age  65  and  prior  to  the  month  in 
lohich  such  individual  attained  age  72^  and 
{B)  with  respect  to  lohich — 

(^)  such  individual  was  a  fully  insured  individual  {as 
defined  in  section  2H{a) ) ,  and 

{ii)  such  individual  either  was  not  entitled  to  an  old-age 
insurance  benefit  or  suffered  deductions  under  section  203  { h ) 
or  203 {c)  in  amounts  equal  to  the  amount  of  such  benefit. 
{3)  For  purposes  of  applying  the  provisions  of  paragraph  {!),  a 
determination  shall  he  made  under  paragraph  {2)  for  each  yea.r^  he- 
ginning  with  1972,  of  the  total  number  of  an  individuaVs  incitement 
months  through  the  year  for  which  the  determination  is  made  and  the 
total  so  determined  shall  be  applicable  to  such  individuaVs  old-age 
insurance  benefits  beginning  with  benefits  for  January  of  the  year  fol- 
lowing the  year  for  which  such  determination  is  made;  except  that 
the  total  number  applicable  in  the  case  of  an  individual  who  attains 
age  72  after  1972  shall  be  determined  through  the  month  before  the 
month  in  which  he  attains  such  age  and  shall  be  applicable  to  his  old- 
age  insurance  benefit  beginning  with  the  month  in  which  he  attains 
such  age. 


1  Applies  to  benefits  for  months  after  1972. 
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(4)  This  subsection  shall  he  applied  after  reduction  under  section 
m{a). 

Sister's  and  Brother's  Insurance  Benefits^ 

(x)  (1)  Every  sister  or  brother  (as  defined  in  this  subsection)  of 
an  individual  entitled  to  old-age  or  disability  insurance  benefits^  or  of 
an  individual  who  died  a  fully  insured  individual^  if  such  brother  or 
sister — 

{A){i)  is  under  a  disability  {as  defined  in  section  223(d)) 
which  began  before  he  or  she  attained  the  age  of  22,  or  (ii)  in 
the  case  of  a  sister,  has  attained  age  62, 

(B)  was  receiving  at  least  one-half  of  his  or  her  support^  as 
determined  in  accordance  loith  regulations  prescribed  by  the  Sec- 
retary, from  such  deceased  or  insured  individual — 

(i)  if  such  individual  is  living,  at  the  time  such  individual 
became  entitled  to  old-age  or  disability  benefits, 

(ii)  if  such  individuxil  has  died,  at  the  time  of  such  death, 

or 

(Hi)  if  such  individual  had  a  period  of  disability  which 
continued  until  he  became  entitled  to  old-age  or  disability 
benefits,  or  (if  he  has  died)  until  the  month  of  his  death, 
at  the  beginning  of  such  period  of  disability  or  at  the  time 
of  such  death, 

and  has  filed  proof  of  such  support  within  two  years  after  the 
month  in  which  such  individual  filed  application  with  respect  to 
such  period  of  disability,  became  entitled  to  such  benefits^  or  died, 
as  the  case  may  be,  or  (if  later)  within  two  years  after  the  month 
in  which  the  Social  Security  Amendments  of  1972  is  enacted, 

(C)  is  not  entitled  to  old-age  or  disability  insurance  benefits,  or 
is  entitled  to  old-age  or  disability  insurance  benefits  each  of  ivhich 
is  (i)  less  than  one-half  of  the  primary  insurance  amount  of  su^h 
individual  if  he  is  entitled  to  old-age  or  disability  insurance  bene- 
fits, or  (ii)  less  than  82^2  V^^  centum  of  the  primary  irisura<nce 
amount  of  such  individual  if  he  is  deceased  lohere  the  amount  of 
the  sister''s  or  brother^s  insurance  benefit  is  determinable  under 
paragraph  (2)  (A)  (or  75  per  centum  of  such  primary  insurance 
amount  if  such  individual  is  deceased  in  any  other  case) , 

(D)  has  filed  application  for  sister''s  or  brother'' s  insurance 
benefits,  and 

(E)  has  not  married  after  the  date  such  individual  became  en- 
titled to  old-age  or  disability  benefits  or  died, 

shall  be  entitled  to  a  sister''s  or  brother^s  insurance  benefit  for  each 
month,  beginning  with  the  first  month  he  or  she  becomes  so  entitled 
to  such  insurance  benefits  and  ending  loith  the  month  preceding  which- 
ever of  the  following  first  occurs — 

(F)  the  month  in  which  such  sister  or  brother  dies, 

(G)  (i)  if  such  individual  is  entitled  to  old-age  or  disability 
insurance  benefits,  the  first  month  in  which  such  sister  or  brother 
becomes  entitled  to  an  old-age  insurance  benefit  or  a  disability  in- 
surance benefit  which  is  equal  to  or  exceeds  one-half  of  the  primary 
insurance  amount  of  such  individual,  or  (ii)  if  such  individual 


^Applies  with  respect  to  benefits  under  section  202 (x)  of  the  Act  for  months  after 
December  1972  on  the  basis  of  applications  for  such  benefits  filed  on  or  after  the  date  of 
enactment  of  this  Act. 
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Jids  died^  the  first  month  in  ichich  such  sister  or  hrother  hecomes 
entitled  to  an  old-age  insurance  tenefit  or  a  disability  insurance 
henefit  ichich  is  equal  to  or  exceeds  82^2  V^'^  centum  of  the  'primary 
insurance  amount  of  such  individual  if  the  sisters  or  brothers 
insurance  dmount'is  determinable  under  paragraph  {2)  {A)  {or 
76  per  centum  of  such  primary  insurance  amount  in  any  other 
case)^ 

(H)  the  first  month  in  which  such  individual  is  alive  and  is  not 
entitled  to  disability  insurance  benefits  and  is  not  entitled  to  old- 
age  insurance  benefits^ 

(/)  in  the  case  of  a  sister  who  has  not  attained  the  age  of  62 
or  of  a  brother^  the  third  month  following  the  month  in  which 
such  sister  or  brother  ceases  to  be  under  a  disability  {as  defined  in 
section  223 {d))  unless,  in  the  case  of  such  sister^  she  attains  age 
62  on  or  before  the  last  day  of  such  third  month^  or 

{J)  the  month  in  which  such  sister  or  brother  marries. 
{2)  {A)  Except  as  provided  in  subparagraphs  {B)  and  {C)  of  this 
paragraph.)  such  sister^s  or  brother's  insurance  benefit  for  each  month 
shall  be  equal  to — 

(z)  if  the  individual  on  the  basis  of  whose  wages  and  self- 
employment  income  the  sister  or  brother  is  entitled  to  such  bene- 
fit has  not  died  prior  to  the  end  of  such  months  one-half  of  the 
primary  insurance  amount  of  such  individual  for  such  month^  or 

{ii)  if  such  individual  has  died  in  or  prior  to  such  month, 
82y2  per  centum  of  the  primary  insurance  amount  of  such  indi- 
vidual. 

{B)  For  any  month  for  which  more  than  one  person  is  entitled  to 
sister^s  or  brother's  insurance  benefits  on  the  basis  of  the  wages  and 
self-employment  income  of  an  individual  who  died  in  or  pmor  to 
such  month,  such  benefit  for  each  such  person  for  each  such  month 
shall  be  equal  to  75  per  centum  of  the  primary  insurance  amount  of 
such  insured  individu/il. 

{3)  As  used  in  this  subsection — 

{A)  the  term  ^'sister'  means  a  sister  by  the  ivholeblood.  a  sister 
by  the  halfblood,  a  stepsister  by  a  marriage  contracted  before  the 
sister  attained  age  18,  or  an  adopted  sister  by  a7i  adoption  that 
took  place  before  the  sister  attained  age  18;  and 

{B)  the  term  ^"brother-  means  a  brother  by  the  wholeblood, 
a  brother  by  the  halfblood.  a  stepbrother  by  a  rriarriage  contracted 
before  the  brother  attained  age  18,  or  an  adopted  brother  by  an 
adoption  that  took  pla<ie  before  the  brother  attained  age  18. 
(4)  In  the  case  of  a  sister  or  brother  who  marries — 

{A)  an  individual  entitled  to  benefits  under  this  subsection  or 
subsection  (b).  (e),  (/),  {g).or  {h), 

{B)  an  individual  who  attained  the  age  of  18  and  is  entitled 
to  benefits  under  subsection  {d),or 

{C)  an  individual  entitled  to  benefits  under  subsection  (a)  but, 
with  respect  to  a  sister,  only  if  she  is  under  a  disability  {as 
defined  in  section  223  {d) ) , 
such  sister  s  or  brothers  entitlement  to  benefits  under  this  subsection 
shall,  noticithstanding  the  provisions  of  paragraph  {1)  but  subject 
to  subsection  (s),  not  be  terminated  by  reason  of  such  marriage; 
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except  that^  in  the  case  of  such  a  marriage  to  an  individual  entitled 
to  benefits  under  subsection  (d),  the  preceding  provisions  of  this  par- 
agraph shall  not  apply  with  respect  to  benefits  for  months  after  the 
la^t  month  during  all  of  lohich  such  individual  was  under  a  disability 
{as  defined  in  section  223(d))  unless  he  ceases  to  be  so  entitled  by 
reason  of  his  death. 

Reduction  of  Insurance  Benefits 

Maximum  Benefits 

Sec.  203.  (a)  Whenever  the  total  of  monthly  benefits  to  which  indi- 
viduals are  entitled  under  sections  202  and  223  for  a  month  on  the 
basis  of  the  wages  and  self -employment  income  of  an  insured  indi- 
vidual is  greater  than  the  amount  appearing  on  column  V  of  the  table 
in  (or  deemed  to  be  in)  ^  section  215(a)  on  the  line  on  Avhich  appears 
in  column  IV  such  insured  individual's  primary  insurance  amount, 
such  total  of  benefits  shall  be  reduced  to  such  amount ;  except  that — 

(1)  when  any  of  such  individuals  so  entitled  would  (but  for 
the  provisions  of  section  202(k)  (2)  (A) )  be  entitled  to  child's 
insurance  benefits  on  the  basis  of  the  wages  and  self -employment 
income  of  one  or  more  other  insured  individuals,  such  total  of 
benefits  shall  not  be  reduced  to  less  than  the  smaller  of :  (A)  the 
sum  of  the  maximum  amounts  of  benefits  payable  on  the  basis  of 
the  wages  and  self -employment  income  of  all  such  insured  indi- 
viduals, or  (B)  the  last  figure  in  column  Y  of  the  table  appearing 
in  section  215  (a) ,  or 

(2)  2  when  two  or  more  persons  were  entitled  (without  the  ap- 
plication of  section  202(j)(l)  and  section  223(b))  to  monthly 
benefits  under  section  202  or  223  for  August  1972  on  the  basis  of 
the  wages  and  self-employment  income  of  such  insured  individual 
and  the  provisions  of  this  subsection  were  applicable  in  January 


1  Effective  Jan.  1,  1974. 

2P.L.  92-336,  sec.  202(a)  (2)  (B),  amended  section  203(a)  paragraph  (2)  in  its  entirety. 
Effective  January  1, 1974,  it  will  read  as  follows  : 

"(2)  when  two  or  more  persons  were  entitled  (without  the  application  of  section  202 
(j)(l)  and  section  223(b))  to  monthly  benefits  under  section  202  or  223  for  January  1971 
or  any  prior  month  on  the  basis  of  the  wages  and  self-employment  income  of  such  insured 
individual  and  the  provisions  of  this  subsection  as  in  effect  for  any  such  month  were 
applicable  in  determining  the  benefit  amount  of  any  persons  on  the  basis  of  such  wages  and 
self-employment  income,  the  total  of  benefits  for  any  month  after  January  1971  shall  not 
be  reduced  to  less  than  the  largest  of — 

(A)  the  amount  determined  under  this  subsection  without  regard  to  this  paragraph, 

(B)  the  largest  amount  which  has  been  determined  for  any  month  under  this  sub- 
section for  persons  entitled  to  monthly  benefits  on  the  basis  of  such  insured  indi- 
vidual's wages  and  self-employment  income,  or 

(C)  if  any  persons  are  entitled  to  benefits  on  the  basis  of  such  wages  and  self- 
employment  income  for  the  month  before  the  effective  month  (after  September  1972) 
of  a  general  benefit  increase  under  this  title  (as  defined  In  section  215(1)  (3))  or  a 
benefit  increase  under  the  provisions  of  section  215 (i),  an  amount  equal  to  the  sum 
of  amounts  derived  by  multiplying  the  benefit  amount  determined  under  this  title 
(excluding  any  part  thereof  determined  under  section  202 (w))  for  the  month  before 
such  effective  month  (including  this  subsection,  but  without  the  application  of  section 
222(b),  section  202(q),  and  subsections  (b),  (c),  and  (d)  of  this  section),  for  each 
such  person  for  such  month,  by  a  percentage  equal  to  the  percentage  of  the  increase 
provided  under  such  benefit  increase  (with  anv  such  increased  nmonnt  which  is  not 
a  multiple  of  $0.10  being  rounded  to  the  next  higher  multiple  of  $0.10)  ; 

but  in  any  such  case  (1)  paragraph  (1)  of  this  subsection  shall  not  be  applied  to  such 
total  of  benefits  after  the  application  of  subparagraph  (B)  or  (C),  and  (ii)  if  section 
202(k)  (2)  (A)  was  applicable  In  the  case  of  any  such  benefits  for  a  month,  and  ceases  to 
applv  for  a  month  after  such  month,  the  provisions  of  subnaragraph  (B)  or  (C)  shall  be 
applied,  for  and  after  the  month  in  which  section  202 (li)  (2)  (A)  ceases  to  apply,  as  though 
paragraph  (1)  had  not  been  applicable  to  such  total  of  benefits  for  the  last  month  for 
which  subparagraph  (B)  or  (C)  was  applicable,  or". 
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1971  or  any  prior  month  in  determining  the  total  of  the  benefits 
for  persons  entitled  for  any  such  month  on  the  basis  of  such  wages 
and  self -employment  income,  such  total  of  benefits  for  Septem- 
ber 1972  or  any  subsequent  month  shall  not  be  reduced  to  less  than 
the  larger  of — 

(A)  the  amount  determined  under  this  subsection  without 
regard  to  this  paragraph,  or  j 

(B)  an  amount  equal  to  the  sum  of  the  amounts  derived  ' 
by  multiplying  the  benefit  amount  determined  under  this  title  ! 
for  August  1972  (including  this  subsection,  but  without  the 
application  of  section  222  (b) ,  section  202  (q) ,  and  subsections 
(b),  (c),  and  (d)  of  this  section),  for  each  person  for 
such  month,  by  120  percent  and  raising  such  increased  amount, 

if  it  is  not  a  multiple  of  $0.10,  to  the  next  higher  multiple  of 
$0.10;  but  in  any  such  case  (i)  paragraph  (1)  of  this  subsec-  I 
tion  shall  not  be  applied  to  such  total  of  benefits  after  the  | 
application  of  subparagraph  (B),  and  (ii)  if  section  202 (k) 
(2)  (A)  was  applicable  in  the  case  of  any  such  benefits  for  ! 
September  1972,  and  ceases  to  apply  after  such  month,  the  i 
provisions  of  subparagraph  (B)  shall  be  applied,  for  and 
after  the  month  in  which  section  202  (k)  (2)  (A)  ceases  to  ap-  i 
ply,  as  though  paragraph  (1)  had  not  been  applicable  to  such 
total  of  benefits  for  September  1972, 

(3)  when  any  of  such  individuals  is  entitled  to  monthly  bene-  i 
fits  as  a  divorced  wife  under  section  202(b)  or  as  a  surviving  di- 
vorced wife  under  section  202(e)  for  any  month,  the  benefit  i 
to  which  she  is  entitled  on  the  basis  of  the  wages  and  self-  ■ 
employment  income  of  such  insured  individual  for  such  month 
shall  be  determined  without  regard  to  this  subsection,  and  the 
benefits  of  all  other  individuals  who  are  entitled  for  such  month 

to  monthly  benefits  under  section  202  on  the  wages  and  self-  I 
employment   income  of  such  insured  individual  shall  be  deter-  ! 
mined  as  if  no  such  divorced  wife  or  surviving  divorced  wife  were  ' 
entitled  to  benefits  for  such  month.  In  any  case  in  which  benefits 
are  reduced  pursuant  to  the  preceding  provisions  of  this  subsec-  I 
tion,  such  reduction  shall  be  made  after  any  deductions  under  this  I 
section  and  after  any  deductions  under  section  222(b).  Whenever  ^ 
a  reduction  is  made  under  this  subsection  in  the  total  of  monthly  | 
benefits  to  which  individuals  are  entitled  for  any  month  on  the 
basis  of  the  wages  and  self -employment  income  of  an  insured  in- 
dividual, each  such  benefit  other  than  the  old-age  or  disability 
insurance  benefit  shall  be  proportionately  decreased ;  except  that  j 
if  such  total  of  benefits  for  such  month  includes  any  benefit  or  I 
benefits  under  section  202(d)  which  are  payable  solely  by  reason  j 
of  section  216  (h)  (3) ,  the  reduction  shall  be  first  applied  to  reduce 
(proportionately  where  there  is  more  than  one  benefit  so  payable) 
the  benefits  so  payable  (but  not  below  zero),  [or]  ' 

(4)  notwithstanding  any  other  provision  of  law,  when — 

(A)  two  or  more  persons  are  entitled  to  monthly  benefits 
for  a  particular  month  on  the  basis  of  the  wages  and  self-em- 
ployment income  of  an  insured  individual  and  (for  such  par- 
ticular month)  the  provisions  of  this  subsection  and  section 
202 (q)  are  applicable  to  such  monthly  benefits,  and 
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(B)  such  individual's  primary  insurance  amount  is  in- 
creased for  the  following  month  under  any  provision  of  this 
title, 

then  the  total  of  monthly  benefits  for  all  persons  on  the  basis  of 
such  wages  and  self-employment  income  for  such  particular 
month,  as  determined  under  the  provisions  of  this  subsection,  shall 
for  purposes  of  determining  the  total  monthly  benefits  for  all 
persons  on  the  basis  of  such  wages  and  self -employment  income  for 
months  subsequent  to  such  particular  month  to  be  considered  to 
have  been  increased  by  the  smallest  amount  that  would  have  been 
required  in  order  to  assure  that  the  total  of  monthly  benefits  pay- 
able on  the  basis  of  such  wages  and  self-employment  income  for 
any  such  subsequent  month  will  not  be  less  (after  the  application 
of  the  other  provisions  of  this  subsection  and  section  202  (q) )  than 
the  total  of  monthly  benefits  (after  the  application  of  the  other 
provisions  of  this  subsection  and  section  202  (q))  payable  on  the 
basis  of  such  wages  and  self -employment  income  for  such  particu- 
lar month  [.],  or 

(5)  ichenever  the  monthly  benefits  of  such  individuals  are  hosed 
on  an  insured  individual's  "primary  insurance  amount  which  is 
determined  under  section  215 {a)  iS)  and  such  primary  insurance 
amount  does  not  appear  in  column  IV  of  the  table  in  {or  deemed 
to  be  in)  section  215 {a)  ^  the  applicable  maximum  amount  in  col- 
urrm  V  of  such  table  shall  be  the  amount  in  such  column  that  ap- 
pears on  the  line  on  which  the  next  higher  primary  insurance 
amount  appears  in  column  /F,  or^  if  larger^  the  largest  amount 
determined  for  such  persons  under  this  subsection  for  any  month 
prior  to  October  1972} 

Deductions  on  Account  of  Work 

(b)  Deductions,  in  amounts  and  at  such  time  or  times  as  the  Secre- 
tary shall  determine,  shall  be  made  from  any  payment  or  payments 
under  this  title  to  which  an  individual  is  entitled,  and  from  any  pay- 
ment or  payments  to  which  any  other  persons  are  entitled  on  the  basis 
of  such  individual's  wages  and  self-employment  income,  until  the 
total  of  such  deductions  equals — 

(1)  such  individual's  benefit  or  benefits  under  section  202  for 
any  month,  and 

(2)  if  such  individual  was  entitled  to  old-age  insurance  benefits 
under  section  202(a)  for  such  month,  the  benefit  or  benefits  of  all 
other  persons  for  such  month  under  section  202  based  on  such 
individual's  wages  and  self -employment  income, 

if  for  such  month  he  is  charged  with  excess  earnings,  under  the  pro- 
visions of  subsection  (f )  of  this  section,  equal  to  the  total  of  benefits 
referred  to  in  clauses  (1)  and  (2).  If  the  excess  earnings  so  charged 
are  less  than  such  total  benefits,  such  deductions  with  respect  to  such 
month  shall  be  equal  only  to  the  amount  of  such  excess  earnings.  If 
a  child  who  has  attained  the  age  of  18  and  is  entitled  to  child's  insur- 
ance benefits,  or  a  person  who  is  entitled  to  mother's  insurance  bene- 


1  Applies  to  benefits  for  months  after  December  1972  and  to  lump-sum  death  payments 
for  deaths  after  December  1972. 
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fits,  is  married  to  an  individual  entitled  to  old-age  insurance  benefits 
under  section  202(a),  such  child  or  such  person,  as  the  case  may  be, 
shall,  for  the  purposes  of  this  subsection  and  subsection  (f ) ,  be  deemed 
to  be  entitled  to  such  benefits  on  the  basis  of  the  wages  and  self- 
employment  income  of  such  individual  entitled  to  old-age  insurance  I 
benefits.  If  a  deduction  has  already  been  made  under  this  subsection  ' 
with  respect  to  a  person's  benefit  or  benefits  under  section  202  for  a  j 
month,  he  shall  be  deemed  entitled  to  payments  under  such  section  ' 
for  such  month  for  purposes  of  further  deductions  under  this  sub-  i 
section,  and  for  purposes  of  charging  of  each  person's  excess  earnings 
under  subsection  (f),  only  to  the  extent  of  the  total  of  his  benefits 
remaining  after  such  earlier  deductions  have  been  made.  For  purposes 
of  this  subsection  and  subsection  (f)  — 

(A)  an  individual  shall  be  deemed  to  be  entitled  to  payments 
under  section  202  equal  to  the  amount  of  the  benefit  or  benefits  to 
which  he  is  entitled  under  such  section  after  the  application  of 
subsection  (a)  of  this  section,  but  without  the  application  of  the 
penultimate  sentence  thereof ;  and  | 

(B)  if  a  deduction  is  made  with  respect  to  an  individual's  | 
benefit  or  benefits  under  section  202  because  of  the  occurrence  in 
any  month  of  an  event  specified  in  subsection  (c)  or  (d)  of  this  | 
section  or  in  section  222  ( b ) ,  such  individual  shall  not  be  considered 

to  be  entitled  to  any  benefits  under  such  section  202  for  such  month. 

Deductions  on  Account  of  Noncovered  Work  Outside  the  United  States  or 
Failure  To  Have  Child  in  Care 

(c)  Deductions,  in  such  amounts  and  at  such  time  or  times  as  the 
Secretary  shall  determine,  shall  be  made  from  any  payment  or  pay- 
ments under  this  title  to  which  an  individual  is  entitled,  until  the  total 
of  such  deductions  equals  such  individual's  benefits  or  benefit  under 
section  202  for  any  month — 

(1)  in  which  such  individual  is  under  the  age  of  seventy-two 
and  on  seven  or  more  different  calendar  days  of  which  he  engaged 
in  noncovered  remunerative  activity  outside  the  United  States ;  or 

(2)  in  which  such  individual,  if  a  wife  under  age  sixty-five  | 
entitled  to  a  wife's  insurance  benefits,  did  not  have  in  her  care  | 
(individually  or  jointly  with  her  husband)  a  child  of  her  hus-  | 
band  entitled  to  a  child's  insurance  benefit  and  such  wife's  insur-  j 
ance  benefit  for  such  month  was  not  reduced  under  the  provisions 

of  section  202  ( q)  ;  or 

(3)  in  which  such  individual,  if  a  widow  entitled  to  a  mother's 
insurance  benefit,  did  not  have  in  her  care  a  child  of  her  deceased 
husband  entitled  to  a  child's  insurance  benefit ;  or 

(4)  in  which  such  individual,  if  a  surviving  divorced  mother 
entitled  to  a  mother's  insurance  benefit,  did  not  have  in  her  care  a 
child  of  her  deceased  former  husband  who  (A)  is  her  son,  daugh- 
ter, or  legally  adopted  child  and  (B)  is  entitled  to  a  child's  in- 
surance benefit  on  the  basis  of  the  wages  and  self-employment 
income  of  her  deceased  former  husband. 

For  purposes  of  paragraphs  (2),  (3),  and  (4)  of  this  subsection,  a 
child  shall  not  be  considered  to  be  entitled  to  a  child's  insurance  benefit 
for  any  month  in  which  paragraph  (1)  of  section  202  (s)  applies  or  an 
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event  specified  in  section  222(b)  occurs  with  respect  to  such  child. 
Subject  to  paragraph  (3)  of  such  section  202(s),  no  deductions  shall 
be  made  under  this  subsection  from  any  child's  insurance  benefit  for 
the  month  in  which  the  child  entitled  to  such  benefit  attained  the  age 
of  eighteen  or  any  subsequent  month;  nor  shall  any  deduction  be 
made  under  this  subsection  from  any  widow's  insurance  benefits  for 
any  month  in  which  the  widow  or  surviving  divorced  Avife  is  entitled 
and  has  not  attained  age  [62]  60  ^  (but  only  if  she  became  so  entitled 
prior  to  attaining  age  60),  or  from  any  widower's  insurance  benefit  for 
any  month  in  which  the  widower  is  entitled  and  has  not  attained  age 
[62.2  ^0  ^  {hut  only  if  he  hecame  so  entitled  prior  to  attaining  age  60) 

Deductions  From  Dependents*  Benefits  on  Account  of  Noncovered  Work 
Outside  the  United  States  by  Old-Age  Insurance  Beneficiary 

(d)  (1)  Deductions  shall  be  made  from  any  wife's,  husband's,  [or] 
child's,  sister^s,  or  hrother'^s  insurance  benefit,  based  on  the  wages  and 
self -employment  income  of  an  individual  entitled  to  old-age  insurance 
benefits,  to  which  a  wife,  divorced  wife,  husband,  [or]  child,  sister^  or 
brother  is  entitled,  until  the  total  of  such  deduction  equals  such  wife's, 
husband's,  [or]  child's,  sister^s,  or  hrother^s  insurance  benefit  or  bene- 
fits under  section  202  for  any  month  in  which  such  individual  is  under 
the  age  of  seventy -two  and  on  seven  or  more  different  calendar  days  of 
which  he  engaged  in  noncovered  remunerative  activity  outside  the 
United  States. 

(2)  Deductions  shall  be  made  from  any  child's  insurance  benefit  to 
which  a  child  who  has  attained  the  age  of  eighteen  is  entitled,  or  from 
any  mother's  insurance  benefit  to  which  a  person  is  entitled,  until  the 
total  of  such  deductions  equals  such  child's  insurance  benefit  or  bene- 
fits or  mother's  insurance  benefit  or  benefits  under  section  202  for  any 
month  in  which  such  child  or  person  entitled  to  mother's  insurance 
benefits  is  married  to  an  individual  who  is  entitled  to  old-age  insur- 
ance benefits  and  on  seven  or  more  different  calendar  days  of  which 
such  individual  engaged  in  noncovered  remunerative  activity  outside 
the  United  States. 

Occurrence  of  More  Than  One  Event 

(e)  If  more  than  one  of  the  events  specified  in  subsections  (c)  and 
(d)  and  section  222(b)  occurs  in  any  one  month  which  would  occasion 
deductions  equal  to  a  benefit  for  such  month,  only  an  amount  equal 
to  such  benefit  shall  be  deducted. 

Months  to  Which  Earnings  Are  Charged 

(f)  For  purposes  of  subsection  (b) — 

(1)  The  amount  of  an  individual's  excess  earnings  (as  defined 
in  paragraph  (3) )  shall  be  charged  to  months  as  follows:  There 
shall  be  charged  to  the  first  month  of  such  taxable  year  an  amount 
of  his  excess  earnings  equal  to  the  sum  of  the  payments  to  which 

1  Applies  to  benefits  for  months  after  December  1972. 

2  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  In  the  case  of  an  individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  in  or  after  the  month  of  enactment. 
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he  and  all  other  persons  are  entitled  for  such  month  under  section 
202  on  the  basis  of  his  wages  and  self -employment  income  (or  the 
total  of  his  excess  earnings  if  such  excess  earnings  are  less  than 
such  sum),  and  the  balance,  if  any,  of  such  excess  earnings  shall 
be  charged  to  each  succeeding  month  in  such  year  to  the  extent,  in 
the  case  of  each  such  month,  of  the  sum  of  the  payments  to  which 
such  individual  and  all  other  persons  are  entitled  for  such  month 
under  section  202  on  the  basis  of  his  wages  and  self -employment 
income,  until  the  total  of  such  excess  has  been  so  charged.  Where 
an  individual  is  entitled  to  benefits  under  section  202  (a)  and  other 
persons  are  entitled  to  benefits  under  section  202(b),  (c),  or  (d) 
on  the  basis  of  the  wages  and  self-employment  income  of  such 
individual,  the  excess  earnings  of  such  individual  for  any  taxable 
year  shall  be  charged  in  accordance  with  the  provisions  of  this 
subsection  before  the  excess  earnings  of  such  persons  for  a  taxable 
year  are  charged  to  months  in  such  individual's  taxable  year.  Not- 
withstanding the  preceding  provisions  of  this  paragraph,  but  sub- 
ject to  section  202  (s) ,  no  part  of  the  excess  earnings  of  an  individ- 
ual shall  be  charged  to  any  month  (A)  for  which  such  individual 
was  not  entitled  to  a  benefit  under  this  title,  (B)  in  which  such 
individual  was  age  seventy-two  or  over,  (C)  in  which  such  indi- 
vidual, if  a  child  entitled  to  child's  insurance  benefits,  has  attained 
the  age  of  18,  (D)  for  which  such  individual  is  entitled  to  widow's 
insurance  benefits  and  has  not  attained  age  [62]  60  (but  only  if 
she  became  so  entitled  prior  to  attaining  age  60)  or  widower's  in- 
surance benefits  and  has  not  attained  age  £62]  60  ^  (but  only  if  he 
hecame  so  entitled  prior  to  attaining  age  60)^^  or  (E)  in  which 
such  individual  did  not  engage  in  self -employment  and  did  not 
render  services  for  wages  (determined  as  provided  in  paragraph 
(5)  of  this  subsection)  of  more  than  [$140]  $200  or  the  exempt 
amount  as  determined  under  paragraph  (8) 

(2)  As  used  in  paragraph  (1),  the  term  "first  month  of  such 
taxable  year"  means  the  earliest  month  in  such  year  to  which  the 
charging  of  excess  earnings  described  in  such  paragraph  is  not 
prohibited  by  the  application  of  clauses  (A),  (B),  (C),  (D),  and 
(E)  thereof. 

(3)  For  purposes  of  paragraph  (1)  and  subsection  (h),  an  in- 
dividual's excess  earnings  for  a  taxable  year  shall  be  60  per  centum 
of  his  earnings  for  such  year  in  excess  of  the  product  of  [$140] 

$200  or  the  exempt  amount  as  determhied  under  paragraph  (5), 
multiplied  by  the  number  of  months  in  such  year,  except  that 
[of  the  first  $1,200  of  such  excess  (or  all  of  such  excess  if  it  is  less 
than  $1,200,  an  amount  equal  to  one-half  thereof  shall  not  be  in- 
cluded.], in  determining  an  individual's  excess  earnings  for  the 
taxable  year  in  which  he  attains  age  7^,  there  shall  he  excluded  any 
earnings  of  such  individual  for  the  month  in  which  he  attains 
such  age  and  any  subsequent  month  {with  any  net  earnings  or  net 
loss  from  self -employment  in  such  year  being  prorated  in  an  equi- 

1  Applies  to  benefits  for  months  after  December  1972. 

2  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  in  the  case  of  an  Individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  in  or  after  the  month  of  enactment. 

'  Applies  with  respect  to  taxable  years  ending  after  December  1972. 
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table  manner  under  regulations  of  the  Secretary) .  The  excess  earn- 
ings as  derived  under  the  preceding  sentence,  if  not  a  multiple  of 
$1,  shall  be  reduced  to  the  next  lo^Yer  multiple  of  $1.^ 

(4)  For  purposes  of  clause  (E)  of  paragraph  (1)  — 

(A)  An  individual  will  be  presumed,  with  respect  to  any 
month,  to  have  been  engaged  in  self-employment  in  such 
month  until  it  is  shown  to  the  satisfaction  of  the  Secretary 
that  such  individual  rendered  no  substantial  services  in  such 
month  with  respect  to  any  trade  or  business  the  net  income  or 
loss  of  which  is  includible  in  computing  (as  provided  in 
paragraph  (5)  of  this  subsection)  his  net  earnings  or  net 
loss  from  self-employment  for  any  taxable  year.  The  Secre- 
tary shall  by  regulations  prescribe  the  methods  and  criteria 
for  determining  whether  or  not  an  individual  has  rendered 
substantial  services  with  respect  to  any  trade  or  business. 

(B)  An  individual  will  be  presumed,  with  respect  to  any 
month,  to  have  rendered  services  for  wages  (determined  as 
provided  in  paragraph  (5)  of  this  subsection)  of  more  than 
[$140]  $200  or  the  exempt  amount  as  deterinined  under 
paragraph  {8)  ^  until  it  is  shown  to  the  satisfaction  of  the  Sec- 
retary that  such  individual  did  not  render  such  services  in 
such  month  for  more  than  such  amount. 

(5)  (A)  An  individual's  earnings  for  a  taxable  year  shall  be 
(i)  the  sum  of  his  wages  for  services  rendered  in  such  year  and 
his  net  earnings  for  self -employment  for  such  year,  minus  (ii) 
any  net  loss  from  self -employment  for  such  year. 

( B )  For  purposes  of  this  section — 

(i)  an  individual's  net  earnings  from  self -employment  for 
any  taxable  year  shall  be  determined  as  provided  in  section 
211,  except  that  paragraphs  (1),  (4),  and  (5)  of  section  211 
(c)  shall  not  apply  and  the  gross  income  shall  be  computed 
by  excluding  the  amounts  provided  by  subparagraph  (D), 
and 

(ii)  an  individual's  net  loss  from  self -employment  for  any 
taxable  year  is  the  excess  of  the  deductions  ( plus  his  distribu- 
tive share  of  loss  described  in  section  702(a)  (9)  of  the  In- 
ternal Revenue  Code  of  1954)  taken  into  account  under  clause 
(i)  over  the  gross  income  (plus  his  distributive  share  of  in- 
come so  described)  taken  into  account  under  clause  (i). 

(C)  For  purposes  of  this  subsection,  an  individual's  wages  shall 
be  computed  without  regard  to  the  limitations  as  to  amounts  of 
remuneration  specified  in  subsections  (a),  (g)  (2),  (g)  (3),  (h)  (2), 
and  (j)  of  section  209;  and  in  making  such  computation  services 
which  do  not  constitute  employment  as  defined  in  section  210, 
performed  within  the  United  States  by  the  individual  as  an  em- 
ployee or  performed  outside  the  United  States  in  the  active  mili- 
tary or  naval  service  of  the  United  States,  shall  be  deemed  to  be 
employment  as  so  defined  if  the  remuneration  for  such  services  is 
not  includible  in  computing  his  net  earnings  or  net  loss  from  self - 
employment. 


1  Applies  with  respect  to  taxable  years  ending  after  December  1972. 
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( D )  In  the  case  of  an  individual — 

(i)  who  has  attained  the  age  of  65  on  or  before  the  last  dav 
of  the  taxable  year,  and 

(ii)  who  shows  to  the  satisfaction  of  the  Secretary  that  he 
is  receiving  royalties  attributable  to  a  copyright  or  patent 
obtained  before  the  taxable  year  in  which  he  attained  the  age 
of  65  and  that  the  property  to  which  the  copyright  or  patent 
relates  was  created  by  his  own  personal  efforts, 

there  shall  be  excluded  from  gross  income  any  such  royalties. 

{E)  For  purposes  of  this  section^  there  shall  6e  excluded  from 
the  gross  income  of  any  individual  for  any  taxable  year  the  gain 
from  the  sale  or  other  disposition^  during  such  year^  of  any  prop- 
erty of  such  individual  which  is  not^  hy  reason  of  the  provisions 
of  section  1221  {3)  {A)  or  (B)  of  the  Internal  Revenue  Code  of 
195 Jf^  a  capital  asset  of  such  indivdual  as  a  taxpayer  if — 

(^)  such  individual  attained  age  65  on  or  hefore  the  last 
day  of  such  taxable  year;  and 

(ii)  such  individual  shoios  to  the  satisfaction  of  the  Secre- 
tary that  such  property  was  created  by  him,  or  (in  the  case 
such  property  consists  of  a  letter,  memorandum,  or  similar 
property)  loas  prepared  or  produced  for  him  prior  to  the  tax- 
able year  in  which  such  individual  attained  age  65} 

(6)  For  purposes  of  this  subsection,  w^ages  (determined  as  pro- 
vided in  paragraph  (5)  (C)  which,  according  to  reports  received 
by  the  Secretary,  are  paid  to  an  individual  during  a  taxable  year 
shall  be  presumed  to  have  been  paid  to  him  for  services  performed 
in  such  year  until  it  is  shown  to  the  satisfaction  of  the  Secretary 
that  they  were  paid  for  services  performed  in  another  taxable 
year.  If  such  reports  with  respect  to  an  individual  show  his  wages 
for  a  calendar  year,  such  individual's  taxable  year  shall  be  pre- 
sumed to  be  a  calendar  year  for  purposes  of  this  subsection  until 
it  is  shown  to  the  satisfaction  of  the  Secretary  that  his  taxable 
year  is  not  a  calendar  year. 

(7)  Where  an  individual's  excess  earnings  are  charged  to  a 
month  and  the  excess  earnings  so  charged  are  less  than  the  total  of 
the  payments  (without  regard  to  such  charging)  to  which  all  per- 
sons are  entitled  under  section  202  for  such  month  on  the  basis 
of  his  wages  and  self-employment  income,  the  difference  between 
such  total  and  the  excess  so  charged  to  such  month  shall  be  paid 
(if  it  is  otherwise  payable  under  this  title)  to  such  individual  and 
other  persons  in  the  proportion  that  the  iDcnefit  to  which  each  of 
them  is  entitled  (without  regard  to  such  charging,  without  the 
application  of  section  202 (k)  (3),  and  prior  to  the  application  of 
section  203(a))  bears  to  the  total  of  the  benefits  to  which  all  of 
them  are  entitled. 

(5)  {A)  Whenever  the  Secretary  pursuant  to  section  215{i)  in- 
creases benefits  effective  with  the  first  month  of  the  calendar  year 
folloiving  a  cost-of-living  computation  quarter,  he  shall  also  de- 
termine and  publish  in  the  Federal  Register  on  or  before  Novem- 
ber 1  of  the  calendar  year  in  which  such  quarter  occui^s  {along 
ivith  the  publication  of  such  benefit  increase  as  required  by  sec- 


1  Effective  In  the  case  of  taxable  years  beginning  after  December  31,  1972. 
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tion  215 (i)  {2)  (D))  a  new  exempt  amount  which  shall  he  effec- 
tive (unless  such  new  exempt  amount  is  prevented  from  becoming 
effective^  hy  subparagraph  (C)  of  this  paragraph)  with  respect 
to  any  individual's  taxable  year  which  ends  with  the  close  of  or 
after  the  calendar  year  loith  the  first  month  of  which  such  bene- 
fit increase  is  effective  (or,  in  the  case  of  an  individual  who  dies 
duHng  such  calendar  year^  loith  respect  to  such  individuals  tax- 
able year  which  ends^  upon  his  death^  during  such  year) . 

(B)  The  exempt  amount  for  each  month  of  a  particular  tax- 
able year  shall  be  whichever  of  the  folloioing  is  the  larger — 

(^)  the  exempt  amount  which  was  in  effect  icith  respect  to 
months  in  the  taxable  year  in  which  the  determination  under 
subparagraph  {A )  was  made^  or 

(ii)  the  product  of  the  exempt  amount  described  in  clause 
(i)  and  the  ratio  of  (/)  the  average  of  the  taxable  wages  of 
all  employees  as  reported  to  the  Secretary  for  the  first  calen- 
dar quarter  of  the  calendar  year  in  lohich  the  determination 
under  subparagraph  {A)  ivas  made  to  (II)  the  average  of 
the  taxable  wages  of  all  employees  as  reported  to  the  Secre- 
tary for  the  first  calendar  quarter  of  1973,  or,  if  later,  the 
first  calendar  quarter  of  the  most  recent  calendar  year  in 
which  an  increase  in  the  contribution  and  benefit  base  was 
enacted  or  a  determination  resulting  in  such  an  increase  was 
made  under  section  230 {a) ,  loith  such  product,  if  not  a  multi- 
ple of  $10,  being  rounded  to  the  next  higher  multiple  of  $10 
inhere  such  product  is  a  multiple  of  $5  but  not  of  $10  and  to 
the  nearest  multiple  of  $10  in  any  other  case. 
Whenever  the  Secretary  determines  that  the  exempt  amomit  is  to 
be  increased  in  any  year  under  this  paragraph,  he  shall  notify  the 
House  Committee  on  Ways  and  Means  and  the  Senate  Committee 
on  Finance  no  later  than  August  15  of  such  year  of  the  estimated 
amount  of  such  increase,  indicating  the  new  exempt  amount,  the 
actuarial  estimates  of  the  effect  of  the  increase,  and  the  actuarial 
assumptions  and  methodology  used  in  preparing  such  estimates. 

(C)  Notwithstanding  the  determination  of  a  new  exempt 
amownt  by  the  Secretary  under  subparagraph  {A)  {and  notwith- 
standing any  publication  thereof  under  such  subparagraph  or  any 
notification  thereof  under  the  la^t  sentence  of  subparagraph  (B)), 
such  new  exempt  amount  shall  not  take  effect  pursuant  thereto  if 
during  the  calendar  year  in  which  such  determination  is  made  a 
loAJo  increasing  the  exempt  amount  or  providing  a  general  benefit 
increase  under  this  title  (as  defined  in  section  215 (i)  (3))  is  en- 
acted. 

Penalty  for  Failure  to  Report  Certain  Events 

(g)  Any  individual  in  receipt  of  benefits  subject  to  deduction  under 
subsection  (c)  (or  who  is  in  receipt  of  such  benefits  on  behalf  of  an- 
other individual) ,  because  of  the  occurrence  of  an  event  specified  there- 
in, who  fails  to  report  such  occurrence  to  the  Secretary  prior  to  the 
receipt  and  acceptance  of  an  insurance  benefit  for  the  second  month 
following  the  month  in  which  such  event  occurred,  shall  suffer  de- 
ductions in  addition  to  those  imposed  under  subsection  (c)  as  follows : 
(1)  if  such  failure  is  the  first  one  with  respect  to  which  an 
additional  deduction  is  imposed  by  this  subsection,  such  addi- 
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tional  deduction  shall  be  equal  to  his  benefit  or  benefits  for  the 
first  month  of  the  period  for  which  there  is  a  failure  to  report  even 
though  such  failure  is  with  respect  to  more  than  one  month; 

(2)  if  such  failure  is  the  second  one  with  respect  to  which  an 
additional  deduction  is  imposed  by  this  subsection,  such  additional 
deduction  shall  be  equal  to  two  times  his  benefit  or  benefits  for  the 
first  month  of  the  period  for  which  there  is  a  failure  to  report  even  j 
though  such  failure  is  with  respect  to  more  than  two  months ;  and 

(3)  if  such  failure  is  the  third  or  a  subsequent  one  for  which  ! 
an  additional  deduction  is  imposed  under  this  subsection,  such 
additional  deduction  shall  be  equal  to  three  times  his  benefit  or 
benefits  for  the  first  month  of  the  period  for  which  there  is  a 
failure  to  report  even  though  the  failure  to  report  is  with  respect 
to  more  than  three  months ; 

except  that  the  number  of  additional  deductions  required  by  this  sub-  i 
section  shall  not  exceed  the  number  of  months  in  the  period  for  which  ! 
there  is  a  failure  to  report.  As  used  in  this  subsection,  the  term  "period 
for  which  there  is  a  failure  to  report"  with  respect  to  any  individual  ' 
means  the  period  for  which  such  individual  received  and  accepted  in-  I 
surance  benefits  under  section  202  without  making  a  timely  report  and 
for  which  deductions  are  required  under  subsection  (c). 

Report  of  Earnings  to  Secretary 

(h)  (1)  (A)  If  an  individual  is  entitled  to  any  monthly  insurance  | 
benefit  under  section  202  during  any  taxable  year  in  which  he  has 
earnings  or  wages,  as  computed  pursuant  to  paragraph  (5)  of  subsec-  ; 
tion  (f),  in  excess  of  the  product  of  [$140]  $166.66%  or  the  exempt  i 
amount  as  determined  wnder  subsection  (/)  {8Y  times  the  number  of  ' 
months  in  such  year,  such  individual  (or  the  individual  who  is  in 
receipt  of  such  benefit  on  his  behalf)  shall  make  a  report  to  the  Secre- 
tary of  his  earnings  (or  wages)  for  such  taxable  year.  Such  report  | 
shall  be  made  on  or  before  the  fifteenth  day  of  the  fourth  month  fol-  j 
lowing  the  close  of  such  year,  and  shall  contain  such  information  and  | 
be  made  in  such  manner  as  the  Secretary  may  by  regulations  pre-  , 
scribe.  Such  report  need  not  be  made  for  any  taxable  year  (i)  be-  j 
ginning  with  or  after  the  month  in  which  such  individual  attained  the  | 
age  of  72,  or  (ii)  if  benefit  payments  for  all  months  (in  such  taxable  i 
year)  in  which  such  individual  is  under  age  72  have  been  suspended  ! 
under  the  provisions  of  the  first  sentence  of  paragraph  (3)  of  this 
subsection.  The  Secretary  may  grant  a  reasonable  extension  of  time 
for  making  the  report  of  earnings  required  in  this  paragraph  if  he 
finds  that  there  is  valid  reason  for  a  delay,  but  in  no  case  may  the  j 
period  be  extended  more  than  three  months. 

(B)  If  the  benefit  payments  of  an  individual  have  been  suspended 
for  all  months  in  any  taxable  year  under  the  provisions  of  the  first 
sentence  of  paragraph  (3)  of  this  subsection,  no  benefit  payment  shall  | 
be  made  to  such  individual  for  any  such  month  in  such  taxable  year 
after  the  expiration  of  the  period  of  three  years,  three  months,  and 
fifteen  days  following  the  close  of  such  taxable  year  unless  within 
such  period  the  individual,  or  some  other  person  entitled  to  benefits 


1  Applies  with  respect  to  taxable  years  ending  after  December  1972. 


677 


Sec.  203(h) 


under  this  title  on  the  basis  of  the  same  wages  and  self-employment 
income,  files  with  the  Secretary  information  showing  that  a  benefit 
for  such  month  is  payable  to  such  individual. 

(2)  If  an  individual  fails  to  make  a  report  required  under  para- 
graph (1),  within  the  time  prescribed  by  or  in  accordance  with  such 
paragraph,  for  any  taxable  year  and  any  deduction  is  imposed  under 
subsection  (b)  by  reason  of  his  earnings  for  such  year,  he  shall  suffer 
additional  deductions  as  follows : 

(A)  if  such  failure  is  the  first  one  with  respect  to  which  an 
additional  deduction  is  imposed  under  this  paragraph,  such  addi- 
tional deduction  shall  be  equal  to  his  benefit  or  benefits  for  the 
last  month  of  such  year  for  which  he  was  entitled  to  a  benefit  under 
section  202,  except  that  if  the  deduction  imposed  under  subsection 
(b)  by  reason  of  his  earnings  for  such  year  is  less  than  the  amount 
of  his  benefit  (or  benefits)  for  the  last  month  of  such  year  for 
which  he  was  entitled  to  a  benefit  under  section  202,  the  additional 
deduction  shall  be  equal  to  the  amount  of  the  deduction  imposed 
under  subsection  (b)  but  not  less  than  $10 ; 

(B)  if  such  failure  is  the  second  one  for  which  an  additional 
deduction  is  imposed  under  this  paragraph,  such  additional  de- 
duction shall  be  equal  to  two  times  his  benefit  or  benefits  for  the 
last  month  of  such  year  for  which  he  was  entitled  to  a  benefit 
under  section  202; 

(C)  if  such  failure  is  the  third  or  a  subsequent  one  for  which 
an  additional  deduction  is  imposed  under  this  paragraph,  such 
additional  deduction  shall  be  equal  to  three  times  his  benefit  or 
benefits  for  the  last  month  of  such  year  for  which  he  was  entitled 
to  a  benefit  under  section  202 ; 

except  that  the  number  of  the  additional  deductions  required  by  this 
paragraph  with  respect  to  a  failure  to  report  earnings  for  a  taxable 
year  shall  not  exceed  the  number  of  months  in  such  year  for  which 
such  individual  received  and  accepted  insurance  benefits  under  section 
202  and  for  which  deductions  are  imposed  under  subsection  (b)  by 
reason  of  his  earnings.  In  determining  whether  a  failure  to  report 
earnings  is  the  first  or  a  subsequent  failure  for  any  individual,  all 
taxable  years  ending  prior  to  the  imposition  of  the  first  additional 
deduction  under  this  paragraph,  other  than  the  latest  one  of  such 
years,  shall  be  disregarded. 

(3)  If  the  Secretary  determines,  on  the  basis  of  information 
obtained  by  or  submitted  to  him,  that  it  may  reasonably  be  expected 
than  an  individual  entitled  to  benefits  under  section  202  for  any  tax- 
able year  will  suffer  deductions  imposed  under  subsection  (b)  by 
reason  of  his  earnings  for  such  year,  the  Secretary  may,  before  the 
close  of  such  taxable  year,  suspend  the  total  or  less  than  the  total 
payment  for  each  month  in  such  year  (or  for  only  such  months  as  the 
Secretary  may  specify)  of  the  benefits  payable  on  the  basis  of  such 
individual's  wages  and  self -employment  income ;  and  such  suspension 
shall  remain  in  effect  with  respect  to  the  benefits  for  any  month  until 
the  Secretary  has  determined  whether  or  not  any  deduction  is  imposed 
for  such  month  under  subsection  (b).  The  Secretary  is  authorized, 
before  the  close  of  the  taxable  year  of  an  individual  entitled  to  benefits 
during  such  year,  to  request  of  such  individual  that  he  make,  at  such 
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time  or  times  as  the  Secretary  may  specify,  a  declaration  of  his  | 
estimated  earnings  for  the  taxable  year  and  that  he  furnish  to  the  j 
Secretary  such  other  information  with  respect  to  such  earnings  as  the  j 
Secretary  may  specify.  A  failure  by  such  individual  to  comply  with 
any  such  request  shall  in  itself  constitute  justification  for  a  deter-  ! 
mination  under  this  paragraph  that  it  may  reasonably  be  expected 
that  the  individual  will  suffer  deductions  imposed  under  subsection  j 
(b)  by  reason  of  his  earnings  for  such  year.  If,  after  the  close  of  a 
taxable  year  of  an  individual  entitled  to  benefits  under  section  202  ! 
for  such  year,  the  Secretary  requests  such  individual  to  furnish  a 
report  of  his  earnings  (as  computed  pursuant  to  paragraph  (5)  of 
subsection  (f)  for  such  taxable  year  or  any  other  information  with 
respect  to  such  earnings  which  the  Secretary  may  specify,  and  the 
individual  fails  to  comply  with  such  request,  such  failure  shall  in 
itself  constitute  justification  for  a  determination  that  such  individual's 
benefits  are  subject  to  deductions  under  subsection  (b)  for  each  month 
in  such  taxable  year  (or  only  for  such  months  thereof  as  the  Secretary  , 
may  specify)  by  reason  of  his  earnings  for  such  year.  ' 

! 

Circumstances  Under  Which  Deductions  and  Reductions  Not  Required 

(i)  In  the  case  of  any  individual,  deductions  by  reason  of  the  provi- 
sions of  subsection  (b),  (c),  (g),  or  (h)  of  this  section,  or  the  provi- 
sions of  section  222(b),  shall,  notwithstanding  such  provisions,  be 
made  from  the  benefit  to  which  such  individual  is  entitled  only  to  the 
extent  that  such  deductions  reduce  the  total  amount  which  would  oth- 
erwise be  paid,  on  the  basis  of  the  same  wages  and  self-employment 
income,  to  such  individual  and  the  other  individuals  living  in  the 
same  household. 

Attainment  of  Age  Seventy-two 

(j)  For  the  purposes  of  this  section,  an  individual  shall  be  con-  \ 
sidered  as  seventy-two  years  of  age  during  the  entire  month  in  which 
he  attains  such  age. 

Noncovered  Rehiunerative  Activity  Outside  the  United  States 

(k)  An  individual  shall  be  considered  to  be  engaged  in  noncovered 
remunerative  activity  outside  the  United  States  if  he  performs  serv- 
ices outside  the  United  States  as  an  employee  and  such  services  do 
not  constitute  employment  as  defined  in  section  210  and  are  not  per- 
formed in  the  active  military  or  naval  service  of  the  United  States,  or 
if  he  carries  on  a  trade  or  business  outside  the  United  States  (other 
than  the  performance  of  service  as  an  employee)  the  net  income  or 
loss  of  which  ( 1 )  is  not  includible  in  computing  his  net  earnings  from 
self -employment  for  a  taxable  year  and  (2)  would  not  be  excluded 
from  net  earnings  from  self -employment,  if  carried  on  in  the  United 
States,  by  any  of  the  numbered  paragraphs  of  section  211(a).  When 
used  in  the  preceding  sentence  with  respect  to  a  trade  or  business 
(other  than  the  performance  of  service  as  an  employee),  the  term 
"United  States"  does  not  include  the  Commonwealth  of  Puerto  Rico, 
the  Virgin  Islands,  Guam,  or  American  Samoa  in  the  case  of  an  alien 
who  is  not  a  resident  of  the  United  States  (including  the  Common- 
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wealth  of  Puerto  Rico,  the  Virgin  Islands,  Guam,  and  American 
Samoa)  and  the  term  "trade  or  business"  shall  have  the  same  meaning 
as  when  used  in  Section  162  of  the  Internal  Revenue  Code  of  1954. 

Good  Cause  for  Failure  To  Make  Reports  Required 

(1)  The  failure  of  an  individual  to  make  any  report  required  by  sub- 
section (g)  or  (h)(1)(A)  within  the  time  prescribed  therein  shall  not 
be  regarded  as  such  a  failure  if  it  is  shown  to  the  satisfaction  of  the 
Secretary  that  he  had  good  cause  for  failing  to  make  such  report 
within  such  time.  The  determination  of  what  constitutes  good  cause 
for  purposes  of  this  subsection  shall  be  made  in  accordance  with  regu- 
lations of  the  Secretary. 

Overpayments  and  Underpayments 

Sec.  204.  (a)  Whenever  the  Secretary  finds  that  more  or  less  than 
the  correct  amount  of  payment  has  been  made  to  any  person  under 
this  title,  proper  adjustment  or  recovery  shall  be  made,  under  regu- 
lations prescribed  by  the  Secretary,  as  follows : 

(1)  With  respect  to  payment  to  a  person  of  more  than  the  correct 
amount,  the  Secretary  shall  decrease  any  payment  under  this  title 
to  which  such  overpaid  person  is  entitled,  or  shall  require  such  over- 
paid person  or  his  estate  to  refund  the  amount  in  excess  of  the  correft. 
amount,  or  shall  decrease  any  payment  under  this  title  payable  to  his 
estate  or  to  any  other  person  on  the  basis  of  the  wages  and  self -employ- 
ment income  which  were  the  basis  of  the  payments  to  such  overpaid 
person,  or  shall  apply  any  combination  of  the  foregoing.  A  payment 
made  under  this  title  on  the  basis  of  an  erroneous  report  of  death  by 
the  Department  of  Defense  of  an  individual  in  the  line  of  duty  while 
he  is  a  member  of  the  uniformed  services  (as  defined  in  section  210 
(m))  on  active  duty  (as  defined  in  section  210(1))  shall  not  be  con- 
sidered an  incorrect  payment  for  any  month  prior  to  the  month  such 
Department  notifies  the  Secretary  that  such  individual  is  alive. 

(2)  With  respect  to  payment  to  a  person  less  than  the  correct 
amount,  the  Secretary  shall  make  payment  of  the  balance  of  the 
amount  due  such  underpaid  person,  or,  if  such  person  dies  before 
payments  are  completed  or  before  negotiating  one  or  more  checks 
representing  correct  payments,  disposition  of  the  amount  due  shall  be 
made  in  accordance  with  subsection  (d) . 

(b)  In  any  case  in  which  more  than  the  correct  amount  of  payment 
has  been  made,  there  shall  be  no  adjustment  of  payments  to,  or  recov- 
ery by  the  United  States  from,  any  person  who  is  without  fault  if 
such  adjustment  or  recovery  would  defeat  the  purpose  of  this  title  or 
would  be  against  equity  and  good  conscience. 

(c)  No  certifying  or  disbursing  officer  shall  be  held  liable  for  any 
amount  certified  or  paid  by  him  to  any  person  where  the  adjustment 
or  recovery  of  such  amount  is  waived  under  subsection  (b),  or  where 
adjustment  under  subsection  (a)  is  not  completed  prior  to  the  death 
of  all  persons  aijainst  whose  benefits  deductions  are  authorized. 

(d)  If  an  individual  dies  before  any  payment  due  him  under  this 
title  is  completed,  pavment  of  the  amount  due  (including  the  amount 
of  any  unnegotiated  checks)  shall  be  made — 
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(1)  to  the  person,  if  any,  who  is  determined  by  the  Secretary 
to  be  the  surviving  spouse  of  the  deceased  individual  and  who 
either  (i)  was  living  in  the  same  household  with  the  deceased  at 
the  time  of  his  death  or  (ii)  was,  for  the  month  in  Avhich  the 
deceased  individual  died,  entitled  to  a  monthly  benefit  on  the  basis 
of  the  same  wages  and  self -employment  income  as  was  the  de- 
ceased individual ; 

(2)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  or  if  the  person  who  meets  such  requirements  dies 
before  the  payment  due  him  under  this  title  is  completed,  to  the 
child  or  children,  if  any,  of  the  deceased  individual  who  were,  for 
the  month  in  which  the  deceased  individual  died,  entitled  to 
monthly  benefits  on  the  basis  of  the  same  wages  and  self -employ- 
ment income  as  was  the  deceased  individual  (and,  in  case  there 
is  more  than  one  such  child,  in  equal  parts  to  each  such  child) ; 

(3)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1)  or  (2),  or  if  each  person  who  meets  such  requirements 
dies  before  the  payment  due  him  under  this  title  is  completed, 
to  the  parent  or  parents,  if  any,  of  the  deceased  individual  who 
were,  for  the  month  in  which  the  deceased  individual  died,  en- 
titled to  monthly  benefits  on  the  basis  of  the  same  wages  and  self- 
employment  income  as  was  the  deceased  individual  (and,  in  case 
there  is  more  than  one  such  parent,  in  equal  parts  to  each  such 
parent) ; 

(4)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  (2),  or  (3),  or  if  each  person  Avho  meets  such  require- 
ments dies  before  the  payment  due  him  under  this  title  is  com- 
pleted, to  the  person,  if  any,  determined  by  the  Secretary  to  be 
the  surviving  spouse  of  the  deceased  individual ; 

(5)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  (2),  (3),  or  (4),  or  if  each  person  who  meets  such 
requirements  dies  before  the  payment  due  him  under  this  title  is 
completed,  to  the  person  or  persons,  if  any,  determined  by  the 
Secretary  to  be  the  child  or  children  of  the  deceased  individual 
(and,  in  case  there  is  more  than  one  such  child,  in  equal  parts  to 
each  such  child) ; 

(6)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  (2),  (3),  (4),  or  (5),orif  each  person  who  meets  such 
requirements  dies  before  the  payment  due  him  under  this  title 
is  completed,  to  the  parent  or  parents,  if  any,  of  the  deceased  in- 
dividual (and,  in  case  there  is  more  than  one  such  parent,  in  equal 
parts  to  each  such  parent)  ;  or 

(7)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  (2),  (3),  (4),  (5),  or  (6) ,  or  if  each  person  who  meets 
such  requirements  dies  before  the  payment  due  him  under  this 
title  is  completed,  to  the  legal  representative  of  the  estate  of  the 
deceased  individual  [,  if  any  J  or,  if  none,  to  the  person  or  persom, 
if  any,  who  are  determined  ly  the  Secretary,  in  accordance  with 
regulations,  to  he  lelated  to  the  deceased  individual  ly  Hood,  mar- 
riage, or  adoption  a^nd  to  he  the  appropriate  person  or  persons  to 
receive  payment  on  hehalf  of  the  estate. 
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Evidence,  Procedure,  and  Certification  for  Payment 

Sec.  205.  (a)  The  Secretary  shall  have  full  power  and  authority  to 
make  rules  and  regulations  and  to  establish  procedures,  not  inconsist- 
ent with  the  provisions  of  this  title,  which  are  necessary  or  appropri- 
ate to  carry  out  such  provisions,  and  shall  adopt  reasonable  and 
proper  rules  and  regulations  to  regulate  and  provide  for  the  nature 
and  extent  of  the  proofs  and  evidence  and  the  method  of  taking  and 
furnishing  the  same  in  order  to  establish  the  right  to  benefits  here- 
under. 

(b)  The  Secretary  is  directed  to  make  findings  of  fact,  and  decisions 
as  to  the  rights  of  any  individual  applying  for  a  payment  under  this 
title.  Upon  request  by  any  such  individual  or  upon  request  by  a  wife, 
divorced  wife,  widow,  surviving  divorced  wife,  surviving  divorced 
mother,  husband,  widower,  child,  or  parent  who  makes  a  showing  in 
writing  that  his  or  her  rights  may  be  prejudiced  by  any  decision  the 
Secretary  has  rendered,  he  shall  give  such  applicant  and  such  other 
individual  reasonable  notice  and  opportunity  for  a  hearing  with  re- 
spect to  such  decision,  and,  if  a  hearing  is  held,  shall,  on  the  basis  of 
evidence  adduced  at  the  hearing,  affirm,  modify,  or  reverse  his  findings 
of  fact  and  such  decision.  Any  such  request  with  respect  to  such  a  de- 
cision must  be  filed  within  such  period  after  such  decision  as  may  be 
prescribed  in  regulations  of  the  Secretary,  except  that  the  period  so 
prescribed  may  not  be  less  than  six  months  after  notice  of  such  de- 
cision is  mailed  to  the  individual  making  such  request.  The  Secretary 
is  further  authorized,  on  his  own  motion,  to  hold  such  hearings  and  to 
conduct  such  investigations  and  other  proceedings  as  he  may  deem 
necessary  or  proper  for  the  administration  of  this  title.  In  the  course 
of  any  hearing,  investigation,  or  other  proceeding,  he  may  administer 
oaths  and  affirmations,  examine  witnesses,  and  receive  evidence.  Evi- 
dence may  be  received  at  any  hearing  before  the  Secretary  even 
though  inadmissible  under  rules  of  evidence  applicable  to  court  pro- 
cedure. 

(c)  (1)  For  the  purposes  of  this  subsection 

(A)  The  term  "year"  means  a  calendar  year  when  used  with 
respect  to  wages  and  a  taxable  year  (as  defined  in  section  211  (e) ) 
when  used  with  respect  to  self -employment  income. 

(B)  The  term  "time  limitation"  means  a  period  of  three  years, 
three  months,  and  fifteen  days. 

(C)  The  term  "survivor"  means  an  individual's  spouse,  sur- 
viving divorced  wife,  surviving  divorced  mother,  child,  or  parent, 
who  survives  such  individual. 

(2)  ( J. )  On  the  basis  of  information  obtained  by  or  submitted  to  the 
Secretary,  and  after  such  verification  thereof  as  he  deems  necessary, 
the  Secretary  shall  establish  and  maintain  records  of  the  amounts  of 
wages  paid  to,  and  the  amounts  of  self -employment  income  derived 
by,  each  individual  and  of  the  periods  in  which  such  wages  were  paid 
and  such  income  Avas  derived  and,  upon  request,  shall  inform  any  in- 
dividual or  his  survivor,  or  the  legal  representative  of  such  individual 
or  his  estate,  of  the  amounts  of  wages  and  self-employment  income  of 
such  individual  and  the  periods  during  which  such  wages  were  paid 
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and  such  income  was  derived,  as  shown  by  such  records  at  the  time  of 
such  request. 

{B)(i)  In  carrying  out  his  duties  under  suhparagraph  {A),  the  \ 
Secretary  shall  take  affirmative  measures  to  assure  that  social  security 
account  numbers  ivill,  to  the  maximum  extent  practicable,  be  assigned 
to  all  rriembers  of  appropriate  groups  or  categories  of  individuals  by 
assigning  such  numbers  {or  ascertaining  that  such  numbers  have  al-  j 
ready  been  assigned) :  ■ 
(/)  to  or  onbehalf  of  children  who  are  beloio  school  age  at  the  * 
request  of  their  parents  or  guardians; 

{II)  to  children  of  school  age  at  the  time  of  their  first  enroll- 
ment in  school; 

{III)  to  aliens  at  the  time  of  their  laiuful  admission  to  the 
United.  States  either  for  permanent  residence  or  under  other  au- 
thority of  laiD  permitting  them  to  engage  in  employment  in  the 
United  States  and  to  other  aliens  at  such  time  as  their  status  is 
so  changed  as  to  make  it  lawful  for  them  to  engage  in  such  em- 
ployment; \ 

{IV)  to  any  individual  loho  is  an  applicant  for  or  recipient  of 
beneHts  under  any  pn-ogram  financed  in  whole  or  in  part  frorr. 
Federal  funds^  including  any  child  on  whose  behalf  such  beneSf^ 
are  claimed  by  another  person;  and 

(F)  to  any  other  individual  lohen  it  appears  that  he  could  hav» 
been  but  loas  not  assigned  an  account  number  under  the  provisions 
of  subclauses  (/),  (//),  (///)  or  (IV)  but  only  after  such  in- 
vestigation as  is  necessary  to  establish  to  the  satisfaction  of  the 
Secretary  the  identity  of  such  individual^  the  fact  that  an  ac- 
count number  has  not  already  been  assigned  to  such  individual^ 
and  the  fact  that  such  individual  is  a  citizen  or  a,  non-citizen  loho 
is  not^  because  of  his  alien  status^  prohibited  from  engaging  in 
employment. 

{ii)  The  Secretary  shall  require  of  applicants  for  social  secumty  ac- 
count numbers  such  evidence  as  may  be  necessary  to  establish  the  age, 
citizenship^  or  alien  status^  and  true  identity  of  such  applicants,  and 
to  detei'^iine  luhich  (if  any)  social  security  account  numhers  have 
previously  been  assigned  to  such  individual. 

{Hi)  In  carrying  out  the  requirements  of  this  subparagraph,  the  Sec- 
retary shall  enter  into  such  agreements  as  may  be  necessary  with  the 
Attorney  General  and  other  offlcials,  and  with  State  and  local  welfare 
agencies  and  school  authorities  (including  nonpublic  school  author- 
ities). 

(3)  The  Secretary's  record  shall  be  evidence  for  the  purpose  of  pro- 
ceedings before  the  Secretary  or  any  court  of  the  amounts  of  wages 
paid  to,  and  self-employment  income  derived  by,  an  individual  and  of 
the  periods  in  which  such  wages  were  paid  and  such  income  was  de- 
rived. The  absence  of  an  entry  in  such  records  as  to  wages  alleged  to 
have  been  paid  to,  or  as  to  self-employment  income  alleged  to  have 
been  derived  by,  an  individual  in  any  period  shall  be  evidence  that 
no  such  alleged  wages  were  paid  to,  or  that  no  such  alleged  income  was 
derived  by,  such  individual  during  such  period. 

(4)  Prior  to  the  expiration  of  the  time  limitation  following  any 
year  the  Secretary  may,  if  it  is  brought  to  his  attention  that  any  entry 
of  wages  or  self -employment  income  in  his  records  for  such  year  is 
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erroneous  or  that  any  item  of  wages  or  self-employment  income  for 
such  year  has  been  omitted  from  such  records,  correct  such  entry  or 
include  such  omitted  item  in  his  records,  as  the  case  may  be.  After  the 
expiration  of  the  time  limitation  following  any  year — 

(A)  the  Secretary's  records  (with  changes,  if  any,  made  pur- 
suant to  paragraph  (5))  of  the  amounts  of  wages  paid  to,  and 
self-employment  income  derived  by,  an  individual  during  any 
j)eriod  in  such  year  shall  be  conclusive  for  the  purposes  of  this 
title ; 

(B)  the  absence  of  an  entry  in  the  Secretary's  records  as  to  the 
wa^es  alleged  to  have  been  paid  by  an  employer  to  an  individual 
during  any  period  in  such  year  shall  be  presumptive  evidence  for 
the  purposes  of  this  title  that  no  such  alleged  wages  were  paid  to 
such  individual  in  such  period ;  and 

(C)  the  absence  of  an  entry  in  the  Secretary's  records  as  to  the 
self-employment  income  alleged  to  have  been  derived  by  an  indi- 
vidual in  such  year  shall  be  conclusive  for  the  purposes  of  this 
title  that  no  such  alleged  self- employment  income  was  derived 
by  such  individual  in  such  year  unless  it  is  shown  that  he  filed  a 
tax  return  of  his  self-employment  income  for  such  year  before 
the  expiration  of  the  time  limitation  following  such  year,  in  which 
case  the  Secretary  shall  include  in  his  records  the  self-employ- 
ment income  of  such  individual  for  such  year. 

(5)  After  the  expiration  of  the  time  limitation  following  any  year 
in  which  wages  were  paid  or  alleged  to  have  been  paid  to,  or  self- 
employment  income  was  derived  or  alleged  to  have  been  derived  by,  an 
individual,  the  Secretary  may  change  or  delete  any  entry  with  respect 
to  wages  or  self-employment  income  in  his  records  of  such  year  for 
such  individual  or  include  in  his  records  of  such  year  for  such  indi- 
vidual any  omitted  item  of  wages  or  self-employment  income  but 
only — 

(A)  if  an  application  for  monthly  benefits  or  for  a  lump-sum 
death  payment  was  filed  within  the  time  limitation  following 
such  year ;  except  that  no  such  change,  deletion,  or  inclusion  may 
be  made  pursuant  to  this  subparagraph  after  a  final  decision  upon 
the  application  for  monthly  benefits  or  lump-sum  death  payment; 

(B)  if  within  the  time  limitation  following  such  year  an  in- 
dividual or  his  survivor  makes  a  request  for  a  change  or  deletion, 
or  for  an  inclusion  of  an  omitted  item,  and  alleges  in  writing  that 
the  Secretary's  records  of  the  wages  paid  to,  or  the  self-employ- 
ment income  derived  by,  such  individual  in  such  year  are  in  one  or 
more  respects  erroneous ;  except  that  no  such  change,  deletion,  or 
inclusion  may  be  made  pursuant  to  this  subparagraph  after  a  final 
decision  upon  such  request.  Written  notice  of  the  Secretary's  de- 
cision on  any  such  request  shall  be  given  to  the  individual  who 
made  the  request ; 

(C)  to  correct  errors  apparent  on  the  face  of  such  records; 

(D)  to  transfer  items  to  records  of  the  Railroad  Retirement 
Board  if  such  items  were  credited  under  this  title  when  they 
should  have  been  credited  under  the  Railroad  Retirement  Act,  or 
to  enter  items  transferred  by  the  Railroad  Retirement  Board 
which  have  been  credited  under  the  Railroad  Retirement  Act 
when  they  should  have  been  credited  under  this  title ; 
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(E)  to  delete  or  reduce  the  amount  of  any  entry  which  is  er- 
roneous as  a  result  of  fraud ; 

(F)  to  conform  his  records  to — 

(i)  tax  returns  or  portions  thereof  (including  information 
returns  and  other  written  statements)  filed  with  the  Commis- 
sioner of  Internal  Revenue  under  title  VIII  of  the  Social 
Security  Act,  under  subchapter  E  of  chapter  1  or  subchapter 
A  of  chapter  9  of  the  Internal  Revenue  Code  of  1939,  under 
chapter  2  or  21  of  the  Internal  Revenue  Code  of  1954,  or 
under  regulations  made  under  authority  of  such  title,  sub- 
chapter, or  chapter ; 

(ii)  wage  reports  filed  by  a  State  pursuant  to  an  agree- 
ment under  section  218  or  regulations  of  the  Secretary,  there- 
under; or 

(iii)  assessments  of  amounts  due  under  an  agreement  pur- 
suant to  section  218,  if  such  assessments  are  made  within  the 
period  specified  in  subsection  (q)  of  such  section,  or  allow- 
ances of  credits  or  refunds  of  overpayments  by  a  State  under 
an  agreement  pursuant  to  such  section ; 

except  that  no  amount  of  self-employment  income  of  an  individ- 
ual for  any  taxable  year  (if  such  return  or  statement  was  filed 
after  the  expiration  of  the  time  limitation  following  the  taxable 
year)  shall  be  included  in  the  Secretary's  records  pursuant  to  this 
subparagraph ; 

(G)  to  correct  errors  made  in  the  allocation,  to  individuals  or 
periods,  of  wages  or  self-employment  income  entered  in  the  rec- 
ords of  the  Secretary ; 

(H)  to  include  wages  paid  during  any  period  in  such  year  to 
an  individual  by  an  employer  if  there  is  an  absence  of  an  entry 
in  the  Secretary's  records  of  wages  having  been  paid  by  such 
employer  to  such  individual  in  such  period ; 

(I)  to  enter  items  which  constitute  remuneration  for  employ- 
ment under  subsection  (o),  such  entries  to  be  in  accordance  with 
certified  reports  of  records  made  by  the  Railroad  Retirement 
Board  pursuant  to  section  5(k)  (3)  of  the  Railroad  Retirement 
Act  of  1937;  or 

(J)  to  include  self -employment  income  for  any  taxable  year, 
up  to,  but  not  in  excess  of,  the  amount  of  wages  deleted  by  the 
Secretary  as  payments  erroneously  included  in  such  records  as 
wages  paid  to  such  individual,  if  such  income  (or  net  earnings 
from  self-employment) ,  not  already  included  in  such  records  as 
self -employment  income,  is  included  in  a  return  or  statement  (re- 
ferred to  in  subparagraph  (F) )  filed  before  the  expiration  of  the 
time  limitation  following  the  taxable  year  in  which  such  deletion 
of  wages  is  made. 
(6)  Written  notice  of  any  deletion  or  reduction  under  paragraph 
(4)  or  (5)  shall  be  given  to  the  individual  whose  record  is  involved  or 
to  his  survivor,  except  that  (A)  in  the  case  of  a  deletion  or  reduction 
with  respect  to  any  entry  of  wages  such  notice  shall  be  given  to  such 
individual  only  if  he  has  previously  been  notified  by  the  Secretary  of 
the  amount  of  his  wages  for  the  period  involved,  and  (B)  such  notice 
shall  be  given  to  such  survivor  only  if  he  or  the  individual  whose 
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record  is  involved  has  previously  been  notified  by  the  Secretary  of  the 
amount  of  such  individual's  wages  and  self-employment  income  for 
the  period  involved. 

(7)  Upon  request  in  writing  (within  such  period,  after  any  change 
or  refusal  of  a  request  for  a  change  of  his  records  pursuant  to  this 
subsection,  as  the  Secretary  may  prescribe),  opportunity  for  hearing 
with  respect  to  such  change  or  refusal  shall  be  afforded  to  any  individ- 
ual named  therein,  or  by  registered  mail  or  by  certified  mail  the 
Secretary  shall  make  findings  of  fact  and  a  decision  based  upon 
the  evidence  adduced  at  such  hearing  and  shall  include  any  omitted 
items,  or  change  or  delete  any  entry,  in  his  records  as  may  be  required 
by  such  findings  and  decision. 

(8)  Decisions  of  the  Secretary  under  this  subsection  shall  be  review- 
able by  commencing  a  civil  action  in  the  United  States  district  court 
as  provided  in  subsection  (g) . 

(d)  For  the  purpose  of  any  hearing,  investigation,  or  other  pro- 
ceeding authorized  or  directed  under  this  title,  or  relative  to  any 
other  matter  within  his  jurisdiction  hereunder,  the  Secretary  shall 
have  power  to  issue  subpenas  requiring  the  attendance  and  testimony 
of  witnesses  and  the  production  of  any  evidence  that  relates  to  any 
matter  under  investigation  or  in  question  before  the  Secretary.  Such 
attendance  of  witnesses  and  production  of  evidence  at  the  designated 
place  of  such  hearing,  investigation,  or  other  proceeding  may  be  re- 
quired from  any  place  in  the  United  States  or  in  any  Territory  or 
possession  thereof.  Subpenas  of  the  Secretary  shall  be  served  by  any- 
one authorized  by  him  ( 1 )  by  delivering  a  copy  thereof  to  the  individ- 
ual named  therein,  or  (2)  by  registered  mail  or  by  certified  mail  ad- 
dressed to  such  individual  at  his  last  dwelling  place  or  principal  place 
of  business.  A  verified  return  by  the  individual  so  serving  the  subpena 
setting  forth  the  manner  of  service,  or,  in  the  case  of  service  by  reg- 
istered mail  or  by  certified  mail,  the  return  post-office  receipt  therefor 
signed  by  the  individual  so  served,  shall  be  proof  of  service.  Witnesses 
so  subpenaed  shall  be  paid  the  same  fees  and  mileage  as  are  paid  wit- 
nesses in  the  district  courts  of  the  United  States. 

(e)  In  case  of  contumacy  by,  or  refusal  to  obey  a  subpena  duly 
served  upon,  any  person,  any  district  court  of  the  United  States  for  the 
judicial  district  in  which  said  person  charged  with  contumacy  or  re- 
fusal to  obey  is  found  or  resides  or  transacts  business,  upon  application 
by  the  Secretary,  shall  have  jurisdiction  to  issue  an  order  requiring 
such  person  to  appear  and  give  testimony,  or  to  appear  and  produce 
evidence,  or  both ;  any  failure  to  obey  such  order  of  the  court  may  be 
punished  by  said  court  as  contempt  thereof. 

(f )  No  person  so  subpenaed  or  ordered  shall  be  excused  from  attend- 
ing and  testifying  or  from  producing  books,  records,  correspondence, 
documents,  or  other  evidence  on  the  ground  that  the  testimony  or 
evidence  required  of  him  may  tend  to  incriminate  him  or  subject  him 
to  a  penalty  or  forfeiture ;  but  no  person  shall  be  prosecuted  or  sub- 
jected to  any  penalty  or  forfeiture  for,  or  on  account  of,  any  trans- 
action, matter,  or  thing  concerning  which  he  is  compelled,  after  having 
claimed  his  privilege  against  self-incrimination,  to  testify  or  produce 
evidence,  except  that  such  person  so  testifying  shall  not  be  exempt  from 
prosecution  and  punishment  for  perjury  committed  in  so  testifying. 
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(g)  Any  individual,  after  any  final  decision  of  the  Secretary  made 
after  a  hearing  to  which  he  was  a  party,  irrespective  of  the  amount 
in  controversy,  may  obtain  a  review  of  such  decision  by  a  civil  action 
commenced  within  sixty  days  after  the  mailing  to  him  of  notice  of 
such  decision  or  within  such  further  time  as  the  Secretary  may  allow. 
Such  action  shall  be  brought  in  the  district  court  of  the  United  States 
for  the  judicial  district  in  which  the  plaintiff  resides,  or  has  his  princi- 
pal place  of  business,  or,  if  he  does  not  reside  or  have  his  principal 
place  of  business  within  any  such  judicial  district,  in  the  District  Court 
of  the  United  States  for  the  District  of  Columbia.  As  part  of  his  answer 
the  Secretary  shall  file  a  certified  copy  of  the  transcript  of  the  record 
including  the  evidence  upon  which  the  findings  and  decision  com- 
plained of  are  based.  The  court  shall  have  power  to  enter,  upon  the 
pleadings  and  transcript  of  the  record,  a  judgment  affirming,  modify- 
ing, or  reversing  the  decision  of  the  Secretary,  with  or  without  re- 
manding the  case  for  a  rehearing.  The  findings  of  the  Secretar^^  as  to 
any  fact,  if  supported  b}^  substantial  evidence,  shall  be  conclusive,  and 
where  a  claim  has  been  denied  by  the  Secretary  or  a  decision  is  ren- 
dered under  subsection  (b)  hereof  which  is  adverse  to  an  individual 
who  was  a  party  to  the  hearing  before  the  Secretar}^,  because  of  failure 
of  the  claimant  or  such  individual  to  submit  proof  in  conformity  with 
any  regulation  prescribed  under  subsection  (a)  hereof,  the  court  shall 
review  only  the  question  of  conformity  with  such  regulations  and  the 
validity  of  such  regulations.  The  court  shall,  on  motion  of  the  Secre- 
tary made  before  he  files  his  answer,  remand  the  case  to  the  Secretary 
for  further  action  by  the  Secretary,  and  may,  at  any  time,  on  good  cause 
shown,  order  additional  evidence  to  be  taken  before  the  Secretary,  and 
the  Secretary  shall,  after  the  case  is  remanded,  and  after  hearing  such 
additional  evidence  if  so  ordered,  modify  or  affirm  his  findings  of  fact 
or  his  decision,  or  both,  and  shall  file  with  the  court  any  such  additional 
and  modified  findings  of  fact  and  decision,  and  a  transcript  of  the  addi- 
tional record  and  testimony  upon  which  his  action  in  modifying  or 
affirming  was  based.  Such  additional  or  modified  findings  of  fact  and 
decision  shall  be  reviewable  only  to  the  extent  provided  for  review  of 
the  original  findings  of  fact  and  decision.  The  judgment  of  the  court 
shall  be  final  except  that  it  shall  be  subject  to  review  in  the  same  man- 
ner as  a  judgment  in  other  civil  actions.  Any  action  instituted  in  ac- 
cordance with  this  subsection  shall  survive  notwithstanding  any  change 
in  the  person  occupying  the  office  of  Secretary  or  any  vacancy  in  such 
office. 

(h)  The  findings  and  decision  of  the  Secretary  after  a  hearing  shall 
be  binding  upon  all  individuals  who  were  parties  to  such  hearing.  No 
findings  of  fact  or  decision  of  the  Secretary  shall  be  reviewed  by  any 
person,  tribunal,  or  governmental  agency  except  as  herein  provided. 
No  action  against  the  United  States,  the  Secretary,  or  any  officer  or  em- 
ployee thereof  shall  be  brought  under  Section  2i  of  the  Judicial  Code 
of  the  United  States  to  recover  on  any  claim  arising  under  this  title. 

(i)  Upon  final  decision  of  the  Secretary,  or  upon  final  judgment  of 
any  court  of  competent  jurisdiction,  that  any  person  is  entitled  to  any 
payment  or  payments  under  this  title,  the  Secretar}^  shall  certify  to 
the  Managing  Trustee  the  name  and  address  of  the  person  so  entitled 
to  receive  such  j)ayment  or  payments,  the  amount  of  such  payment  or 
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payments,  and  the  time  at  which  such  payment  or  payments  should  be 
made,  and  the  Managing  Trustee,  through  the  Fiscal  Service  of  the 
Treasury  Department,  and  prior  to  any  action  thereon  by  the  General 
Accounting  Office,  shall  make  payment  in  accordance  with  the  certifi- 
cation of  the  Secretary :  Provided^  That  where  a  review  of  the  Secre- 
tary's decision  is  or  may  be  sought  under  subsection  (g)  the  Secretary 
may  withhold  certification  of  payment  pending  such  review.  The  Man- 
aging Trustee  shall  not  be  held  personally  liable  for  any  payment 
or  payments  made  in  accordance  with  a  certification  by  the  Secretary. 

(j)  When  it  appears  to  the  Secretary  that  the  interest  of  an  appli- 
cant entitled  to  a  payment  would  be  served  thereby,  certification  of 
payment  may  be  made,  regardless  of  the  legal  competency  or  incompe- 
tency of  the  individual  entitled  thereto,  either  for  direct  payment  to 
such  applicant,  or  for  his  use  and  benefit  to  a  relative  or  some  other 
person. 

(k)  Any  payment  made  after  December  31,  1939,  under  conditions 
set  forth  in  subsection  (j),  any  payment  made  before  January  1, 1940, 
to,  or  on  behalf  of,  a  legally  incompetent  individual,  and  any  payment 
made  after  December  31,  1939,  to  a  legally  incompetent  individual 
without  knowledge  by  the  Secretary  of  incompetency  prior  to  certifi- 
cation of  payment,  if  otherwise  valid  under  this  title,  shall  be  a  com- 
plete settlement  and  satisfaction  of  any  claim,  right,  or  interest  in  and 
to  such  payment. 

(1)  The  Secretary  is  authorized  to  delegate  to  any  member,  officer, 
or  employee  of  the  Department  of  Health,  Education,  and  Welfare 
designated  by  him  any  of  the  powers  conferred  upon  him  by  this  sec- 
tion, and  is  authorized  to  be  represented  by  his  own  attorneys  in  any 
court  in  any  case  or  proceeding  arising  under  the  provisions  of  sub- 
section (e). 

(m)  [Repealed.] 

(n)  The  Secretary  may,  in  his  discretion,  certify  to  the  Managing 
Trustee  any  two  or  more  individuals  of  the  same  family  for  joint  pay- 
ment of  the  total  benefits  payable  to  such  individuals  for  any  month, 
and  if  one  of  such  individuals  dies  before  a  check  representing  such 
joint  payment  is  negotiated,  payment  of  the  amount  of  such  unnegoti- 
ated  check  to  the  surviving  individual  or  individuals  may  be  author- 
ized in  accordance  with  regulations  of  the  Secretary  of  the  Treasury ; 
except  that  appropriate  adjustment  or  recovery  shall  be  made  under 
section  204(a)  with  respect  to  so  much  of  the  amount  of  such  check  as 
exceeds  the  amount  to  which  such  surviving  individual  or  individuals 
are  entitled  under  this  title  for  such  month. 

Crediting  of  Compensation  Under  the  Railroad  Retirement  Act 

(o)  If  there  is  no  person  who  would  be  entitled,  upon  application 
therefor,  to  an  annuity  under  section  5  of  the  Railroad  Retirement  Act 
of  1937,  or  to  a  lump-sum  payment  under  subsection  (f )  (1)  of  such 
section,  with  respect  to  the  death  of  an  employee  (as  defined  in  such 
Act),  then,  notwithstanding  section  210(a)  (9)  of  this  Act,  compensa- 
tion ( as  defined  in  such  Railroad  Retirement  Act,  but  excluding  com- 
pensation attributable  as  having  been  paid  during  any  month  on 
account  of  military  service  creditable  under  section  4  of  such  Act  if 
wages  are  deemed  to  have  been  paid  to  such  employee  during  such 
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month  under  subsection  (a)  or  (e)  of  section  217  of  this  Act)  of  such 
employee  shall  constitute  remuneration  for  employment  for  purposes 
of  determining  (A)  entitlement  to  and  the  amount  of  any  lump-sum 
death  payment  under  this  title  on  the  basis  of  such  employee's  wages 
and  self -employment  income  and  (B)  entitlement  to  and  the  amount 
of  any  monthly  benefit  under  this  title,  for  the  month  in  which  such 
employee  died  or  for  any  month  thereafter,  on  the  basis  of  such  wages 
and  self -employment  income.  For  such  purposes,  compensation  (as  so 
defined)  paid  in  a  calendar  year  shall,  in  the  absence  of  evidence  to  the 
contrary,  be  presumed  to  have  been  paid  in  equal  proportions  with 
respect  to  all  months  in  the  year  in  which  the  employee  rendered  serv- 
ices for  such  compensation. 

Special  Rules  in  Case  of  Federal  Service 

(p)  (1)  With  respect  to  service  included  as  employment  under  sec- 
tion 210  which  is  performed  in  the  employ  of  the  United  States  or  in 
the  employ  of  any  instrumentality  which  is  wholly  owned  by  the 
United  States,  including  service,  performed  as  a  member  of  a  uni- 
formed service,  to  which  the  provisions  of  subsection  (1)  (1)  of  such 
section  are  applicable,  and  including  service,  performed  as  a  volunteer 
or  volunteer  leader  within  the  meaning  of  the  Peace  Corps  Act,  to 
which  the  provisions  of  section  210  (o)  are  applicable  and  inclvding 
service^  performed  hy  a  participant  in  guaranteed  employment  pro- 
vided hy  the  Work  Administration^  to  ivhich  the  provisions  of  section 
210(p)  are  applicable.^  the  Secretary  shall  not  make  determinations  as 
to  whether  an  individual  has  performed  such  service,  the  periods  of 
such  service,  the  amounts  of  remuneration  for  such  service  which 
constitute  wages  under  the  provisions  of  section  209,  or  the  periods  in 
which  or  for  which  such  wages  were  paid,  but  shall  accept  the  deter- 
minations with  respect  thereto  of  the  head  of  the  appropriate  Federal 
agency  or  instrumentality,  and  of  such  agents  as  such  head  may  desig- 
nate, as  evidenced  by  returns  filed  in  accordance  with  the  provisions  of 
section  3122  of  the  Internal  Revenue  Code  of  1954  and  certifications 
made  pursuant  to  this  subsection.  Such  determinations  shall  be  final 
and  conclusive. 

(2)  The  head  of  any  such  agency  or  instrumentality  is  authorized 
and  directed,  upon  written  request  of  the  Secretary,  to  make  certifica- 
tion to  him  with  respect  to  any  matter  determinable  for  the  Secretary 
by  such  head  or  his  agents  under  this  subsection,  which  the  Secretary 
finds  necessary  in  administering  this  title. 

(3)  The  provisions  of  paragraphs  (1)  and  (2)  shall  be  applicable  in 
the  case  of  service  performed  by  a  civilian  employee,  not  compensated 
from  funds  appropriated  by  the  Congress,  in  the  Army  and  Air  Force 
Exchange  Service,  Army  and  Air  Force  Motion  Picture  Service,  Navy 
Exchanges,  Marine  Corps  Exchanges,  or  other  activities,  conducted  by 
an  instrumentality  of  the  United  States  subject  to  the  jurisdiction  of 
the  Secretary  of  Defense,  at  installations  of  the  Department  of  Defense 
for  the  comfort,  pleasure,  contentment,  and  mental  and  physical  im- 
provement of  personnel  of  such  Department;  and  for  purposes  of 
paragraphs  (1)  and  (2)  the  Secretary  of  Defense  shall  be  deemed  to 
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be  the  head  of  such  instrumentality.  The  provisions  of  paragraphs 
(1)  and  (2)  shall  be  applicable  also  in  the  case  of  service  performed 
by  a  civilian  employee,  not  compensated  from  funds  appropriated  by 
the  Congress,  in  the  Coast  Guard  Exchanges  or  other  activities,  con- 
ducted by  an  instrumentality  of  the  United  States  subject  to  the  juris- 
diction of  the  Secretary  of  the  Treasury,  at  installations  of  the  Coast 
Guard  for  the  comfort,  pleasure,  contentment,  and  mental  and  physical 
improvement  of  personnel  of  the  Coast  Guard ;  and  for  purposes  of 
paragraphs  (1)  and  (2)  the  Secretary  of  the  Treasury  shall  be  deemed 
to  be  the  head  of  such  instrumentality. 

Expedited  Benefit  Payments 

(q)  (1)  The  Secretary  shall  establish  and  put  into  effect  procedures 
under  which  expedited  payment  of  monthly  insurance  benefits  under 
this  title  will,  subject  to  paragraph  (4)  of  this  subsection,  be  made  as 
set  forth  in  paragraphs  (2)  and  (3)  of  this  subsection. 

(2)  In  any  case  in  which — 

(A)  an  individual  makes  an  allegation  that  a  monthly  benefit 
under  this  title  was  due  him  in  a  particular  month  but  was  not 
paid  to  him,  and 

(B)  such  individual  submits  a  written  request  for  the  payment 
of  such  benefit — 

(i)  in  the  case  of  an  individual  who  received  a  regular  monthly 
benefit  in  the  month  preceding  the  month  with  respect  to  which 
such  allegation  is  made,  not  less  than  30  days  after  the  15th  day  of 
the  month  with  respect  to  which  such  allegation  is  made  (and  in 
the  event  that  such  request  is  submitted  prior  to  the  expiration  of 
such  30-day  period,  it  shall  be  deemed  to  have  been  submitted 
upon  the  expiration  of  such  period) ,  and 

(ii)  in  any  other  case,  not  less  than  90  days  after  the  later  of 

(I)  the  date  on  which  such  benefit  is  alleged  to  have  been  due,  or 

(II)  the  date  on  which  such  individual  furnished  the  last  infor- 
mation requested  by  the  Secretary  (and  such  written  request  will 
be  deemed  to  be  filed  on  the  day  on  which  it  was  filed,  or  the 
ninetieth  day  after  the  first  day  on  which  the  Secretary  has  evi- 
dence that  such  allegation  is  true,  whichever  is  later) , 

the  Secretary  shall,  if  he  finds  that  benefits  are  due,  certify  such  bene- 
fits for  payment,  and  payment  shall  be  made  within  15  days  immedi- 
ately following  the  date  on  which  the  written  request  is  deemed  to 
have  been  filed. 

(3)  In  any  case  in  which  the  Secretary  determines  that  there  is 
evidence,  although  additional  evidence  might  be  required  for  a  final 
decision,  that  an  allegation  described  in  paragraph  (2)  (A)  is  true,  he 
may  make  a  preliminary  certification  of  such  benefit  for  payment  even 
though  the  30-day  or  9'O-day  periods  described  in  paragraph  (2)  (B) 
(i)  and  (B)  (ii)  have  not  elapsed. 

(4)  Any  payment  made  pursuant  to  a  certification  under  paragraph 
(3)  of  this  subsection  shall  not  be  considered  an  incorrect  payment  for 
purposes  of  determining  the  liability  of  the  certifying  or  disbursing 
officer. 

(5)  For  purposes  of  this  subsection,  benefits  payable  under  section 
228  shall  be  treated  as  monthly  insurance  benefits  payable  under  this 
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title.  However,  this  subsection  shall  not  apply  with  respect  to  any 
benefit  for  which  a  check  has  been  negotiated,  or  with  respect  to  any 
benefit  alleged  to  be  due  under  either  section  223,  or  section  202  to  a 
wife,  husband,  or  child  of  an  individual  entitled  to  or  applying  for 
benefits  under  section  223,  or  to  a  child  who  has  attained  age  18  and 
is  under  a  disability,  or  to  a  widow  or  widower  on  the  basis  of  being 
under  a  disability. 

Representation  of  Claimants 

Sec.  206.  (a)  The  Secretary  may  prescribe  rules  and  regulations 
governing  the  recognition  of  agents  or  other  persons,  other  than  at- 
torneys as  hereinafter  provided,  representing  claimants  before  the 
Secretary,  and  may  require  of  such  agents  or  other  persons,  before 
being  recognized  as  representatives  of  claimants  that  they  shall  show 
that  they  are  of  good  character  and  in  good  repute,  possessed  of  the 
necessary  qualifications  to  enable  them  to  render  such  claimants  valu- 
able service,  and  otherwise  competent  to  advise  and  assist  such  claim- 
ants in  the  presentation  of  their  cases.  An  attorney  in  good  standing 
who  is  admitted  to  practice  before  the  highest  court  of  the  State,  Terri- 
tory, District,  or  insular  possession  of  his  residence  or  before  the  Su- 
preme Court  of  the  United  States  or  the  inferior  Federal  courts,  shall 
be  entitled  to  represent  claimants  before  the  Secretary.  The  Secretary 
may,  after  due  notice  and  opportunity  for  hearing,  suspend  or  pro- 
hibit from  further  practice  before  him  any  such  person,  agent,  or 
attorney  who  refuses  to  comply  with  the  Secretary's  rules  and  regula- 
tions or  who  violates  any  provision  of  this  section  for  which  a  penalty 
is  prescribed.  The  Secretary  may,  by  rule  and  regulation,  prescribe 
the  maximum  fees  which  may  be  charged  for  services  performed  in 
connection  with  any  claim  before  the  Secretary  under  this  title,  and 
any  agreement  in  violation  of  such  rules  and  regulations  shall  be 
void.  Whenever  the  Secretary,  in  any  claim  before  him  for  benefits 
under  this  title,  makes  a  determination  favorable  to  the  claimant,  he 
shall,  if  the  claimant  was  represented  by  an  attorney  in  connection 
with  such  claim  fix  (in  accordance  with  the  regulations  prescribed 
pursuant  to  the  preceding  sentence)  a  reasonable  fee  to  compensate 
such  attorney  for  the  services  performed  by  him  in  connection  with 
such  claim.  If,  as  a  result  of  such  determination,  such  claimant  is  en- 
titled to  past-due  benefits  under  this  title,  the  Secretary  shall,  notwith- 
standing section  205  (i),  certify  for  payment  (out  of  such  past-due 
benefits)  to  such  attorney  an  amount  equal  to  whichever  of  the  follow- 
ing is  the  smaller :  (A)  25  per  centum  of  the  total  amount  of  such  past- 
due  benefits,  (B)  the  amount  of  the  attorney's  fee  so  fixed,  or  (C)  the 
amount  agreed  upon  between  the  claimant  and  such  attorney  as  the  fee 
for  such  attorney's  services.  Any  person  who  shall,  with  intent  to  de- 
fraud, in  any  manner  willfully  and  knowingly  deceive,  mislead,  or 
threaten  any  claimant  or  prospective  claimant  or  beneficiary  under 
this  title  by  word,  circular,  letter,  or  advertisement,  or  who  shall 
knowingly  charge  or  collect  directly  or  indirectly  any  fee  in  excess  of 
the  maximum  fee,  or  make  any  agreement  directly  or  indirectly  to 
charge  or  collect  any  fee  in  excess  of  the  maximum  fee,  prescribed  by 
the  Secretary  shall  be  deemed  guilty  of  a  misdemeanor  and,  upon  con- 
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viction  thereof,  shall  for  each  offense  be  punished  by  a  fine  not  exceed- 
ing $500  or  by  imprisonment  not  exceeding  one  year,  or  both. 

(b)  (1)  Whenever  a  court  renders  a  judgment  favorable  to  a  claim- 
ant under  this  title  who  was  represented  before  the  court  by  an  at- 
torney, the  court  may  determine  and  allow  as  part  of  its  judgment  a 
reasonable  fee  for  such  representation,  not  in  excess  of  25  percent  of 
the  total  of  the  past-due  benefits  to  which  the  claimant  is  entitled  by 
reason  of  such  judgment,  and  the  Secretary  may,  notwithstanding  the 
provisions  of  section  205  (i),  certify  the  amount  of  such  fee  for  pay- 
ment to  such  attorney  out  of,  and  not  in  addition  to,  the  amount  of 
such  past-due  benefits.  In  case  of  any  such  judgment,  no  other  fee  may 
be  payable  or  certified  for  payment  for  such  representation  except  as 
provided  in  this  paragraph. 

(2)  Any  attorney  who  charges,  demands,  receives,  or  collects  for 
services  rendered  in  connection  with  proceedings  before  a  court  to 
which  paragraph  (1)  is  applicable  any  amount  in  excess  of  that  al- 
lowed by  the  court  thereunder  shall  be  guilty  of  a  misdemeanor  and 
upon  conviction  thereof  shall  be  subject  to  a  fine  of  not  more  than 
$500,  or  imprisonment  for  not  more  than  one  year,  or  both. 

Assignment 

Sec.  207.  The  right  of  any  person  to  any  future  payment  under  this 
title  shall  not  be  transferable  or  assignable,  at  law  or  in  equity,  and 
none  of  the  moneys  paid  or  payable  or  rights  existing  under  this  title 
shall  be  subject  to  execution,  levy,  attachment,  garnishment,  or  other 
legal  process,  or  to  the  operation  of  any  bankruptcy  or  insolvency  law. 

Penalties 

Sec.  208.  Whoever— 

(a)  for  the  purpose  of  causing  an  increase  in  any  payment  author- 
ized to  be  made  under  this  title,  or  for  the  purpose  of  causing  any 
payment  to  be  made  where  no  payment  is  authorized  under  this  title, 
shall  make  or  cause  to  be  made  any  false  statement  or  representation 
(including  any  false  statement  or  representation  in  connection  with 
any  matter  arising  under  subchapter  E  of  chapter  1,  or  subchapter  A 
or  E  of  chapter  9  of  the  Internal  Revenue  Code  of  1939,  or  chapter  2 
or  21  or  subtitle  F  of  the  Internal  Revenue  Code  of  1954)  as  to — 

(1)  whether  wages  were  paid  or  received  for  employment  (as 
said  terms  are  defined  in  this  title  and  the  Internal  Revenue 
Code),  or  the  amount  of  wages  or  the  period  during  which  paid 
or  the  person  to  whom  paid ;  or 

(2)  Avhether  net  earnings  from  self -employment  (as  such  term 
is  defined  in  this  title  and  in  the  Internal  Revenue  Code)  were 
derived,  or  as  to  the  amount  of  such  net  earnings  or  the  period 
during  which  or  the  person  by  whom  derived ;  or 

(3)  whether  a  person  entitled  to  benefits  under  this  title  had 
earnings  in  or  for  a  particular  period  (as  determined  under  sec- 
tion 203  (f)  of  this  title  for  purposes  of  deductions  from  benefits) , 
or  as  to  the  amount  thereof ;  or 

(b)  makes  or  causes  to  be  made  any  false  statement  or  representa- 
tion of  a  material  fact  in  any  application  for  any  payment  or  for  a 
disability  determination  under  this  title ;  or 
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(c)  at  any  time  makes  or  causes  to  be  made  any  false  statement  or 
representation  of  a  material  fact  for  use  in  determining  rights  to  pay- 
ment under  this  title ;  or 

(d)  having  knowledge  of  the  occurrence  of  any  event  affecting  (1) 
his  initial  or  continued  right  to  any  payment  under  this  title,  or  (2) 
the  initial  or  continued  right  to  any  payment  of  any  other  individual 
in  whose  behalf  he  has  applied  for  or  is  receiving  such  payment,  con- 
ceals or  fails  to  disclose  such  event  with  an  intent  fraudulently  to 
secure  payment  either  in  a  greater  amount  than  is  due  or  when  no 
payment  is  authorized ;  or 

(e)  having  made  application  to  receive  payment  under  this  title  for 
the  use  and  benefit  of  another  and  having  received  such  a  payment, 
knowingly  and  willfully  converts  such  a  payment,  or  any  part  there- 
of, to  a  use  other  than  for  the  use  and  benefit  of  such  other  person, 
shall  be  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall 
be  fined  not  more  than  $1,000  or  imprisoned  for  not  more  than  one 
year,  or  both,  or 

(/)  loillfuUy^  hnoioingly.  and  with  intent  to  deceive  the  Secretary 
as  to  his  true  identity  {or  the  true  identity  of  any  other  person)  fur- 
nishes or  causes  to  he  furnished  false  information  to  the  Secretary 
with  respect  to  any  information  required  hy  the  Secretary  in  connec- 
tion loith  the  establishment  and  maintenance  of  the  records  provided 
for  in  section  205 {c)  {2)  ;^  or 

{g)  for  the  purpose  of  causing  an  increase  in  any  payment  author- 
ized under  this  title  (or  any  other  program  financed  in  lohole  or  in 
part  from  Federal  funds),  or  for  the  purpose  of  causing  a  payment 
under  this  title  {or  any  such  other  program)  to  he  made  when  no  pay- 
ment is  authorized  thereunder^  or  for  the  purpose  of  obtaining  {for 
himself  or  any  other  person)  any  payment  or  any  other  benefit  to 
which  he  {or  such  other  person)  is  not  entitled — 

{1)  willfidly^  knowingly^  and  loith  intent  to  deceive^  uses  a 
social  security  account  number^  assigned  by  the  Secretary  {in  the 
exercise  of  his  authority  under  section  W5{c)  {2)  to  establish  and 
maintain  records)  on  the  basis  of  false  information  furnished  to 
the  Secretary  by  him  or  by  any  other  person;  or 

{2)  loith  intent  to  deceive^  falsely  represents  a  number  to  be 
the  social  security  account  number  assigned  by  the  Secretary  to 
him  or  to  another  person^  when  in  fact  such  number  is  not  the 
social  security  account  number  assigned  by  the  Secretary  to  him 
or  to  such  other  person;  ^  shall  be  guilty  of  a  misdemeanor  and 
upon  conviction  thereof  shall  be  fined  not  more  than  $1,000  or 
imprisoned  for  not  more  than  one  year,  or  both. 

Definition  of  Wages 

Sec.  209.  For  the  purposes  of  this  title,  the  term  "wages"  means 
remuneration  paid  prior  to  1951  which  was  wages  for  the  purposes 
of  this  title  under  the  law  applicable  to  the  payment  of  such  remunera- 
tion, and  remuneration  paid  after  1950  for  employment,  including 


1  Applies  with  respect  to  information  furnished  to  the  Secretary  after  the  date  of 
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the  cash  value  of  all  remuneration  paid  in  any  medium  other  than 
cash;  except  that,  in  the  case  of  remuneration  paid  after  1950,  such 
term  shall  not  include — 

(a)  (1)  That  part  of  remuneration  which,  after  remuneration 
(other  than  remuneration  referred  to  in  the  succeeding  subsections 
of  this  section)  equal  to  $3,600  with  respect  to  employment  has  been 
paid  to  an  individual  during  any  calendar  year  prior  to  1955,  is  paid 
to  such  individual  during  such  calendar  year ; 

(2)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $4,200  with  respect  to  employment  has  been  paid 
to  an  individual  during  any  calendar  year  after  1954  and  prior  to 
1959,  is  paid  to  such  individual  during  such  calendar  year; 

(3)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $4,800  with  respect  to  employment  has  been  paid  to 
an  individual  during  any  calendar  year  after  1958  and  prior  to  1966, 
is  paid  to  such  individual  during  such  calendar  year ; 

(4)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $6,600  with  respect  to  employment  has  been  paid  to 
an  individual  during  any  calendar  year  after  1965  and  prior  to  1968, 
is  paid  to  such  individual  during  such  calendar  year ; 

(5)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $7,800  with  respect  to  employment  has  been  paid  to 
an  individual  during  any  calendar  year  after  1967  and  prior  to  1972, 
is  paid  to  such  individual  during  such  calendar  year ; 

(6)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $9,000  with  respect  to  employment  has  been  paid  to 
an  individual  during  any  calendar  year  after  1971  and  prior  to  1973 
is  paid  to  such  individual  during  such  calendar  year ; 

(7)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $10,800  with  respect  to  employment  has  been  paid  to 
an  individual  during  any  calendar  year  after  1972  and  prior  to  1974, 
is  paid  to  such  individual  during  such  calendar  year ; 

(8)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  $12,000  with  respect  to  employment  has  been  paid 
to  an  individual  during  any  calendar  year  after  1973  and  prior  to 
1975,  is  paid  to  such  individual  during  such  calender  year;^ 

(9)  That  part  of  remuneration  which,  after  remuneration  (other 
than  remuneration  referred  to  in  the  succeeding  subsections  of  this 
section)  equal  to  the  contribution  and  benefit  base  (determined  under 
section  230)  with  respect  to  employment  has  been  paid  to  an  individual 
during  any  calendar  year  after  1974  with  respect  to  which  such  con- 
tribution and  benefit  iDase  is  effective,  is  paid  to  such  individual  dur- 
ing such  calendar  year ; 

(b)  The  amount  of  any  payment  (including  any  amount  paid  by  an 
employer  for  insurance  or  annuities,  or  into  a  fund,  to  provide  for  any 
such  payment)  made  to,  or  on  behalf  of,  an  employee  or  any  of  his 
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dependents  under  a  plan  or  system  established  by  an  employer  which 
makes  provision  for  his  employees  generally  (or  for  his  employees 
generally  and  their  dependents)  or  for  a  class  or  classes  of  his  em- 
ployees (or  for  a  class  or  classes  of  his  employees  and  their  depend- 
ents), on  account  of  (1)  retirement,  or  (2)  sickness  or  accident  dis- 
ability, or  (3)  medical  or  hospitalization  expenses  in  connection  with 
sickness  or  accident  disability,  or  (4)  death ; 

(c)  Any  payment  made  to  an  employee  (including  any  amount  paid 
by  an  employer  for  insurance  or  annuities,  or  into  a  fund,  to  provide 
for  any  such  payment)  on  account  of  retirement ; 

(d)  Any  payment  on  account  of  sickness  or  accident  disability,  or 
medical  or  hospitalization  expenses  in  connection  with  sickness  or  acci- 
dent disability,  made  by  an  employer  to,  or  on  behalf  of,  an  employee 
after  the  expiration  of  six  calendar  months  following  the  last  calendar 
month  in  which  the  employee  worked  for  such  employer ; 

(e)  Any  payment  made  to,  or  on  behalf  of  an  employee  or  his  benefi- 
ciary (1)  from  or  to  a  trust  exempt  from  tax  under  section  165(a)  of 
the  Internal  Revenue  Code  of  1939  at  the  time  of  such  payment  or,  in 
the  case  of  a  payment  after  1954,  under  sections  401  and  501(a)  of 
the  Internal  Revenue  Code  of  1954,  unless  such  payment  is  made  to  an 
employee  of  the  trust  as  remuneration  for  services  rendered  as  such 
employee  and  not  as  a  beneficiary  of  the  trust,  or  (2)  under  or  to  an 
annuity  plan  Avhich,  at  the  time  of  such  payment,  meets  the  require- 
ments of  section  165  (a)  (3) ,  (4) ,  (5) ,  and  (6)  of  the  Internal  Revenue 
Code  of  1939,  or,  in  the  case  of  a  payment  after  1954  and  prior  to  1963, 
the  requirements  of  section  401(a)  (3),  (4),  (5),  and  (6)  of  the  Inter- 
nal Revenue  Code  of  1954,  or  (3)  under  or  to  an  annuity  plan  which, 
at  the  time  of  any  such  payment  after  1962,  is  a  plan  described  in  sec 
tion  403(a)  of  the  Internal  Revenue  Code  of  1954,  or  (4)  under  or  to 
a  bond  purchase  plan  which,  at  the  time  (if  any  such  payment  after 
1962,  is  a  qualified  bond  purchase  plan  des'j^ribed  in  section  405(a)  of 
the  Internal  Revenue  Code  of  1954 ; 

(f )  The  payment  by  an  employer  (without  deduction  from  the  re- 
muneration of  the  employee)  (1)  of  the  tax  imposed  upon  an  employee 
under  section  1400  of  the  Internal  Revenu^^  Code  of  1939,  or  in  the  case 
of  a  payment  after  1954  under  section  3301  of  the  Internal  Revenue 
Code  of  1954,  or  (2)  of  any  payment  required  from  an  employee  under 
a  State  unemployment  compensation  law  ; 

(g)  (1)  Remuneration  paid  in  any  medium  other  than  cash  to  an 
employee  for  service  not  in  the  course  of  the  employer's  trade  or  busi- 
ness or  for  domestic  service  in  a  private  home  of  the  employer ; 

(2)  Cash  remuneration  paid  by  an  employer  in  any  calendar  quar- 
ter to  an  employee  for  domestic  service  in  a  private  home  of  the  em- 
ployer, if  the  cash  remuneration  paid  in  such  quarter  by  the  employer 
to  the  employee  for  such  service  is  less  than  $50.  As  used  in  this  para- 
graph, the  term  "domestic  service  in  a  private  home  of  the  employer" 
does  not  include  service  described  in  section  210(f)  (5)  ; 

(3)  Cash  remuneration  paid  by  an  employer  in  any  calendar  quarter 
to  an  employee  for  service  not  in  the  course  of  the  employer's  trade 
or  business,  if  the  cash  remuneration  paid  in  such  quarter  by  the  em- 
ployer to  the  employee  for  such  service  is  less  than  $50.  As  used  in  this 
paragraph,  the  term  "service  not  in  the  course  of  the  employer's  trade 
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or  business"  does  not  include  domestic  service  in  a  private  home  of 
the  employer  and  does  not  include  service  described  in  section 
210(f)(5); 

(h)  (1)  Remuneration  paid  m  any  medium  other  than  cash  for  agri- 
cultural labor ; 

(2)  Cash  remuneration  paid  by  an  employer  in  any  calendar  year 
to  an  employee  for  agricultural  labor  unless  (A)  the  cash  remunera- 
tion paid  in  such  year  by  the  employer  to  the  employee  for  such  labor 
is  $150  or  more,  or  (B)  the  employee  performs  agricultural  labor  for 
the  employer  on  twenty  days  or  more  during  such  year  for  cash  re- 
muneration computed  on  a  time  basis ; 

(i)  Any  payment  (other  than  vacation  or  sick  pay)  made  to  an  em- 
ployee after  the  month  in  which  he  attains  age  62  [(if  a  woman)  or 
age  65  (if  a  man)],^  if  he  did  not  work  for  the  employer  in  the  period 
for  which  such  payment  is  made.  As  used  in  this  subsection,  the  term 
"sick  pay"  includes  remuneration  for  service  in  the  employ  of  a  State, 
a  political  subdivision  (as  defined  in  section  218(b)(2))  of  a  State, 
or  an  instrumentality  of  two  or  more  States,  paid  to  an  employee 
thereof  for  a  period  during  which  he  was  absent  from  work  because 
of  sickness ; 

(j)  Remuneration  paid  by  an  employer  in  any  quarter  to  an  em- 
ployee for  service  described  in  section  210(j)  (3)  (C)  (relating  to  home 
workers),  if  the  cash  remuneration  paid  in  such  quarter  by  the  em- 
ployer to  the  employee  for  such  service  is  less  than  $50 ; 

(k)  Remuneration  paid  to  or  on  behalf  of  an  employee  if  (and  to 
the  extent  that)  at  the  time  of  the  payment  of  such  remuneration  it  is 
reasonable  to  believe  that  a  corresponding  deduction  is  allowable  under 
section  217  of  the  Internal  Revenue  Code  of  1954 ; 

( 1 )  ( 1 )  Tips  paid  in  any  medium  other  than  cash ; 

(2)  Cash  tips  received  by  an  employee  in  any  calendar  month  in 
the  course  of  his  employment  by  an  employer  unless  the  amount  of 
such  cash  tips  is  $20  or  more ;  [or] 

(m)  Any  payment  or  series  of  payments  by  an  employer  to  an 
employee  or  any  of  his  dependents  which  is  paid — 

(1)  upon  or  after  the  termination  of  an  employee's  employ- 
ment relationship  because  of  (A)  death,  (B)  retirement  for  dis- 
ability, or  (C)  retirement  after  attaining  an  age  specified  in  the 
plan  referred  to  in  paragraph  (2)  or  in  a  pension  plan  of  the 
employer,  and 

(2)  under  a  plan  established  by  the  employer  which  makes 
provision  for  his  employees  generally  or  a  class  or  classes  of  his 
employees  (or  for  such  employees  or  class  or  classes  of  employees 
and  their  dependents), 

other  than  any  such  payment  or  series  of  payments  which  would  have 
been  paid  if  the  employee's  employment  relationship  had  not  been 
so  terminated[.]  ; 

{n)  Any  payment  made  hy  an  employer  to  a  survivor  or  the  estate 
of  a  former  employee  after  tJie  calendar  year  in  which  such  employee 
aiea y  or 

{o)  Any  payment  made  hy  an  employer  to  an  employee,  if  at  the 
time  such  payment  is  made  such  employee  is  entitled  to' disability  in- 
surance benefits  under  section  223 {a)  and  such  entitlement  commenced 
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prior  to  the  calendar  year  in  lohich  such  payment  is  made,  and  if  such 
employee  did  not  perform  any  services  for  such  employer  during  the 
period  for  which  such  payment  is  made?-  j 

For  purposes  of  this  title,  in  the  case  of  domestic  service  described  in 
subsection  (g)  (2) ,  any  payment  of  cash  remuneration  for  such  service 
which  is  more  or  less  than  a  whole-dollar  amount  shall,  under  such  ^ 
conditions  and  to  such  extent  as  may  be  prescribed  by  regulations  made  j 
under  this  title,  be  computed  to  the  nearest  dollar.  For  the  purpose  of  : 
the  computation  to  the  nearest  dollar,  the  payment  of  a  fractional  part  ' 
of  a  dollar  shall  be  disregarded  unless  it  amounts  to  one-half  dollar  or  I 
more,  in  which  case  it  shall  be  increased  to  $1.  The  amount  of  any  pay-  ! 
ment  of  cash  remuneration  so  computed  to  the  nearest  dollar  shall,  in 
lieu  of  the  amount  actually  paid,  be  deemed  to  constitute  the  amount  i 
of  cash  remuneration  for  purposes  of  subsection  (g)  (2). 

For  purposes  of  this  title,  in  the  case  of  an  individual  performing  ' 
service,  as  a  member  of  a  uniformed  service,  to  which  the  provisions  i 
of  section  210(1)  (1)  are  applicable,  the  term  "wages"  shall,  subject  to  1 
the  provisions  of  subsection  (a)  of  this  section,  include  as  such  individ-  ' 
ual's  remuneration  for  such  service  only  his  basic  pay  as  described  in  ' 
section  102(10)  of  the  Servicemen's  and  Veterans'  Survivor  Benefits  j 
Act.  ' 

For  purposes  of  this  title,  in  the  case  of  an  individual  performing 
service,  as  a  volunteer  or  volunteer  leader  within  the  meaning  of  the 
Peace  Corps  Act,  to  which  the  provisions  of  section  210  (o)  are  appli-  | 
cable,  (1)  the  term  "wages"  shall,  subject  to  the  provisions  of  subsec-  : 
tion  (a)  of  this  section,  include  as  such  individual's  remuneration  for  ; 
such  service  only  amounts  certified  as  payable  pursuant  to  section  5  (c)  j 
or  6(1)  of  the  Peace  Corps  Act,  and  (2)  any  such  amount  shall  be  ' 
deemed  to  have  been  paid  to  such  individual  at  the  time  the  service,  I 
with  respect  to  which  it  is  paid,  is  performed.  j 

For  purposes  of  this  title,  tips  received  by  an  employee  in  the  course  I 
of  his  employment  shall  be  considered  remuneration  for  employment.  | 
Such  remuneration  shall  be  deemed  to  be  paid  at  the  time  a  written 
statement  including  such  tips  is  furnished  to  the  employer  pursuant  to  , 
section  6053(a)  of  the  Internal  Revenue  Code  of  1954  or  (if  no  state-  j 
ment  including  such  tips  is  so  furnished)  at  the  time  received.  I 

For  purposes  of  this  title^  in  any  case  where  an  individual  is  a  msm-  i 
her  of  a  religious  order  {as  defined  in  section  S121  (r){2)  of  the  Inter-  j 
nal  Revenue  Code  of  1951^)  performing  service  in  the  exercise  of  duties  \ 
required  hy  such  order ^  and  an  election  \of  coverage  under  section  8121 
(r)  of  such  Code  is  in  effect  with,  respect  to  such  order  or  with  respect  ^ 
to  the  autonomous  subdivision  thereof  to  which  such  member  belongs^  | 
the  term  ''''loages^'^  shall^  subject  to  the  provisio7is  of  subsection  (a)  of 
this  section,  include  as  such  individual's  remuneration  for  such  service 
the  fair  market  value  of  any  board,  lodging,  clothing,  and  other  per- 
quisites furnished  to  such  member  by  such  order  or  subdivision  \ 
thereof  or  by  any  other  person  or  organization  pursuant  to  an  agree- 
ment with  such  order  or  subdivision,  except  that  the  amount  included 
as  such  individual's  remuneration  under  this  paragraph  shall  not  be 
less  than  $100  a  month. 


*  Applies  in  the  case  of  any  payment  made  after  December  1972. 
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Definition  of  Employment 
Sec.  210.  For  the  purposes  of  this  title — 

Employment 

(a)  The  term  "employment"  means  any  service  performed  after 
1936  and  prior  to  1951  which  was  employment  for  the  purposes  of  this 
title  under  the  law  applicable  to  the  period  in  which  such  service  was 
performed,  and  any  service,  of  whatever  nature,  j)erformed  after  1950 
either  (A)  by  an  employee  for  the  person  employing  him,  irrespective 
of  the  citizenship  or  residence  of  either,  (i)  within  the  United  States, 
or  (ii)  on  or  in  connection  with  an  American  vessel  or  American  air- 
craft under  a  contract  of  service  which  is  entered  into  within  the 
United  States  or  during  the  performance  of  which  and  while  the  em- 
ployee is  employed  on  the  vessel  or  aircraft  it  touches  at  a  port  in  the 
United  States,  if  the  employee  is  employed  on  and  in  connection  with 
such  vessel  or  aircraft  when  outside  the  United  States,  or  (B)  outside 
the  United  States  by  a  citizen  of  the  United  States  as  an  employee  (i) 
of  an  American  employer  (as  defined  in  subsection  (e)),  or  (ii)  of  a 
foreign  subsidiary  (as  defined  in  section  3121  (1)  of  the  Internal  Reve- 
nue Code  of  1954)  of  a  domestic  corporation  (as  determined  in  accord- 
ance with  section  7701  of  the  Internal  Revenue  Code  of  1954)  during 
any  period  for  which  there  is  in  effect  an  agreement,  entered  into  pur- 
suant to  section  3121(1)  of  the  Internal  Revenue  Code  of  1954,  with 
respect  to  such  subsidiary;  except  that,  in  the  case  of  service  per- 
formed after  1950,  such  term  shall  not  include — 

(1)  Service  performed  by  foreign  agricultural  workers  (A) 
under  contracts  entered  into  in  accordance  with  title  V  of  the 
Agricultural  Act  of  1949,  as  amended,  or  (B)  lawfully  admit- 
ted to  the  United  States  from  the  Bahamas,  Jamaica,  and  the 
other  British  West  Indies,  or  from  any  other  foreign  country  or 
possession  thereof,  on  a  temporary  basis  to  perform  agricultural 
labor ; 

(2)  Domestic  service  performed  in  a  local  college  club,  or  local 
chapter  of  a  college  fraternity  or  sorority,  by  a  student  who  is 
enrolled  and  is  regularly  attending  classes  at  a  school,  college,  or 
university ; 

(3)  (A)  Service  performed  by  an  individual  in  the  employ  of 
his  spouse,  and  service  performed  by  a  child  under  the  age  of 
twenty-one  in  the  employ  of  his  father  or  mother ; 

(B)  Service  not  in  the  course  of  the  employer's  trade  or  busi- 
ness, or  domestic  service  in  a  private  home  of  the  employer,  per- 
formed by  an  individual  in  the  employ  of  his  son  or  daughter; 
except  that  the  provisions  of  this  subparagraph  shall  not  be  ap- 
plicable to  such  domestic  service  if — 

(i)  the  employer  is  a  surviving  spouse  or  a  divorced  indi- 
vidual and  has  not  remarried,  or  has  a  spouse  living  in  the 
home  who  has  a  mental  or  physical  condition  which  results  in 
such  spouse's  being  incapable  of  caring  for  a  son,  daughter, 
stepson,  or  stepdaughter  (referred  to  in  clause  (ii))  for  at 
least  4  continuous  weeks  in  the  calendar  quarter  in  wKich  the 
service  is  rendered,  and 
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(ii)  a  son,  daughter,  stepson,  or  stepdaughter  of  such  em- 
ployer is  living  in  the  home,  and 

(iii)  the  son,  daughter,  stepson,  or  stepdaughter  (referreci 
to  in  clause  (ii) )  has  not  attained  age  18  or  has  a  mental  or 
physical  condition  which  requires  the  personal  care  and  supe  r-  | 
vision  of  an  adult  for  at  least  4  continuous  weeks  in  the  cal-  j 
endar  quarter  in  which  the  service  is  rendered ;  | 

(4)  Service  performed  by  an  individual  on  or  in  connection  ; 
with  a  vessel  not  an  American  vessel,  or  on  or  in  connection  with  ' 
an  aircraft  not  an  American  aircraft,  if  (A)  the  individual  is  j 
employed  on  and  in  connection  with  such  vessel  or  aircraft  when  | 
outside  the  United  States  and  (B)  (i)  such  individual  is  not  a  ■ 
citizen  of  the  United  States  or  (ii)  the  employer  is  not  an  Amer-  | 
ican  employer ;  I 

(5)  Service  performed  in  the  employ  of  any  instrumentality  | 
of  the  United  States,  if  such  instrumentality  is  exempt  from  the  i 
tax  imposed  by  section  3111  of  the  Internal  Revenue  Code  of  I 
1954  by  virtue  of  any  provisions  of  law  which  specifically  refers  ' 
to  such  section  in  granting  such  exemption ;  ' 

(6)  (A)  Service  performed  in  the  employ  of  the  United  States  j 
or  in  the  employ  of  any  instrumentality  of  the  United  States,  if  | 
such  service  is  covered  by  a  retirement  system  established  by  a  law 
of  the  United  States ; 

(B)  Service  performed  by  an  individual  in  the  employ  of  an  | 
instrumentality  of  the  United  States  if  such  an  instrumentality  i 
was  exempt  from  the  tax  imposed  by  section  1410  of  the  Internal  | 
Revenue  Code  of  1939  on  December  31,  1950,  and  if  such  service  j 
is  covered  by  a  retirement  system  established  by  such  instru-  ' 
mentality ;  except  that  the  provisions  of  this  subparagraph  shall 
not  be  applicable  to — 

(i)  service  performed  in  the  employ  of  a  corporation  which 

is  wholly  owned  by  the  United  States ;  | 

(ii)  service  performed  in  the  employ  of  a  Federal  land  | 
bank,  a  Federal  intermediate  credit  bank,  a  bank  for  cooper-  ; 
atives,  a  Federal  land  bank  association,  a  production  credit  j 
association,  a  Federal  Reserve  Bank,  a  Federal  Home  Loan  | 
Bank,  or  a  Federal  Credit  Union ;  i 

(iii)  service  performed  in  the  employ  of  a  State,  county,  ! 
or  community  committee  under  the  Production  and  Market-  j 
ing  Administration; 

(iv)  service  performed  by  a  civilian  employee,  not  com-  , 
pensated  from  funds  appropriated  by  the  Congress,  in  the  | 
Army  and  Air  Force  Exchange  Service,  Army  and  Air  Force 
Motion  Picture  Service,  Navy  Exchanges,  Marine  Corps  Ex- 
changes, or  other  activities,  conducted  by  an  instrumentality 
of  the  United  States  subject  to  the  jurisdiction  of  the  Secre- 
tary of  Defense,  at  installations  of  the  Department  of  De- 
fense for  the  comfort,  pleasure,  contentment,  and  mental  and 
physical  improvement  of  personnel  of  such  Department;  or 

(v)  service  performed  by  a  civilian  employee,  not  compen- 
sated from  funds  appropriated  by  the  Congress,  in  the  Coast 
Guard  Exchanges  or  other  activities,  conducted  by  an  instru- 
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mentality  of  the  United  States  subject  to  the  jurisdiction  of 
the  Secretary  of  the  Treasury,  at  installations  of  the  Coast 
Guard  for  the  comfort,  pleasure,  contentment,  and  mental 
and  physical  improvement  of  personnel  of  the  Coast  Guard ; 
(C)  Service  performed  in  the  employ  of  the  United  States  or  in 
the  employ  of  any  instrumentality  of  the  United  States,  if  such 
ing  Administration ; 

(i)  as  the  President  or  Vice  President  of  the  United  States 
or  as  a  Member,  Delegate,  or  Resident  Commissioner  of  or  to 
the  Congress ; 

(ii)  in  the  legislative  branch ; 

(iii)  in  a  penal  institution  of  the  United  States  by  an  in- 
mate thereof; 

(iv)  by  any  individual  as  an  employee  included  under  sec- 
tion 5351(2)  of  title  5,  United  States  Code  (relating  to  cer- 
tain interns,  student  nurses,  and  other  student  employees  of 
hospitals  of  the  Federal  Government),  other  than  as  a  medi- 
cal or  dental  intern  or  a  medical  or  dental  resident  in 
training  ; 

(v)  by  any  individual  as  an  employee  serving  on  a  tempo- 
rary basis  in  case  of  fire,  storm,  earthquake,  flood,  or  other 
similar  emergency ;  or 

(vi)  by  any  individual  to  whom  subchapter  III  of  chapter 
83  of  title  5,  United  States  Code,  does  not  apply  because  such 
individual  is  subject  to  another  retirement  system  (other  than 
the  retirement  system  of  the  Tennessee  Valley  Authority) ; 

(7)  Service  performed  in  the  employ  of  a  State,  or  any  political 
subdivision  thereof,  or  any  instrumentality  of  any  one  or  more  of 
the  foregoing  which  is  wholly  owned  thereby,  except  that  this 
paragraph  shall  not  apply  in  the  case  of — 

(A)  service  included  under  an  agreement  under  section  218, 

(B)  service  which,  under  subsection  (k),  constitutes  covered 
transportation  service, 

(C)  service  in  the  employ  of  the  Government  of  Guam  or  the 
Government  of  American  Samoa  or  any  political  subdivision 
thereof,  or  of  any  instrumentality  of  any  one  or  more  of  the 
foregoing  which  is  wholly  owned  thereby,  performed  by  an  officer 
or  employee  thereof  (including  a  member  of  the  legislature  of 
any  such  Government  or  political  subdivision),  and,  for  purposes 
of  this  title  — 

(i)  any  person  whose  service  as  such  an  officer  or  employee 
is  not  covered  by  a  retirement  system  established  by  a  law 
of  the  United  States  shall  not,  with  respect  to  such  service,  be 
regarded  as  an  officer  or  employee  of  the  United  States  or  any 
agency  or  instrumentality  thereof,  and 

(ii)  the  remuneration  for  service  described  in  clause  (i) 
(including  fees  paid  to  a  public  official)  shall  be  deemed  to 
have  been  paid  by  the  Government  of  Guam  or  the  Govern- 
ment of  American  Samoa  or  by  a  political  subdivision  thereof 
or  an  instrumentality  of  any  one  or  more  of  the  foregoing 
which  is  wholly  owned  thereby,  whichever  is  appropriate, 
[or] 
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(D)  service  performed  in  the  employ  of  the  District  of  Colum-  ! 
bia  or  any  instrumentality  which  is  wholly  owned  thereby,  if  | 
such  service  is  not  covered  by  a  retirement  system  established  by  ' 
a  law  of  the  United  States ;  except  that  the  provisions  of  this  sub-  | 
paragraph  shall  not  be  applicable  to  service  performed — 

(i)  in  a  hospital  or  penal  institution  by  a  patient  or  inmate  j 
thereof ;  • 

(ii)  by  any  individual  as  an  employee  included  under  sec-  | 
tion  5351  (2)  of  title  5,  United  States  Code  (relating  to  certain 
interns,  student  nurses,  and  other  student  employees  of  hos- 
pitals of  the  District  of  Columbia  Government),  other  than 
as  a  medical  or  dental  intern  or  as  a  medical  or  dental  resident 
in  training ; 

(iii)  by  any  individual  as  an  employee  serving  on  a  tem- 
porary basis  in  case  of  fire,  storm,  snow,  earthquake,  flood,  or 
other  similar  emergency ;  or 

(iv)  by  a  member  of  a  board,  committee,  or  council  of  the 
District  of  Columbia,  paid  on  a  per  diem,  meeting,  or  other 
fee  basis[;],  or 

(E)  service  performed  in  the  employ  of  the  Government  of 
Guam  {or  any  instrumentality  which  is  tvholly  owned  hy  such 
Government)  hy  an  employee  properly  classified  as  a  temporary  or 
intei'mittent  employee^  if  such  service  is  not  covered  hy  a  re- 
tirement system  estahlished  hy  a  law  of  Guam;  except  that  (i) 
the  provisions  of  this  suhparagraph  shall  not  he  applicahle  to 
services  performed  hy  an  elected  official  or  a  member  of  the  legis- 
lature or  in  a  hospital  or  penal  institution  hy  a  patient  or  inmate 
thereof^  and  {ii)  for  purposes  of  this  subparagraph^  clauses  (^) 
and  [ii)  of  suhparagraph  {C)  shall  apply 

(8)  (A)  Service  performed  by  a  duly  ordained,  commissioned, 
or  licensed  minister  of  a  church  in  the  exercise  of  his  ministry  or 
by  a  member  of  a  religious  order  in  the  exercise  of  duties  required 
by  such  order,  except  that  this  suhparagraph  shall  not  apply  to 
service  performed  hy  a  member  of  such  an  order  in  the  exercise  of 
such  duties^  if  an  election  of  coverage  under  section  3121  (r)  of  the 
Internal  Revenue  Code  of  195 is  in  effect  with  respect  to  su^h 
order,  or  tvith  respect  to  the  autonomous  subdivision  thereof  to 
which  such  member  belongs; 

(B)  Service  performed  in  the  employ  of  a  religious,  charitable, 
educational,  or  other  organization  described  in  section  501(c)  (3) 
of  the  Internal  Revenue  Code  of  1954,  which  is  exempt  from  in- 
come tax  under  section  501(a)  of  such  Code,  but  this  subpara- 
graph shall  not  apply  to  service  performed  during  the  period  for 
which  a  certificate,  filed  pursuant  to  section  3121  (k)  of  the  In- 
ternal Revenue  Code  of  1954,  is  in  effect  if  such  service  is  per- 
formed by  an  employee — 

(i)  whose  signature  appears  on  the  list  filed  by  such  orga- 
nization under  such  section  3121  (k) , 

(ii)  who  became  an  employee  of  such  organization  after 
the  calendar  quarter  in  which  the  certificate  (other  than  a 
certificate  referred  to  in  clause  (iii) )  was  filed,  or 


1  Applies  to  services  performed  on  and  after  the  first  day  of  the  first  calendar  quarter 
beginning  on  or  after  the  date  of  enactment. 


701 


Sec.  210(a) 


(iii)  who,  after  the  calendar  quarter  in  which  the  certifi- 
cate was  filed  with  respect  to  a  group  described  in  paragraph 
(1)(E)  of  such  section  3121  (k),  became  a  member  of  such 
group, 

except  that  this  subparagraph  shall  apply  with  respect  to  serv- 
ice performed  by  an  employee  as  a  member  of  a  group  described 
in  such  paragraph  (1)  (E)  with  respect  to  which  no  certificate  is 
in  effect; 

(9)  Service  performed  by  an  individual  as  an  employee  or 
employee  representative  as  defined  in  section  3231  of  the  Internal 
Revenue  Code  of  1954 ; 

(10)  (A)  Service  performed  in  any  calendar  quarter  in  the 
employ  of  any  organization  exempt  from  income  tax  under  section 
501  of  the  Internal  Revenue  Code  of  1954,  if  the  remuneration 
for  such  service  is  less  than  $50  ; 

[(B)  Service  performed  in  the  employ  of  a  school,  college,  or 
university  if  such  service  is  performed  by  a  student  who  is  en- 
rolled and  is  regularly  attending  classes  at  such  school,  college, 
or  university ;] 

{B )  Service  performed  in  the  employ  of — 
(^)  a  school^  college^  or  vhiversity,  or 

(ii)  an  organization  described  in  section  509(a)  (3)  of  the 
Internal  Revenue  Code  of  lOBIf.  if  the  organization  is  orga- 
nized^ and  at  all  times  th&reafter  is  operated^  exclusively  for 
the  benefit  of^  to  perform  the  functions  of^  or  to  carry  out 
the  purposes  of  a  school^  college^  or  university  and  is  oper- 
ated^ supervised^  or  controlled  by  or  in  connection  with  such 
school^  college^  or  university^  unless  it  is  a  school^  college^  or 
university  of  a  State  or  a  political  subdivision  thereof  and 
the  services  in  its  employ  performed  by  a  student  referred  to 
in  section  218 {c)  (5)  are  covered  under  the  agreement  betioeen 
the  Secretary  of  Healthy  Education^  and  Welfare  and  such 
State  entered  into  pursuant  to  section  218; 
if  such  service  is  performed  by  a  student  toho  is  enrolled  and  regularly 
attending  classes  at  such  school^  college^  or  university ;  ^ 

(11)  Service  performed  in  the  employ  of  a  foreign  government 
(including  service  as  a  consular  or  other  officer  or  employee  or  a 
nondiplomatic  representative)  ; 

(12)  Service  performed  in  the  employ  of  an  instrumentality 
wholly  owned  by  a  foreign  government — 

(A)  If  the  service  is  of  a  character  similar  to  that  per- 
formed in  foreign  countries  by  employees  of  the  United  States 
Government  or  of  an  instrumentality  thereof ;  and 

(B)  If  the  Secretary  of  State  shall  certify  to  the  Secre- 
tary of  the  Treasury  that  the  foreign  government,  with  re- 
spect to  whose  instrumentality  and  employees  thereof  exemp- 
tion is  claimed,  grants  an  equivalent  exemption  with  respect 
to  similar  service  performed  in  the  foreign  country  by 
employees  of  the  United  States  Government  and  of  instru- 
mentalities thereof ; 


1  Applies  to  services  performed  after  Dec.  31,  1972. 
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(13)  Service  performed  as  a  student  nurse  in  the  employ  of  a 
hospital  or  a  nurses'  training  school  by  an  individual  who  is 
enrolled  and  is  regularly  attending  classes  in  a  nurses'  training 
school  chartered  or  approved  pursuant  to  State  law ; 

(14)  (A)  Service  performed  by  an  individual  under  the  age  of  ! 
eighteen  in  the  delivery  or  distribution  of  newspapers  or  shop-  , 
ping  news,  not  including  delivery  or  distribution  to  any  point  for  | 
subsequent  delivery  or  distribution ;  i 

(B)  Service  performed  by  an  individual  in,  and  at  the  time  of,  ' 
the  sale  of  newspapers  or  magazines  to  ultimate  consumers,  under  | 
an  arrangement  under  which  the  newspapers  or  magazines  are  to  I 
be  sold  by  him  at  a  fixed  price,  his  compensation  being  based  on 
the  retention  of  the  excess  of  such  price  over  the  amount  at  which 
the  newspapers  or  magazines  are  charged  to  him,  whether  or  not 
he  is  guaranteed  a  minimum  amount  of  compensation  for  such 
service,  or  is  entitled  to  be  credited  with  the  unsold  newspapers  ' 
or  magazines  turned  back ;  I 

(15)  Service  performed  in  the  employ  of  an  international  or- 
ganization entitled  to  enjoy  privileges,  exemptions,  and  immuni-  | 
ties  as  an  international  organization  under  the  International  Or-  | 
ganizations  Immunities  Act  (59  Stat.  669)  ; 

(16)  Service  performed  by  an  individual  under  an  arrange- 
ment with  the  owner  or  tenant  of  land  pursuant  to  which —  | 

(A)  such  individual  undertakes  to  produce  agricultural  or  | 
horticultural  commodities  ( including  livestock,  bees,  poultry,  j 
and  fur-bearing  animals  and  wildlife)  on  such  land, 

( B )  the  agricultural  or  horticultural  commodities  produced 
by  such  individual,  or  the  proceeds  therefrom,  are  to  be  di- 
vided between  such  individual  and  such  owner  or  tenant,  and 

(C)  the  amount  of  such  individual's  share  depends  on  the 
amount  of  the  agricultural  or  horticultural  commodities  pro- 
duced ; 

(17)  Service  in  the  employ  of  any  organization  which  is  per- 
formed (A)  in  any  quarter  during  any  part  of  which  such  orga- 
nization is  registered,  or  there  is  in  effect  a  final  order  of  the  Sub- 
versive Activities  Control  Board  requiring  such  organization  to 
register,  under  the  Internal  Security  Act  of  1950,  as  amended,  as 
a  Communist-action  organization,  a  Communist-front  organiza- 
tion, or  a  Communist-infiltrated  organization,  and  (B)  after  June 
30,1956; 

(18)  Service  performed  in  Guam  by  a  resident  of  the  Republic 
of  the  Philippines  while  in  Guam  on  a  temporary  basis  as  a  non- 
immigrant alien  admitted  to  Guam  pursuant  to  section  101(a) 
(15)  (H)  (ii)  of  the  Immigration  and  Nationality  Act  (8  U.S.C. 
1101(a)  (15)  (H)(ii));  or 

(19)  Service  which  is  performed  by  a  nonresident  alien  indi- 
vidual for  the  period  he  is  temporarily  present  in  the  United 
States  as  a  nonimmigrant  under  subparagraph  (F)  or  (J)  of 
section  101(a)  (15)  of  the  Immigration  and  Nationality  Act,  as 
amended,  and  which  is  performed  to  carry  out  the  purpose  speci- 
fied in  subparagraph  (F)  or  ( J) ,  as  the  case  may  be. 
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Included  and  Excluded  Service 

(b)  If  the  services  performed  during  one-half  or  more  of  any  pay 
period  by  an  employee  for  the  person  employing  him  constitute  em- 
ployment, all  the  services  of  such  employee  for  such  period  shall  be 
deemed  to  be  employment ;  but  if  the  services  performed  during  more 
than  one-half  of  any  such  pay  period  by  an  employee  for  the  person 
employing  him  do  not  constitute  employment,  then  none  of  the  serv- 
ices of  such  employee  for  such  period  shall  be  deemed  to  be  employ- 
ment. As  used  in  this  subsection,  the  term  "pay  period"  means  a  period 
(of  not  more  than  thirty-one  consecutive  days)  for  which  a  payment 
of  remuneration  is  ordinarily  made  to  the  employee  by  the  person 
employing  him.  This  subsection  shall  not  be  applicable  with  respect  to 
services  performed  in  a  pay  period  by  an  employee  for  the  person 
employing  him,  where  any  of  such  service  is  excepted  by  paragraph 
(9)  of  subsection  (a). 

American  Vessel 

(c)  The  term  "American  vessel"  means  any  vessel  documented  or 
numbered  under  the  laws  of  the  United  States ;  and  includes  any  ves- 
sel which  is  neither  documented  or  numbered  under  the  laws  of  the 
United  States  nor  documented  under  the  laws  of  any  foreign  country, 
if  its  crew  is  employed  solely  by  one  or  more  citizens  or  residents  of 
the  United  States  or  corporations  organized  under  the  laws  of  the 
United  States  or  of  any  State. 

American  Aircraft 

(d)  The  term  "American  aircraft"  means  an  aircraft  registered 
under  the  laws  of  the  United  States. 

American  Employer 

(e)  The  term  "American  employer"  means  an  employer  which  is 
(1)  the  United  States  or  any  instrumentality  thereof,  (2)  a  State  or 
any  political  subdivision  thereof,  or  any  instrumentality  of  any  one  or 
more  of  the  foregoing,  (3)  an  individual  who  is  a  resident  of  the 
United  States,  (4)  a  partnership,  if  two-thirds  or  more  of  the  partners 
are  residents  of  the  United  States,  (5)  a  trust,  if  all  of  the  trustees  are 
residents  of  the  United  States,  or  (6)  a  corporation  organized  under 
the  laws  of  the  United  States  or  of  any  State. 

Agricultural  Labor 

(f )  The  term  "agricultural  labor"  includes  all  service  performed — 

( 1 )  On  a  farm,  in  the  employ  of  any  person,  in  connection  with 
cultivating  the  soil,  or  in  connection  with  raising  or  harvesting 
any  agricultural  or  horticultural  commodity,  including  the  rais- 
ing, shearing,  feeding,  caring  for,  training,  and  management  of 
livestock,  bees,  poultry,  and  fur-bearing  animals  and  wildlife. 

(2)  In  the  employ  of  the  owner  or  tenant  or  other  operator  of  a 
farm,  in  connection  with  the  operation,  management,  conserva- 
tion, improvement,  or  maintenance  of  such  farm  and  its  tools 
and  equipment,  or  in  salvaging  timber  or  clearing  land  of  brush 
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and  other  debris  left  by  a  hurricane,  if  the  major  part  of  such 
service  is  performed  on  a  farm. 

(3)  In  connection  with  the  production  or  harvestins:  of  any  com- 
modity defined  as  an  agricultural  commodity  in  section  15(g)  of 
the  Agricultural  Marketing  Act,  as  amended,  or  in  connection 
with  the  ginning  of  cotton,  or  in  connection  with  the  operation  or 
maintenance  of  ditches,  canals,  reservoirs,  or  waterways,  not 
owned  or  operated  for  profit,  used  exclusively  for  supplying  and 
storing  water  for  farming  purposes. 

(4)  (A)  In  the  employ  of  the  operator  of  a  farm  in  handling, 
planting,  drying,  packing,  packaging,  processing,  freezing,  grad- 
ing, storing,  or  delivering  to  storage  or  to  market  or  to  a  carrier 
for  transportation  to  market,  in  its  unmanufactured  state,  any 
agricultural  or  horticultural  commodity ;  but  only  if  such  operator 
produced  more  than  one-half  of  the  commodity  with  respect  to 
which  such  service  is  performed. 

(B)  In  the  employ  of  a  group  of  operators  of  farms  (other  than 
a  cooperative  organization)  in  the  performance  of  service  de- 
scribed in  subparagraph  ( A) ,  but  only  if  such  operators  produced 
all  of  the  commodity  with  respect  to  which  such  service  is  per- 
formed. For  the  purposes  of  this  subparagraph,  any  unincorpo- 
rated group  of  operators  shall  be  deemed  a  cooperative  organiza- 
tion if  the  number  of  operators  comprising  such  group  is  more 
than  twenty  at  any  time  during  the  calendar  quarter  in  which 
such  service  is  performed. 

(5)  On  a  farm  operated  for  profit  if  such  service  is  not  in  the 
course  of  the  employer's  trade  or  business  or  is  domestic  service 
in  a  private  home  of  the  employer. 

The  provisions  of  subparagraphs  (A)  and  (B)  of  paragraph  (4) 
shall  not  be  deemed  to  be  applicable  with  respect  to  service  performed 
in  connection  with  commercial  canning  or  commercial  freezing  or  in 
connection  with  any  agricultural  or  horticultural  commodity  after  its 
delivery  to  a  terminal  market  for  distribution  for  consumption. 

Farm 

(g)  The  term  "farm"  includes  stock,  dairy,  poultry,  fruit,  fur-bear- 
ing animal,  and  truck  farms,  plantations,  ranches,  nurseries,  ranges, 
greenhouses  or  other  similar  structures  used  primarily  for  the  raising 
of  agricultural  or  horticultural  commodities,  and  orchards. 

State 

(h)  The  term  "State"  includes  the  District  of  Columbia,  the  Com- 
monwealth of  Puerto  Rico,  the  Virgin  Islands,  Guam,  and  American 
Samoa. 

United  States 

(i)  The  term  "United  States"  when  used  in  a  geographical  sense 
means  the  States,  the  District  of  Columbia,  the  Commonwealth  of 
Puerto  Rico,  the  Virgin  Islands,  Guam,  and  American  Samoa. 

Employee 

(j)  The  term  "employee"  means — 

( 1 )  any  officer  of  a  corporation ;  or 
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(2)  any  individual  who,  under  the  usual  common  law  rules 
applicable  in  determining  the  employer-employee  relationship, 
has  the  status  of  an  employee ;  or 

(3)  any  individual  (other  than  an  individual  who  is  an  em- 
ployee under  paragraph  (1)  or  (2)  of  this  subsection)  who  per- 
forms services  for  remuneration  for  any  person — 

(A)  as  an  agent-driver  or  commission- driver  engaged  in 
distributing  meat  products,  vegetable  products,  fruit  prod- 
ucts, bakery  products,  beverages  (other  than  milk),  or  laun- 
dry or  dry  cleaning  services,  for  his  principal ; 

(B)  as  a  full-time  life  insurance  salesman ; 

(C)  as  a  home  worker  performing  work,  according  to 
specifications  furnished  by  the  person  for  whom  the  services 
are  performed,  on  materials  or  goods  furnished  by  such  per- 
son which  are  required  to  be  returned  to  such  person  or  a 
person  designated  by  him ;  or 

(D)  as  a  traveling  or  city  salesman,  other  than  as  an  agent- 
driver  or  commission-driver,  engaged  upon  a  full-time  basis 
in  the  solicitation  on  behalf  of,  and  the  transmission  to,  his 
principal  (except  for  side-line  sales  activities  on  behalf  of 
some  other  person)  of  orders  from  wholesalers,  retailers,  con- 
tractors, or  operators  of  hotels,  restaurants,  or  other  similar 
establishments  for  merchandise  for  resale  or  supplies  for  use 
in  their  business  operations ; 

if  the  contract  of  service  contemplates  that  substantially  all  of 
such  services  are  to  be  performed  personally  by  such  individual ; 
except  that  an  individual  shall  not  be  included  in  the  term  "em- 
ployee" under  the  provisions  of  this  paragraph  if  such  individual 
has  a  substantial  investment  in  facilities  used  in  connection  with 
the  performance  of  such  services  (other  than  in  facilities  for 
transportation),  or  if  the  services  are  in  the  nature  of  a  single 
transaction  not  part  of  a  continuing  relationship  with  the  person 
for  whom  the  services  are  performed. 

Covered  Transportation  Service 

(k)(l)  Except  as  provided  in  paragraph  (2),  all  services  per- 
formed in  the  employ  of  a  State  or  political  subdivision  in  connection 
with  its  operation  of  a  public  transportation  system  shall  constitute 
covered  transportation  service  if  any  part  of  the  transportation  sys- 
tem was  acquired  from  private  ownership  after  1936  and  prior  to  1951. 

(2)  Service  performed  in  the  employ  of  a  State  or  political  subdivi- 
sion in  connection  with  the  operation  of  its  public  transportation  sys- 
tem shall  not  constitute  covered  transportation  service  if — 

(A)  any  part  of  the  transportation  system  was  acquired  from 
private  ownership  after  1936  and  prior  to  1951,  and  substantially 
all  service  in  connection  with  the  operation  of  the  transportation 
system  is,  on  December  31,  1950,  covered  under  a  general  retire- 
ment system  providing  benefits  which,  by  reason  of  a  provision 
of  the  State  constitution  dealing  specifically  with  retirement  sys- 
tems of  the  State  or  political  subdivisions  thereof,  cannot  be 
diminished  or  impaired ;  or 

(B)  no  part  of  the  transportation  system  operated  by  the  State 
or  political  subdivision  on  December  31,  1950,  was  acquired  from 
private  ownership  after  1936  and  prior  to  1951 ; 
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except  that  if  such  State  or  political  subdivision  makes  an  acquisition 
after  1950  from  private  ownership  of  any  part  of  its  transportation 
system,  then,  in  the  case  of  any  employee  who — 

(C)  became  an  employee  of  such  State  or  political  subdivision 
in  connection  Avith  and  at  the  time  of  its  acquisition  after  1950  of 
such  part,  and 

(D)  prior  to  such  acquisition  rendered  service  in  employment 
in  connection  with  the  operation  of  such  part  of  the  transporta- 
tion system  acquired  by  the  State  or  political  subdivision. 

the  service  of  such  employee  in  connection  with  the  operation  of  the 
transportation  system  shall  constitute  covered  transportation  service, 
commencing  with  the  first  day  of  the  third  calendar  quarter  following 
the  calendar  quarter  in  which  the  acquisition  of  such  part  took  place, 
unless  on  such  first  day  such  service  of  such  employee  is  covered  by  a 
general  retirement  system  which  does  not,  with  respect  to  such  em- 
ployee, contain  special  provisions  applicable  only  to  employees  de- 
scribed in  subparagraph  (C). 

(3)  All  service  performed  in  the  employ  of  a  State  or  political  sub- 
division thereof  in  connection  with  its  operation  of  a  public  trans- 
portation system  shall  constitute  covered  transportation  service  if  the 
transportation  system  was  not  operated  by  the  State  or  political  sub- 
division prior  to  1951  and,  at  the  time  of  its  first  acquisition  (after 
1950)  from  private  ownership  of  any  part  of  its  transportation  system, 
the  State  or  political  subdivision  did  not  have  a  general  retirement 
system  covering  substantially  all  service  performed  in  connection  with 
the  operation  of  the  transportation  system. 

(4)  For  the  purposes  of  this  subsection — 

(A)  The  term  "general  retirement  system"  means  any  pension, 
annuity,  retirement,  or  similar  fund  or  system  established  by  a 
State  or  by  a  political  subdivision  thereof  for  employees  of  the 
State,  political  subdivision,  or  both;  but  such  term  shall  not  in- 
clude such  a  fund  or  system  which  covers  only  service  performed 
in  positions  connected  with  the  operation  of  its  public  transporta- 
tion system. 

(B)  A  transportation  system  or  a  part  thereof  shall  be  con- 
sidered to  have  been  acquired  by  a  State  or  political  subdivision 
from  private  ownership  if  prior  to  the  acquisition  service  per- 
formed by  employees  in  connection  with  the  operation  of  the 
system  or  part  thereof  acquired  constituted  employment  under 
this  title,  and  some  of  such  employees  become  employees  of  the 
State  or  political  subdivision  in  connection  with  and  at  the  time 
of  such  acquisition. 

(C)  The  term  "political  subdivision"  includes  an  instrumen- 
tality of  (i)  a  State,  (ii)  one  or  more  political  subdivisions  of  a 
State,  or  (iii)  a  State  and  one  or  more  of  its  political  subdivisions. 

Service  in  the  Uniformed  Services 

(1)  (1)  Except  as  provided  in  paragraph  (4),  the  term  "employ- 
ment" shall,  notwithstanding  the  proAdsions  of  subsection  (a)  of  this 
section,  include  service  performed  after  December  1956  by  an  individ- 
ual as  a  member  of  a  uniformed  service  on  active  duty ;  but  such  term 
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shall  not  include  any  such  service  which  is  performed  while  on  leave 
without  pay. 

(2)  Tjfie  term  "active  duty"  means  "active  duty"  as  described  in 
section  102  of  the  Servicemen's  and  Veterans'  Survivor  Benefits  Act, 
except  that  it  shall  also  include  "active  duty  for  training"  as  described 
in  such  section. 

(3)  The  term  "inactive  duty  training"  means  "inactive  duty  train- 
ing" as  described  in  such  section  102. 

(4)  (A)  Paragraph  (1)  of  this  subsection  shall  not  apply  in  the 
case  of  any  service,  performed  by  an  individual  as  a  member  of  a 
uniformed  service,  which  is  creditable  under  section  4  of  the  Railroad 
Retirement  Act  of  1937.  The  Railroad  Retirement  Board  shall  notify 
the  Secretary  of  Health,  Education,  and  Welfare,  as  provided  in  sec- 
tion 4(p)  (2)  of  that  Act,  with  respect  to  all  such  service  which  is  so 
creditable. 

(B)  In  any  case  where  benefits  under  this  title  are  already  payable 
on  the  basis  of  such  individual's  wages  and  self -employment  income 
at  the  time  such  notification  (with  respect  to  such  individual)  is  re- 
ceived by  the  Secretary,  the  Secretary  shall  certify  no  further  bene- 
fits for  payment  under  this  title  on  the  basis  of  such  individual's  wages 
and  self-employment  income,  or  shall  recompute  the  amount  of  any 
further  benefits  payable  on  the  basis  of  such  wages  and  self-employ- 
ment income,  as  may  be  required  as  a  consequence  of  subparagraph 
(A)  of  this  paragraph.  No  payment  of  a  benefit  to  any  person  on  the 
basis  of  such  individual's  wages  and  self-employment  income,  cer- 
tified by  the  Secretary  prior  to  the  end  of  the  month  in  which  he 
receives  such  notification  from  the  Railroad  Retirement  Board,  shall 
be  deemed  by  reason  of  this  subparagraph  to  have  been  an  erroneous 
payment  or  a  payment  to  which  such  person  was  not  entitled.  The 
Secretary  shall,  as  soon  as  possible  after  the  receipt  of  such  notifica- 
tion from  the  Railroad  Retirement  Board,  advise  such  Board  whether 
or  not  any  such  benefit  will  be  reduced  or  terminated  by  reason  of  sub- 
paragraph (A),  and  if  any  such  benefit  will  be  so  reduced  or  ter- 
minated, specify  the  first  month  with  respect  to  which  such  reduction 
or  termination  will  be  effective. 

Member  of  a  Uniformed  Service 

(m)  The  term  "member  of  a  uniformed  service"  means  any  person 
appointed,  enlisted,  or  inducted  in  a  component  of  the  Army,  Navy, 
Air  Force,  Marine  Corps,  or  Coast  Guard  (including  a  reserve  com- 
ponent of  a  uniformed  service  as  defined  in  section  102(3)  of  the  Serv- 
icemen's and  Veterans'  Survivor  Benefits  Act)  or  in  one  of  those 
services  without  specification  of  component,  or  as  a  commissioned 
officer  of  the  Coast  and  Geodetic  Survey  or  the  Regular  or  Reserve 
Corps  of  the  Public  Health  Service,  and  any  person  serving  in  the 
Army  or  Air  Force  under  call  or  conscription.  The  term  includes — 

( 1 )  a  retired  member  of  any  of  those  services ; 

(2)  a  member  of  the  Fleet  Reserve  or  Fleet  Marine  Corps 
Reserve; 

(3)  a  cadet  at  the  United  States  Military  Academy,  a  midship- 
man at  the  United  States  Naval  Academy,  and  a  cadet  at  the 
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United  States  Coast  Guard  Academy  or  United  States  Air  Force  I 
Academy ;  | 

(4)  a  member  of  the  Reserve  Officers'  Training  Corps,  the  | 
Naval  Reserve  Officers'  Training  Corps,  or  the  Air  Force  Reserve  j 
Officers'  Training  Corps,  when  ordered  to  annual  training  duty  i 
for  fourteen  days  or  more,  and  while  performing  authorized  I 
travel  to  and  from  that  duty ;  and  ' 

(5)  any  person  while  en  route  to  or  from  or  at,  a  place  for  | 
final  acceptance  or  for  entry  upon  active  duty  in  the  military  or  i 
naval  service —  I 

(A)  who  has  been  provisionally  accepted  for  such  duty ;  or  ' 

(B)  who,  under  the  Universal  Military  Training  and  Serv-  | 
ice  Act,  has  been  selected  for  active  military  or  naval  service ;  | 

and  has  been  ordered  or  directed  to  proceed  to  such  place.  .  I 

The  term  does  not  include  a  temporary  member  of  the  Coast  Guard  | 
Reserve. 

Crew  Leader 

(n)  The  term  "crew  leader"  means  an  individual  who  furnishes 
individuals  to  perform  agricultural  labor  for  another  person,  if  such 
individual  pays  (either  on  his  own  behalf  or  on  behalf  of  such  per- 
son) the  individuals  so  furnished  by  him  for  the  agricultural  labor 
performed  by  them  and  if  such  individual  has  not  entered  into  a  writ-  | 
ten  agreement  with  such  person  whereby  such  individual  has  been  des-  | 
ignated  as  an  employee  of  such  person ;  and  such  individuals  furnished  j' 
by  the  crew  leader  to  perform  agricultural  labor  for  another  person  i 
shall  be  deemed  to  be  the  employees  of  such  crew  leader.  A  crew  leader  I 
shall,  with  respect  to  services  performed  in  furnishing  individuals  to 
perform  agricultural  labor  for  another  person  and  service  performed  | 
as  a  member  of  the  crew,  be  deemed  not  to  be  an  employee  of  such  | 
other  person. 

Peace  Corps  Volunteer  Service 

(o)  The  term  "employment"  shall,  notwithstanding  the  provisions  I 

of  subsection  (a),  include  service  performed  by  an  individual  as  a  j 

volunteer  or  volunteer  leader  within  the  meaning  of  the  Peace  Corps  | 

Act.  1 

! 

Service  Performed  Under  Contract  by  Participants  in  Guaranteed  Employment  | 

(p)  The  term  employment'''  shall  notunthstanding  the  provisions  of  , 
subsection  (a),  include  service  performed  hy  a  participant  in  guaran-  j 
teed  employment  provided  hy  the  Wo7'k  Administratio7i  under  title  \ 
XX ^  hut  only  if — 

(7)  such  service  is  performed  for  or  on  behalf  of  an  employer  / 
pursuant  to  a  contract  entered  into  hetioeen  the  Work  Adminis-l 
tration  and  such  employer  under  section  2052(e) ;  and 

(2)  the  renmneration  paid  hy  the  Work  Administi^ation  to 
such  participant  to  compensate  him  for  the  performance  of  such 
service  would  have  constituted  wages  {loithin  the  meaning  of 
section  209)  if — 

{A)  such  participant  had  performed  such  service  as  a7i 
employee  of  such  employer;  and 
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{B)  such  employer  had  paid  such  remuneration  to  such 
participant  to  compensate  hiin  for  the  performance  of  such 
service. 

Self-Employment 

Sec.  211.  For  the  purposes  of  this  title — 

Net  Earnings  From  Self-Employment 

(a)  The  term  "net  earnings  from  self -employment"  means  the  gross 
income,  as  computed  under  Subtitle  A  of  the  Internal  Revenue  Code 
of  1954,  derived  by  an  individual  from  any  trade  or  business  carried 
on  by  such  individual,  less  the  deductions  allowed  under  such  subtitle 
which  are  attributable  to  such  trade  or  business,  plus  his  distribu- 
tive share  (whether  or  not  distributed)  of  income  or  loss  described 
in  section  702(a)  (9)  of  the  Internal  Revenue  Code  of  1954,  from  any 
trade  or  business  carried  on  by  a  partnership  of  which  he  is  a  member ; 
except  that  in  computing  such  gross  income  and  deductions  and  such 
distributive  share  of  partnership  ordinary  income  or  loss — 

(1)  There  shall  be  excluded  rentals  from  real  estate  and  from 
personal  property  leased  with  the  real  estate  (including  such 
rentals  paid  in  crop  shares),  together  with  the  deductions  at- 
tributable thereto,  unless  such  rentals  are  received  in  the  course 
of  a  trade  or  business  as  a  real  estate  dealer ;  except  that  the  pre- 
ceding provisions  of  this  paragraph  shall  not  apply  to  any  income 
derived  by  the  owner  or  tenant  of  land  if  (A)  such  income  is 
derived  under  an  arrangement,  between  the  owner  or  tenant  and 
another  individual,  which  provides  that  such  other  individual 
shall  produce  agricultural  or  horticultural  commodities  (includ- 
ing livestock,  bees,  poultry,  and  fur-bearing  animals  and  wild- 
life) on  such  land,  and  that  there  shall  be  material  participation 
by  the  ow^ner  or  tenant  in  the  production  or  the  management  of 
the  production  of  such  agricultural  or  horticultural  commodities, 
and  (B)  there  is  material  participation  by  the  owner  or  tenant 
with  respect  to  any  such  agricultural  or  horticultural  commodity ; 

(2)  There  shall  be  excluded  dividends  on  any  share  of  stock, 
and  interest  on  any  bond,  debenture,  note,  or  certificate,  or  other 
evidence  of  indebtedness,  issued  with  interest  coupons  or  in  regis- 
tered form  by  any  corporation  (including  one  issued  by  a  govern- 
ment or  political  subdivision  thereof),  unless  such  dividends  and 
interest  (other  than  interest  described  in  section  35  of  the  Internal 
Revenue  Code  of  1954)  are  received  in  the  course  of  a  trade  or 
business  as  a  dealer  in  stocks  or  securities ; 

(3)  There  shall  be  excluded  any  gain  or  loss  (A)  which  is  con- 
sidered under  Subtitle  A  of  the  Internal  Revenue  Code  of  1954  as 
gain  or  loss  from  the  sale  or  exchange  of  a  capital  asset,  (B)  from 
the  cutting  of  timber  or  the  disposal  of  timber,  coal,  or  iron  ore,  if 
section  631  of  the  Internal  Revenue  Code  of  1954  applies  to  such 
gain  or  loss,  or  (C)  from  the  sale,  exchange,  involuntary  conver- 
sion, or  other  disposition  of  property  if  such  property  is  neither 
(i)  stock  in  trade  or  other  property  of  a  kind  which  would  prop- 
erly be  includible  in  inventory  if  on  hand  at  the  close  of  the  tax- 
able year,  nor  (ii)  property  held  primarily  for  sale  to  customers 
in  the  ordinary  course  of  the  trade  or  business ; 
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(4)  The  deduction  for  net  operating  losses  provided  in  section  I 
172  of  such  Code  shall  not  be  allowed ;  | 

(5)  (A)  If  any  of  the  income  derived  from  a  trade  or  business  ' 
(other  than  a  trade  or  business  carried  on  by  a  partnership)  is  j 
community  income  under  community  property  laws  applicable  to 
such  income,  all  of  the  gross  income  and  deductions  attributable  I 
to  such  trade  or  business  shall  be  treated  as  the  gross  income  and  ' 
deductions  of  the  husband  unless  the  wife  exercises  substantially  | 
all  of  the  management  and  control  of  such  trade  or  business,  in  , 
which  case  all  of  such  gross  income  and  deductions  shall  be  treated  I 
as  the  gross  income  and  deductions  of  the  wife ; 

(B)  If  any  portion  of  a  partner's  distributive  share  of  the  ordi-  j 
nary  net  income  or  loss  from  a  trade  or  business  carried  on  by  a 
partnership  is  community  income  or  loss  under  the  community 
property  laws  applicable  to  such  share,  all  of  such  distributive 
share  shall  be  included  in  computing  the  net  earnings  from  self-  i 
employment  of  such  partner,  and  no  part  of  such  share  shall  be  I 
taken  into  account  in  computing  the  net  earnings  from  self-  j, 
employment  of  the  spouse  of  such  partner ;  i 

(6)  A  resident  of  the  Commonwealth  of  Puerto  Rico  shall  com- 
pute his  net  earnings  from  self -employment  in  the  same  manner  as 
a  citizen  of  the  United  States  but  without  regard  to  the  provisions 
of  section  933  of  the  Internal  Revenue  Code  of  1954 ;  i 

(7)  An  individual  who  is  a  duly  ordained,  commissioned,  or  1 
licensed  minister  of  a  church  or  a  member  of  a  religious  order  ! 
shall  compute  his  net  earnings  from  self-employment  derived  ! 
from  the  performance  of  service  described  in  subsection  (c)  (4)  i 
without  regard  to  section  107  (relating  to  rental  value  of  par-  \ 
sonages),  [and]  section  119  (relating  to  meals  and  lodging  fur-  I 
nished  for  the  convenience  of  the  employer)  [of  the  Internal  Reve-  | 
nue  Code  of  1954  and,  in  addition,  if  he  is  a  citizen  of  the  United  i 
States  performing  such  service  as  an  employee  of  an  American  ! 
employer  (as  defined  in  section  210(e) )  or  as  a  minister  in  a  for-  j 
eign  country  who  has  a  congregation  which  is  composed  pre-  | 
dominantly  of  citizens  of  the  United  States,  without  regard  to],  | 
and  section  911  (relating  to  earned  income  from  sources  without  , 
the  United  States)  and  section  931  (relating  to  income  from  I 
sources  within  possessions  of  the  United  States)  of  [such  Code]  | 
the  Internal  Revenue  Code  of  195 J^:  ^ 

(8)  The  term  "possession  of  the  United  States"  as  used  in 
sections  931  (relating  to  income  from  sources  within  possessions 
of  the  United  States)  and  932  (relating  to  citizens  of  possessions 
of  the  United  States)  of  the  Internal  Revenue  Code  of  1954 
shall  be  deemed  not  to  include  the  Virgin  Islands,  Guam,  or 
American  Samoa ;  [and] 

(9)  There  shall  be  excluded  amounts  received  by  a  partner 
pursuant  to  a  written  plan  of  the  partnership,  which  meets  such 
requirements  as  are  prescribed  by  the  Secretary  of  the  Treasury 
or  his  degelate,  and  which  provides  for  payments  on  account  of 
retirement,  on  a  periodic  basis,  to  partners  generally  or  to  a  class 


*  Applies  with  respect  to  taxable  years  beginning  after  Dec.  31,  1972. 
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or  classes  of  partners,  such  payments  to  continue  at  least  until 
such  partner's  death,  if — 

(A)  such  partner  rendered  no  services  with  respect  to 
any  trade  or  business  carried  on  by  such  partnership  (or  its 
successors)  during  the  taxable  year  of  such  partnership  (or 
its  successors),  ending  within  or  with  his  taxable  year,  in 
which  such  amounts  were  received,  and 

(B)  no  obligation  exists  (as  of  the  close  of  the  partner- 
ship's taxable  year  referred  to  in  subparagraph  (A) )  from 
the  other  partners  to  such  partner  except  with  respect  to  re- 
tirement payments  under  such  plan,  and 

(C)  such  partner's  share,  if  any  of  the  capital  of  the 
partnership  has  been  paid  to  him  in  full  before  the  close  of 
the  partnership's  taxable  year  referred  to  in  subparagraph 
(A)[.];  and 

{10)  In  the  case  of  an  individual  who  has  teen  a  resident  of  the 
United,  States  during  the  entire  taxable  year^  the  exclusion  from 
gross  income  provided  hy  section  911  {a)  {2)  of  the  Internal  Rev- 
enue Code  of  195 Jf.  shall  not  apply. 
If  the  taxable  year  of  a  partner  is  different  from  that  of  the  partner- 
ship, the  distributive  share  which  he  is  required  to  include  in  com- 
puting his  net  earnings  from  self -employment  shall  be  based  upon 
the  ordinary  net  income  or  loss  of  the  partnership  for  any  taxable 
year  of  the  partnership  (even  though  beginning  prior  to  1951)  end- 
ing within  or  with  his  taxable  year.  In  the  case  of  any  trade  or  busi- 
ness which  is  carried  on  by  an  individual  or  by  a  partnership  and  in 
which,  if  such  trade  or  business  were  carried  on  exclusively  by  em- 
ployees, the  major  portion  of  the  services  would  constitute  agricul- 
tural labor  as  defined  in  section  210  (f)  — 

(i)  in  the  case  of  an  individual,  if  the  gross  income  derived  by 
him  from  such  trade  or  business  is  not  more  than  $2,400,  the  net 
earnings  from  self -employment  derived  by  him  from  such  trade 
or  business  may,  at  his  option,  be  deemed  to  be  66%  percent  of 
such  gross  income ;  or 

(ii)  in  the  case  of  an  individual,  if  the  gross  income  derived  by 
him  from  such  trade  or  business  is  more  than  $2,400  and  the  net 
earnings  from  self -employment  derived  by  him  from  such  trade 
or  business  (computed  under  this  subsection  without  regard  to 
this  sentence)  are  less  than  $1,600,  the  net  earnings  from  self- 
employment  derived  by  him  from  such  trade  or  business  may,  at 
his  option,  be  deemed  to  be  $1,600 ;  and 

(iii)  in  the  case  of  a  member  of  a  partnership,  if  his  distribu- 
tive share  of  the  gross  income  of  the  partnership  derived  from 
such  trade  or  business  (after  such  gross  income  has  been  reduced 
by  the  sum  of  all  payments  to  which  section  707(c)  of  the  In- 
ternal Eevenue  Code  of  1954  applies)  is  not  more  than  $2,400, 
his  distributive  share  of  income  described  in  section  702(a)  (9)  of 
such  Code  derived  from  such  trade  or  business  may,  at  his  option, 
be  deemed  to  be  an  amount  equal  to  66%  percent  of  his  distribu- 


^  Applies  with  respect  to  taxable  years  beginning  after  Dec.  31,  1972. 
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tive  share  of  such  gross  income  (after  such  gross  income  has  been 
so  reduced) ;  or 

(iv)  in  the  case  of  a  member  of  a  partnership,  if  his  distributive 
share  of  the  gross  income  of  the  partnership  derived  from  such 
trade  or  business  (after  such  gross  income  has  been  reduced  by 
the  sum  of  all  payments  to  which  section  707(c)  of  the  Internal  | 
Revenue  Code  of  1954  applies)  is  more  than  $2,4.00  and  his  dis-  | 
tributive  share  (whether  or  not  distributed)  of  income  described  | 
in  section  702(a)(9)  of  such  Code  derived  from  such  trade  or 
business  (computed  under  this  subsection  without  regard  to  this 
sentence)  is  less  than  $1,600,  his  distributive  share  of  income  de- 
scribed in  such  section  702(a)(9)  derived  from  such  trade  or 
business  may,  at  his  option,  be  deemed  to  be  $1,600. 

For  purposes  of  the  preceding  sentence,  gross  income  means — 

( v)  in  the  case  of  any  such  trade  or  business  in  which  the  income 

is  computed  under  a  cash  receipts  and  disbursements  method,  the  i 
gross  receipts  from  such  trade  or  business  reduced  by  the  cost  or  | 
other  basis  of  property  which  was  purchased  and  sold  in  carrying 
on  such  trade  or  business,  adjusted  (after  such  reduction)  in  ac- 
cordance with  the  provisions  of  paragraphs  (1)  through  (6)  and 
paragraph  ( H )  of  this  subsection ;  and 

(vi)  in  the  case  of  any  such  trade  or  business  in  which  the  in- 
come is  computed  under  an  accrual  method,  the  gross  income 
from  such  trade  or  business,  adjusted  in  accordance  with  the  pro- 
visions of  paragraphs  (1)  through  (6)  and  paragraph  (8)  of  this 
subsection ; 

and,  for  purposes  of  such  sentence,  if  an  individual  (including  a  mem- 
ber of  a  partnership)  derives  gross  income  from  more  than  one  such 
trade  or  business,  such  gross  income  (including  his  distributive  share 
of  the  gross  income  of  any  partnership  derived  from  any  such  trade  or 
business)  shall  be  deemed  to  have  been  derived  from  one  trade  or 
business. 

The  preceding  sentence  and  clauses  (i)  through  (iv)  of  the  second 
preceding  sentence  shall  also  apply  in  the  case  of  any  trade  or  business 
(other  than  a  trade  or  business  specified  in  such  second  preceding  sen- 
tence) which  is  carried  on  by  an  individual  loho  is  self-employed  on  a 
regular  basis  as  defined  in  subsection  (g)^  or  by  a  partnership  of  which 
an  individual  is  a  member  on  a  regular  basis  as  defined  in  subsection 
(g)^  but  only  if  such  individuaVs  net  earnings  from  self -employment 
in  the  taxable  year  as  determined  loithout  regard  to  this  sentence  are 
less  than  $1,600  and  less  than  66%  percent  of  the  sum  (in  such  taxable 
year)  of  \such  individuals  gross  income  derived  from  all  trades  or 
businesses  carried  on  by  him  and  his  distributive  share  of  the  income 
or  loss  from  all  trades  or  businesses  carried  on  by  all  the  partnerships 
of  which  he  is  a  member;  except  that  this  sentence  shall  not  apply  to 
more  than  5  taxable  years  in  the  case  of  any  individual,  and  in  no  case 
in  which  an  individual  elects  to  determine  the  amount  of  his  net  earn- 
ings from  self -employment  for  a  taxahle  year  under  the  provisions  of 
the  tw)0  preceding  sentences  with  respect  to  a  trade  or  business  to  which 
the  second  preceding  sentence  applies  and  with  respect  to  a  trade  or 
business  to  which  this  sentence  applies  shall  such  net  earnings  for 
such  year  exceed  $1S00} 


1  Applies  with  respect  to  taxable  years  beginning  after  Dec.  31,  1972. 
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Self- Employment  Income 

(b)  The  term  "self -employment  income"  means  the  net  earnings 
from  self -employment  derived  by  an  individual  (other  than  a  non- 
resident alien  individual)  during  any  taxable  year  beginning  after 
1950 ;  except  that  such  term  shall  not  include — 

(1)  That  part  of  the  net  earnings  from  self -employment  which 
is  in  excess  of — 

(A)  For  any  taxable  year  ending  prior  to  1955,  (i)  $3,600, 
minus  (ii)  the  amount  of  the  wages  paid  to  such  individual 
during  the  taxable  year ;  and 

(B)  For  any  taxable  year  ending  after  1954  and  prior  to 
1959,  (i)  $4,200,  minus  (ii)  the  amount  of  the  wages  paid  to 
such  individual  during  the  taxable  year ;  and 

(C)  For  any  taxable  year  ending  after  1958  and  prior  to 
1966,  (i)  $4,800,  minus  (ii)  the  amount  of  the  wages  paid  to 
such  individual  during  the  taxable  year ;  and 

(D)  For  any  taxable  year  ending  after  1965  and  prior  to 
1968,  (i)  $6,600,  minus  (ii)  the  amount  of  the  wages  paid 
to  such  individual  during  the  taxable  year ;  and 

(E)  For  any  taxable  year  ending  after  1967  and  beginning 
prior  to  1972,  (i)  $7,800,  minus  (ii)  the  amount  of  the  wages 
paid  to  such  individual  during  the  taxable  year ;  and 

( F )  For  any  taxable  year  beginning  after  1971  and  prior  to 
1973,  (i)  $9,000,  minus  (ii)  the  amount  of  the  w^ages  paid  to 
such  individual  during  the  taxable  year ;  and 

(G)  For  any  taxable  year  beginning  after  1972  and  prior 
to  1974,  (i)  $10,800,  minus  (ii)  the  amount  of  the  wages  paid 
to  such  individual  during  the  taxable  year ;  and 

(H)  For  any  taxable  year  beginning  after  1973  and  prior 
to  1975,  (i)  $12,000,  minus  (ii)  the  amount  of  the  wages  paid 
to  such  individual  during  the  taxable  year ;  and 

(I)  For  any  taxable  year  beginning  in  any  calendar  year 
after  1974,  (i)  an  amount  equal  to  the  contribution  and  bene- 
fit base  (as  determined  under  section  230)  which  is  effective 
for  such  calendar  year,  minus  (ii)  the  amount  of  the  wages 
paid  to  such  individual  during  such  taxable  year ;  or 

(2)  The  net  earnings  from  self -employment,  if  such  net  earn- 
ings for  the  taxable  year  are  less  than  $400. 

An  individual  who  is  not  a  citizen  of  the  United  States  but  who  is 
a  resident  of  the  Commonwealth  of  Puerto  Rico,  the  Virgin  Islands, 
Guam,  or  American  Samoa  shall  not,  for  the  purposes  of  this  sub- 
section, be  considered  to  be  a  nonresident  alien  individual. 

Trade  or  Business 

(c)  The  term  "trade  or  business",  when  used  with  reference  to  self- 
employment  income  or  net  earnings  from  self-employment,  shall  have 
the  same  meaning  as  when  used  in  section  162  of  the  Internal  Revenue 
Code  of  1954,  except  that  such  terms  shall  not  include — 

(1)  The  performance  of  the  functions  of  a  public  office,  other 
than  the  functions  of  a  public  office  of  a  State  or  a  political  sub- 
division thereof  with  respect  to  fees  received  in  any  period  in 
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which  the  functions  are  performed  in  a  position  compensated 
solely  on  a  fee  basis  and  in  which  such  functions  are  not  covered 
under  an  agreement  entered  into  by  such  State  and  the  Secretary 
pursuant  to  section  218 ; 

(2)  The  performance  of  service  by  an  individual  as  an  em- 
ployee other  than — 

(A)  service  described  in  section  210(a)  (14)  (B)  performed  | 
by  an  individual  who  has  attained  the  age  of  eighteen,  i 

(B)  service  described  in  section  210(a)  (16) ,  ' 

(C)  service  described  in  section  210(a)  (11),  (12),  or  (15)  ; 
performed  in  the  United  States  by  a  citizen  of  the  United  | 
States, 

(D)  service  described  in  paragraph  (4)  of  this  subsection, 
and 

(E)  service  performed  by  an  individual  as  an  employee  of 
a  State  or  a  political  subdivision  thereof  in  a  position  com- 
pensated solely  on  a  fee  basis  with  respect  to  fees  received  in 
any  period  in  which  such  service  is  not  covered  under  an 
agreement  entered  into  by  such  State  and  the  Secretary  pur- 
suant to  section  218 ; 

(3)  The  performance  of  service  by  an  individual  as  an  em- 
ployee or  employee  representative  as  defined  in  section  3231  of  the 
Internal  Revenue  Code  of  1954 ; 

(4)  The  performance  of  service  by  a  duly  ordained,  commis- 
sioned, or  licensed  minister  of  a  church  in  the  exercise  of  his 
ministry  or  by  a  member  of  a  religious  order  in  the  exercise  of 
duties  required  by  such  order ; 

(5)  The  performance  of  service  by  an  individual  in  the  exer- 
cise of  his  profession  as  a  Christian  Science  practitioner ;  or 

(6)  The  performance  of  service  by  an  individual  during  the 
period  for  which  an  exemption  under  section  1402(h)  of  the  In- 
ternal Revenue  Code  of  1954  is  effective  with  respect  to  him. 

The  provisions  of  paragraph  (4)  or  (5)  shall  not  apply  to  service 
(other  than  service  performed  by  a  member  of  a  religious  order  who 
has  taken  a  vow  of  poverty  as  a  member  of  such  order)  performed 
by  an  individual  unless  an  exemption  under  section  1402(e)  of  the 
Internal  Revenue  Code  of  1954  is  effective  with  respect  to  him. 

Partnership  and  Partner 

(d)  The  term  "partnership"  and  the  term  "partner"  shall  have  the 
same  meaning  as  when  used  in  subchapter  K  of  chapter  1  of  the  In- 
ternal Revenue  Code  of  1954. 

Taxable  Year 

(e)  The  term  "taxable  year"  shall  have  the  same  meaning  as  when 
used  in  subtitle  A  of  the  Internal  Revenue  Code  of  1954;  and  the 
taxable  year  of  any  individual  shall  be  a  calendar  year  unless  he  has 
a  different  taxable  year  for  the  purposes  of  subtitle  A  of  such  Code,  in 
which  case  his  taxable  year  for  the  purposes  of  this  title  shall  be  the 
same  as  his  taxable  year  under  such  subtitle  A. 
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Partner's  Taxable  Year  Ending  as  Result  of  Death 

(f )  In  computing  a  partner's  net  earnings  from  self-empoyment 
for  his  taxable  year  which  ends  as  a  result  of  his  death  (but  only  if 
such  taxable  year  ends  Avithin,  and  not  with,  the  taxable  year  of  the 
partnership) ,  there  shall  be  included  so  much  of  the  deceased  partner's 
distributive  share  of  the  partnership's  ordinary  income  or  loss  for  the 
partnership  taxable  year  as  is  not  attributable  to  an  interest  in  the 
partnership  during  any  period  beginning  on  or  after  the  first  day  of 
the  first  calendar  month  following  the  month  in  which  such  partner 
died.  For  purposes  of  this  subsection — 

( 1 )  in  determining  the  portion  of  the  distributive  share  which 
is  attributable  to  any  period  specified  in  the  preceding  sentence, 
the  ordinary  income  or  loss  of  the  partnership  shall  be  treated  as 
having  been  realized  or  sustained  ratably  over  the  partnership 
taxable  year;  and 

(2)  the  term  "deceased  partner's  distributive  share"  includes 
the  share  of  his  estate  or  of  any  other  person  succeeding,  by 
reason  of  his  death,  to  rights  with  respect  to  his  partnership 
interests. 

Regular  Basis 

{g)  An  individual  shall  he  deemed  to  he  self-employed  on  a  regular 
hasis  in  a  taxable  year,  or  to  he  a  meinlyer  of  a  partnership  on  a  regular 
hasis  in  such  year,  if  he  had  net  earnings  from  self -employment,  as 
defined  in  the  first  sentence  of  subsection  {a),  of  not  less  than  $IfiO  in  at 
least  tiDO  of  the  three  consecutive  taxable  years  immediately  preceding 
such  taxahle  year  from  trades  or  husinesses  carried  on  hy  such  individ- 
ual or  such  partnership} 

Crediting  of  Self -Employment  Income  to  Calendar  Quarters 

Sec.  212.  For  the  purposes  of  determining  average  monthly  wage 
and  quarters  of  coverage  the  amount  of  self-employment  income 
derived  during  any  taxable  year  shall  be  credited  to  calender  quarters 
as  follows : 

(a)  In  the  case  of  a  taxable  year  which  is  a  calendar  year  the  self- 
employment  income  of  such  taxable  year  shall  be  credited  equally  to 
each  quarter  of  such  calendar  year. 

(b)  In  the  case  of  any  other  taxable  year  the  self -employment  in- 
come shall  be  credited  equally  to  the  calendar  quarter  in  which  such 
taxable  year  ends  and  to  each  of  the  next  three  or  fewer  preceding 
quarters  any  part  of  which  is  in  such  taxable  year. 

Quarter  and  Quarter  of  Coverage 

Definitions 

Sec.  213.  (a)  For  the  purposes  of  this  title — 

(1)  The  term  "quarter",  and  the  term  "calendar  quarter", 
means  a  period  of  three  calendar  months  ending  on  March  31, 
June  30,  September  30,  or  December  31. 


^Applies  with  respect  to  taxable  years  beginning  after  Dec.  31,  1972. 
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(2)  The  term  "quarter  of  coverage"  means  a  quarter  in  which 
the  individual  has  been  paid  $50  or  more  in  wages  (except  wages 
for  agricultural  labor  paid  after  1954)  or  for  which  he  has  been 
credited  (as  determined  under  section  212)  with  $100  or  more  of 
self-employment  income,  except  that — 

(1)  no  quarter  after  the  quarter  in  which  such  individual 
died  shall  be  a  quarter  of  coverage,  and  no  quarter  any  part 
of  which  was  included  in  a  period  of  disability  (other  than 
the  initial  quarter  and  the  last  quarter  of  such  period)  shall 
be  a  quarter  of  coverage ; 

(ii)  if  the  wages  paid  to  any  individual  in  any  calendar 
year  equal  to  $3,000  in  the  case  of  a  calendar  year  before  1951, 
or  $3,600  in  the  case  of  a  calendar  year  after  1950  and  before 
1955,  or  $4,200  in  the  case  of  a  calendar  year  after  1954  and 
before  1959,  or  $4,800  in  the  case  of  a  calendar  year  after 
1958  and  before  1966,  or  $6,600  in  the  case  of  a  calendar  year 
after  1965  and  before  1968,  or  $7,800  in  the  case  of  a  calendar 
year  after  1967  and  before  1972,  or  $9,000  in  the  case  of  a 
calendar  year  after  1971  and  before  1973,  or  $10,800  in  the 
case  of  a  calendar  year  after  1972  and  before  1974,  or  $12,000 
in  the  case  of  a  calendar  year  after  1973  and  before  1975,  or 
an  amount  equal  to  the  contribution  and  benefit  base  (as  de- 
termined under  section  230)  in  the  case  of  any  calendar  year 
after  1974  with  respect  to  which  such  contribution  and  bene- 
fit base  is  effective,  each  quarter  of  such  year  shall  (subject  to 
clause  (i) )  be  a  quarter  of  coverage; 

(iii)  if  an  individual  has  self -employment  income  for  a 
taxable  year,  and  if  the  sum  of  such  income  and  the  wages 
paid  to  him  during  such  year  equals  $3,600  in  the  case  of  a 
taxable  year  beginning  after  1950  and  ending  before  1955, 
or  $4,200  in  the  case  of  a  taxable  year  ending  after  1954  and 
before  1959,  or  $4,800  in  the  case  of  a  taxable  year  ending 
after  1958  and  before  1966,  or  $6,600  in  the  case  of  a  taxable 
year  after  1965  and  before  1968,  or  $7,800  in  the  case  of  a 
taxable  year  ending  after  1967,  or  $9,000  in  the  case  of  a  tax- 
able year  beginning  after  1971  and  before  1973,  or  $10,800  in 
the  case  of  a  taxable  year  beginning  after  1972  and  before 
1974,  or  $12,000  in  the  case  of  a  taxable  year  beginning  after 
1973  and  before  1975,  or  an  amount  equal  to  the  contribution 
and  benefit  base  (as  determined  under  section  230)  which  is 
effective  for  the  calendar  year  in  the  case  of  any  taxable  year 
beginning  in  any  calendar  year  after  1974,  each  quarter  any 
part  of  which  falls  in  such  year  shall  (subject  to  clause  (i) ) 
be  a  quarter  of  coverage ; 

(iv)  if  an  individual  is  paid  wages  for  agricultural  labor 
in  a  calendar  year  after  1954,  then,  subject  to  clause  (i),  (a) 
the  last  quarter  of  such  year  which  can  be  but  is  not  other- 
wise a  quarter  of  coverage  shall  be  a  quarter  of  coverage  if 
such  wages  equal  or  exceed  $100  but  are  less  than  $200;  (b) 
the  last  two  quarters  of  such  year  which  can  be  but  are  not 
otherwise  quarters  of  coverage  shall  be  quarters  of  coverage 
if  such  wages  equal  or  exceed  $200  but  are  less  than  $300; 
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(c)  the  last  three  quarters  of  such  year  which  can  be  but  are 
not  otherwise  quarters  of  coverage  shall  be  quarters  of  cover- 
age if  such  wages  equal  or  exceed  $300  but  are  less  than  $400 ; 
and  (d)  each  quarter  of  such  year  which  is  not  otherwise  a 
quarter  of  coverage  shall  be  a  quarter  of  coverage  if  such 
wages  are  $400  or  more ;  and 

(v)  no  quarter  shall  be  counted  as  a  quarter  of  coverage 
prior  to  the  beginning  of  such  quarter. 
If  in  the  case  of  any  individual  who  has  attained  age  62  or  died  or 
is  under  a  disability  and  who  has  been  paid  wages  for  agricultural 
labor  in  a  calendar  year  after  1954,  the  requirements  for  insured  status 
in  subsection  (a)  or  (b)  of  section  214,  the  requirements  for  entitle- 
ment to  a  computation  or  recomputation  of  his  primary  insurance 
amount,  or  the  requirements  of  paragraph  (3)  of  section  216 (i)  are 
not  met  after  assignment  of  quarters  of  coverage  to  quarters  in  such 
year  as  provided  in  clause  (iv)  of  the  preceding  sentence,  but  would 
be  met  if  such  quarters  of  coverage  were  assigned  to  different  quarters 
in  such  year,  then  such  quarters  of  coverage  shall  instead  be  assigned, 
for  purposes  only  of  determining  compliance  with  such  requirements, 
to  such  different  quarters.  If,  in  the  case  of  an  individual  who  did  not 
die  prior  to  January  1,  1955,  and  who  attained  age  62  (if  a  woman)  or 
age  65  (if  a  man)  or  died  before  July  1,  1957,  the  requirements  for 
insured  status  in  section  214(a)  (3)  are  not  met  because  of  his  hav- 
ing too  few  quarters  of  coverage  but  would  be  met  if  his  quarters  of 
coverage  in  the  first  calendar  year  in  which  he  had  any  covered  em- 
ployment had  been  determined  on  the  basis  of  the  period  during  which 
wages  were  earned  rather  than  on  the  basis  of  the  period  during  which 
wages  were  paid  (any  such  wages  paid  that  are  reallocated  on  an 
earned  basis  shall  not  be  used  in  determining  quarters  of  coverage  for 
subsequent  calendar  years),  then  upon  application  filed  by  the  indi- 
vidual or  his  survivors  and  satisfactory  proof  of  his  record  of  wages 
earned  being  furnished  by  such  individual  or  his  survivors,  the  quar- 
ters of  coverage  in  such  calendar  year  may  be  determined  on  the  basis 
of  the  periods  during  which  wages  were  earned. 

Crediting  of  Wages  Paid  in  1937 

(b)  With  respect  to  wages  paid  to  an  individual  in  the  six-month 
periods  commencing  either  January  1,  1937,  or  July  1,  1937;  (A)  if 
wages  of  not  less  than  $100  were  paid  in  any  such  period,  one-half  of 
the  total  amount  thereof  shall  be  deemed  to  have  been  paid  in  each  of 
the  calendar  quarters  in  such  period;  and  (B)  if  wages  of  less  than 
$100  were  paid  in  any  such  period,  the  total  amount  thereof  shall  be 
deemed  to  have  been  paid  in  the  latter  quarter  of  such  period,  except 
that  if  in  any  such  i:>eriod,  the  individual  attained  age  sixty-five,  all  of 
the  wages  paid  in  such  period  shall  be  deemed  to  have  been  paid  before 
such  age  Avas  attained. 

Alternative  Method  for  Determining  Quarters  of  Coverage  With  Respect  to 
Wages  in  the  Period  From  1937  to  1950 

(c)  For  purposes  of  section  214(a),  an  individual  shall  be  deemed 
to  have  one  quarter  of  coverage  for  each  $400  of  his  total  wages  prior 
to  1951  (as  defined  in  section  215(d)  (1)  (C) ),  except  where — 
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(1)  such  individual  is  not  a  fully  insured  individual  on  the 
basis  of  the  number  of  quarters  of  coverage  so  derived  plus  the 
number  of  quarters  of  coverage  derived  from  the  wages  and  self- 
employment  income  credited  to  him  for  periods  after  1950,  or 

(2)  such  individual's  elapsed  years  (for  purposes  of  section 
214(a)  (1) )  are  less  than  7. 

Insured  Status  for  Purposes  of  Old-Age  and  Survivors  Insurance 

Benefits 

Sec.  214.  For  the  purposes  of  this  title 

Fully  Insured  Individual 

(a)  The  term  "fully  insured  individual"  means  any  individual  who 
had  not  less  than — 

(1)  one  quarter  of  coverage  (whenever  acquired)  for  each 
calendar  year  elapsing  after  1950  (or,  if  later,  the  year  in  which 
he  attained  age  21 )  and  before 

[(A)  in  the  case  of  a  woman,  the  year  in  which  she  died  or 
(if  earlier)  the  year  in  which  she  attained  age  62, 

[(B)  in  the  case  of  a  man  who  has  died,  the  year  in  which 
he  died  or  (if  earlier)  the  year  in  which  he  attained  age  65,  or 

[(C)  in  the  case  of  a  man  w^ho  has  not  died,  the  year  in 
which  he  attained  (or  would  attain)  age  65,  except] 
the  year  in  tvhich  he  died  or  {if  earlier)  the  year  in  which  he 
attained  age  62.  except  ^ 

that  in  no  case  shall  an  individual  be  a  fully  insured  in- 
dividual unless  he  has  at  least  6  quarters  of  coverage;  or 

(2)  40  quarters  of  coverage;  or 

(3)  in  the  case  of  an  individual  who  died  before  1951,  6  quar- 
ters of  coverage ; 

not  counting  as  an  elapsed  year  for  purposes  of  paragraph  (1)  any 
year  any  part  of  which  was  included  in  a  period  of  disability  (as  de- 
fined in  section  216  (i) ) . 

Currently  Insured  Individual 

(b)  The  term  "currently  insured  individual"  means  any  individual 
who  had  not  less  than  six  quarters  of  coverage  during  the  thirteen- 
quarter  period  ending  with  (1)  the  quarter  in  which  he  died,  (2)  the 
quarter  in  which  he  became  entitled  to  old-age  insurance  benefits,  (3) 
the  quarter  in  which  he  became  entitled  to  primary  insurance  benefits 
under  this  title  as  in  effect  prior  to  the  enactment  of  this  section,  or 
(4)  in  the  case  of  any  individual  entitled  to  disability  insurance  bene- 
fits, the  quarter  in  which  he  most  recently  became  entitled  to  disability 
insurance  benefits,  not  counting  as  part  of  such  thirteen-quarter  period 
any  quarter  any  part  of  which  was  included  in  a  period  of  disability 
unless  such  quarter  was  a  quarter  of  coverage. 

» Applies  In  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after  December  1974. 

In  the  case  of  a  man  who  attains  or  will  attain  age  62  In  1973,  the  figure  "65  ' 
shall  be  deemed  to  read  "64". 

In  the  case  of  a  man  who  attains  or  will  attain  age  62  In  1974,  the  figure  65 
shall  be  deemed  to  read  "63". 
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Computation  of  Primary  Insurance  Amount 
Sec.  215.  For  the  purposes  of  this  title — 

(a)  The  primary  insurance  amount  of  an  insured  individual  shall 
►e  determined  as  follows : 

(1)  Subject  to  the  conditions  specified  in  subsections  (b),  (c), 
and  (d)  of  this  section  and  except  as  provided  in  i?aTagraj)lxs  (2) 
and  (S)  of  this  subsection,  such  primary  insurance  amount  shall 
be  whichever  of  the  following  amounts  is  the  largest : 

(A)  the  amount  in  column  IV  of  the  following  table  (or, 
if  larger,  the  amount  in  column  IV  of  the  latest  table  deemed 
to  be  such  table  under  subsection  (i)(2)(D))^on  the  line  on 
which  in  column  III  of  such  table  appears  his  average 
monthly  wage  (as  determined  under  subsection  (b) )  ; 

(B)  the  amount  in  column  IV  of  such  table  on  the  line  on 
which  in  column  II  appears  his  primary  insurance  amount 
(as  determined  under  subsection  (c) )  ;  or 

(C)  the  amount  in  column  IV  of  such  table  on  the  line  on 
which  in  column  I  appears  his  primary  insurance  benefit  (as 
determined  under  subsection  (d) ). 

(2)  In  the  case  of  an  individual  who  was  entitled  to  a  dis- 
ability insurance  benefit  for  the  mounth  before  the  month  in 
which  he  died,  became  entitled  to  old-age  insurance  benefits,  or 
attained  age  65,  [such  primary  insurance  amount  shall  be  the 
amount  in  column  IV  of  such  table  which  is  equal  to  the  primary 
insurance  amount  upon  which  such  disability  insurance  benefit  is 
based ;  except  that  if  such  individual  was  entitled  to  a  disability 
insurance  benefit  under  section  223  for  the  month  before  the 
effective  month  of  a  new  table  (whether  enacted  by  another  law 
or  deemed  to  be  such  table  under  subsection  (i)  (2)  (D)  )2  and  in 
the  following  month  became  entitled  to  an  old-age  insurance  bene- 
fit, or  he  died  in  such  following  month  then  his  primary  insurance 
amount  for  such  following  month  shall  be  the  amount  in  column 
IV  of  the  new  table  on  the  line  on  which  in  column  II  of  such 
table  appears  his  primary  insurance  amount  for  the  month  before 
the  effective  month  of  the  table  (as  determined  under  subsection 
(c) )  instead  of  the  amount  in  column  IV  equal  to  the  primary 
insurance  amount  on  which  his  disability  insurance  benefit  is 
based.  For  purposes  of  this  paragraph,  the  term  "primary  insur- 
ance amount"  with  respect  to  any  individual  means  only  a  primary 
insurance  amount  determined  under  paragraph  (1)  (and  such 
individual's  benefits  shall  be  deemed  to  be  based  upon  the  primary 
insurance  amount  as  so  determined).]  such  primary  insurance 
a?nounf  shall  he — 

(A)  the  amount  in  column  IV  of  such  table  which  is  equal 
to  the  primary  Insurance  amount  upon  which  such  disability 
insurance  benefit  is  based;  except  that  if  such  individual  wa^ 
entitled  to  a  disability  insurance  benefit  umder  section  228  for 
the  month  before  the  effective  month  of  a  new  table  {whether 


^  Effective  Jan.  1.  1975. 

2  Applies  with  respect  to  taxable  years  beginning  after  Dec.  31,  1972. 
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enacted  hy  another  law  or  deemed  to  he  such  table  under  sub- 
section (^)  (^)  (Z>))  and  in  the  folloioing  month  became  en- 
titled to  an  old-age  insurance  benefit^  or  he  died  in  suoh  fol- 
lowing^ month,  then  his  primary  insurance  amount  for  such 
following  month  shall  be  the  amount  in  column  IV  of  the 
neio  tahle  on  the  line  on  which  in  column  II  of  such  table  ap- 
pears his  primary  insurance  amount  for  the  month  before 
the  effective  month  of  the  table  {as  determined  under  subsec- 
tion ((?))  instead  of  the  amount  in  column  IT  equal  to  the 
primary  insurance  amount  on  which  his  disahility  insur- 
ance benefit  is  based.  For  purposes  of  this  paragraph,  the  term 
''''primal^  insurance  amount'''  icith  respect  to  any  individual 
means  only  a  primary  insurance  amount  determined  under 
paragraph  {!)  (and  such  individual's  benefits  shall  be 
deemed  to  be  based  upon  the  pHmary  insurance  amount  as 
so  determined) ;  or 

(B)  an  amount  equal  to  the  primary  insurance  amount 
.  upon  which  such  disability  insurance  benefit  is  based  if  such 
primary  insurance  amount  was  determined  under  paragraph 
{3). 

(S)  Such  primary  insurance  amount  shall  be  an  amount  equal  to 
$10  multiplied  by  the  individual's  years  of  coverage  in  excess  of 
10  in  any  case  in  lohich  such  amount  is  higher  than  the  individu- 
al's primary  insurance  amount  as  deteimined  under  paragraph 
{l)or{2). 

For  purposes  of  paragraph  {3) ,  an  individuaVs  '•''years  of  coverage'''  is 
the  number  (not  exceeding  30)  equal  to  the  siwi  of  (i)  the  numher 
(not  exceeding  IJf  and  disregarding  any  fraction)  detennined  by  di- 
viding the  total  of  the  ivages  credited  to  him  (iricluding  wages  deemed 
to  be  paid  prior  to  1951  to  such  individual  under  section  217,  compen- 
sation under  the  Railroad  Retirement  Act  of  1937  prior  to  1951  which 
is  creditable  to  such  individual  pursuant  to  this  title,  and  icages 
deemed  to  be  paid  prior  to  1951  to  such  individual  under  section  231) 
for  years  after  1936  and  before  1951  by  $900,  plus  (ii)  the  number 
equal  to  the  number  of  years  after  1950  each  of  which  is  a  computation 
base  year  (within  the  meaning  of  subsection  (b)  (2)  (G))  and  in  each 
of  which  he  is  credited  with  wages  (including  wages  deemed  to  be 
paid  to  such  individual  under  section  217,  compensation  under  the 
Railroad  Retirement  Act  of  1937  which  is  creditable  to  such  individual 
pursuant  to  this  title,  and  wages  deemed  to  be  paid  prior  to  1951  to 
such  individual  under  section  229)  and  self-employment  income  of 
not  less  than  25  percent  of  the  maximum  amount  which,  pursuant  to 
subsection  (e),  may  be  counted  for  such  year?- 


1  Applies  to  benefits  for  months  after  December  1972  and  to  lump-sum  death  payments 
for  deaths  after  December  1972. 
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(Primary  insurance  benefit 
under  1939  Act,  as  modified) 


an  individual's  primary 
insurance  benefit(as  deter- 
mined under  subsec.  (d)) 

is— 


At  least- 


But  not 
more  than— 


(Primary 
insurance 
amount 
under 
1971  Act) 


Or  his 
primary 
insurance 
amount  (as 
determined 
under 
subsec.  (c)) 
is— 


(Average  monthly  wage) 


Or  his  average  monthly  wage  (as 
determined  under  subsec.  (b)) 

is— 


At  least- 


But  not 
more  than— 


(Primary  (Maximum 
insurance  family 
amount)  benefits) 


The  amount 
referred  to 
in  the 
preceding 
paragraphs 
of  this 
subsection 
shall  be— 


And  the 
maximum 
amount  of 
benefits 
payable  (as 
provided  in 
sec.  203(a)) 
on  the  basis 
of  his  wages 
and  self- 
employment 
income 
shall  be— 


$16.  20 

$70.40   

$76 

$84.  50 

$126.  80 

$16.  21 

16.84 

71.  50 

$77 

78 

85.  80 

128.  80 

16. 85 

17. 60 

73. 10 

79 

80 

87.  80 

131.  70 

17.61 

18. 40 

74.  50 

81 

81 

89.  40 

134.  20 

18. 41 

19.  24 

75.  80 

82 

83 

91.  00 

136.  50 

19.  25 

20.  00 

77.  40 

84 

85 

92.  90 

139.  40 

20.  01 

20. 64 

78. 80 

86 

87 

94.60 

141.90 

20.65 

21.  28 

80. 10 

88 

89 

96.  20 

144.  30 

21.  29 

21.  88 

81.  70 

90 

90 

98. 10 

147.  20 

21.  89 

22.  28 

83. 10 

91 

92 

99.  80 

149.  70 

22.  29 

22.  68 

84.  50 

93 

94 

101.40 

152.  20 

22. 69 

23.  08 

85.  80 

95 

96 

103.  00 

154.  50 

23.  09 

23.  44 

87. 40 

97 

97 

104.  90 

157.  40 

23. 45 

23.  76 

88.  90 

98 

99 

106.  70 

160. 10 

23.77 

24.  20 

90. 60 

100 

101 

108.  80 

163.  20 

24.  21 

24.  60 

91.  90 

102 

102 

110.30 

165.  50 

24.61 

25.  00 

93. 40 

103 

104 

112. 10 

168.  20 

25.  01 

25. 48 

95. 10 

105 

106 

114.  20 

171.30 

25.  49 

25.  92 

96. 60 

107 

107 

116.  00 

173.  90 

25.  93 

26. 40 

98.  20 

108 

109 

117.  90 

176.  90 

26.41 

26. 94 

99.  70 

110 

113 

119.  70 

179. 60 

26.  95 

27.  46 

101. 10 

114 

118 

121.40 

182. 10 

27.  47 

28.  00 

102.  70 

119 

122 

123.  30 

185.  00 

28.  01 

28. 68 

104.  20 

123 

127 

125. 10 

187.  70 

28.  69 

29.25 

105. 90 

128 

132 

127.10 

190.70 

29.26 

29. 68 

107.  30 

133 

136 

128.  80 

193.  20 

29.69 

30.  36 

108.70 

137 

141 

130.  50 

195.80 

30.  37 

30. 92 

110. 40 

142 

146 

132.  50 

198.  80 

30.93 

31.36 

111.90 

147 

150 

134.  30 

201.  50 

31.37 

32.00 

113. 30 

151 

155 

136.00 

204.  00 

32.01 

32.60 

115. 00 

156 

160 

138. 00 

207.  00 

32.61 

33. 20 

116.40 

161 

164 

139.70 

209.60 

33.21 

33. 88 

118. 00 

165 

169 

141.60 

212.  40 

33.89 

34.  50 

119.  50 

170 

174 

143.40 

215. 20 

34.  51 

35.  00 

121.00 

175 

178 

145.  20 

217.80 

35.  01 

35.  80 

122.60 

179 

183 

147.20 

220.  80 

35.  81 

36. 40 

124.  00 

184 

188 

148.  80 

223.  20 

36.41 

37.08 

125.70 

189 

193 

150.90 

226. 40 

37.09 

37.60 

127.  20 

194 

197 

152.70 

229. 10 

37.61 

38. 20 

128. 60 

198 

202 

154.40 

231.60 

38.21 

39.12 

130. 30 

203 

207 

156.40 

234.  60 

39.13 

39.68 

131.80 

208 

211 

158.  20 

237.  30 

39. 69 

40.  33 

133. 10 

212 

216 

159.80 

239.  70 

40.34 

41.12 

134.  80 

217 

221 

161.80 

242.  70 

41.13 

41.76 

136.  30 

222 

225 

163.60 

245.  40 

41.77 

42.44 

137.90 

226 

230 

165.  50 

248.  30 

42.45 

43.  20 

139.  40 

231 

235 

167.30 

251.  00 

43.21 

43. 76 

141.10 

236 

239 

169.  40 

254. 10 

43.77 

44.44 

142.  50 

240 

244 

171.00 

257. 80 

44. 45 

44.  88 

143. 90 

245 

249 

172.70 

263. 10 

44.  89 

45.  60 

145.60 

250 

253 

174.  80 

267.  30 

147. 10 

254 

258 

176.60 

272;  60 

148. 40 

259 

263 

178.10 

277.  80 

150. 10 

264 

267 

180.  20 

282.  00 

151.60 

268 

272 

182.00 

287.  30 

153. 20 

273 

277 

183.  90 

292.60 

154.  70 

278 

281 

185.70 

296. 80 

156. 20 

282 

286 

187.  50 

302. 10 

157.  90 

287 

291 

189.  50 

307.  40 

159. 20 

292 

295 

191.10 

311.60 

160. 90 

296 

300 

193. 10 

316.80 
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TABLE  FOR  DETERMINING  PRIMARY  INSURANCE  AMOUNT  AND  MAXIMUM  FAMILY  BENEFITS— Continued 


II 


(Primary  insurance  benefit 
under  1939  Act,  as  modified) 


if  an  individual's  primary 
insurance  benefit  (as  deter- 
mined under  subsec.  (d)) 

is— 


(Primary 
insurance 
amount 
under 
1971  Act) 


At  least- 


But  not 
more  than— 


Or  his 
primary 
insurance 
amount  (as 
determined 
under 
subsec.  (c)) 
is— 


(Average  monthly  wage) 


Or  his  average  monthly  w/age  (as 
determined  under  subsec.  (b)) 

is— 


(Maximum 
family 
benefits) 


At  least- 


But  not 
more  than— 


162. 40 

301 

305 

194.  90 

322. 10 

163. 80 

306 

309 

196!  60 

326!  40 

165.  50 

310 

314 

198!  60 

331!  70 

166'.  90 

315 

319 

200!  30 

337! 00 

168!  30 

320 

323 

202!  00 

341!  2o 

17o!  00 

324 

328 

204!  00 

346!  50 

171.  50 

329 

333 

205!  80 

351!  80 

173!  20 

334 

337 

207!  90 

356!  00 

174.  50 

338 

342 

209!  40 

36l!  20 

175*  00 

343 

347 

211!  20 

366  50 

177!  70 

348 

351 

213!  30 

370!  70 

179!  10 

352 

356 

215!  00 

375!  00 

180. 80 

357 

361 

217!  00 

381.  30 

182.  20 

362 

365 

218!  70 

385. 50 

183. 60 

366 

370 

220!  40 

390!  80 

185!  30 

371 

375 

222!  40 

396! 00 

186!  80 

376 

379 

224!  20 

400 ! 40 

188!  50 

380 

384 

226!  20 

405!  60 

189. 80 

385 

389 

227! 80 

41o!  90 

19l!  30 

390 

393 

229!  60 

415!  10 

293*  00 

394 

398 

23l!  60 

420!  40 

194!  40 

399 

403 

233!  30 

425!  70 

196!  10 

404 

407 

235!  40 

429!  90 

197!  40 

408 

412 

236. 90 

435!  20 

198  80 

413 

417 

233*  50 

44o!  40 

200!  20 

418 

421 

24o!  30 

444!  60 

C\jl.  ou 

422 

AJR 
HCO 

242  20 

449!  90 

427 

243  80 

455*20 

204.  50 

432 

436 

245!  40 

460!  50 

206.  10 

437 

440 

247. 40 

462. 60 

207. 40 

441 

445 

248.90 

465. 30 

208. 80 

446 

450 

250.60 

467. 90 

210. 40 

451 

454 

252.  50 

470. 00 

211.70 

455 

459 

254. 10 

472.60 

213. 10 

460 

464 

255. 80 

475.  20 

214.  50 

465 

468 

257. 40 

477. 40 

216. 10 

469 

473 

259. 40 

480. 00 

217.40 

474 

478 

260. 90 

482. 70 

218. 80 

479 

482 

262. 60 

484. 80 

220. 40 

483 

487 

264.  50 

487. 50 

221.  70 

488 

492 

266. 10 

490. 10 

223. 10 

493 

496 

267. 80 

492. 20 

224.  70 

497 

501 

269. 70 

494. 80 

226.  00 

502 

506 

271. 20 

497. 40 

227. 40 

507 

510 

272. 90 

499. 60 

228. 80 

511 

515 

274.60 

502. 20 

230. 30 

516 

520 

276.  40 

504. 90 

231.70 

521 

524 

278. 10 

506. 90 

233. 10 

525 

529 

279. 80 

509.60 

234. 70 

530 

534 

281.70 

512.  20 

236.  00 

535 

538 

283. 20 

514.40 

237.  40 

539 

543 

284. 90 

517.00 

239. 00 

544 

548 

286. 80 

519.60 

240. 30 

549 

553 

288.  40 

522. 30 

241.  70 

554 

556 

290. 10 

523. 80 

242. 90 

557 

560 

291.  50 

526. 00 

244. 20 

561 

563 

293. 10 

527.60 

245.  50 

564 

567 

294. 60 

529. 70 

246.80 

568 

570 

296.  20 

531. 30 

248. 00 

571 

574 

297. 60 

533. 30 

249. 30 

575 

577 

299. 20 

535. 00 

250. 50 

578 

581 

300. 60 

537. 00 
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II 


III 


(Primary  insurance  benefit 
under  1939  Act,  as  modified) 


If  an  individual's  primary 
insurance  benefit  (as  deter- 
mined under  subsec.  (d)) 
is— 


(Primary 
insurance 
amount 
under 
1971  Act) 


At  least- 


But  not 
more  than— 


Or  his 
primary 
insurance 
amount  (as 
determined 
under 
subsec.  (c)) 
is— 


(Average  monthly  wage) 


Or  his  average  monthly  w/age  (as 
determined  under  subsec.  (b)) 
is— 


At  least- 


But  not 
more  than  — 


(Primary 
insu  ranee 
amount) 


The  amount 
referred  to 
in  the 
preceding 
paragraphs 
of  this 
subsection 
shall  be— 


(Maximum 
family 
benefits) 

And  the 
maximum 
amount  of 
benefits 
payable  (as 
provided  in 
sec.  203(a); 
on  ine  basis 
of  his  wages 
and  self- 
employment 
income 
shall  be— 


251.  80 

582 

584 

302. 20 

538. 60 

253. 00 

585 

588 

303. 60 

540. 80 

[251.40]  254.40 

589 

591 

305.  30 

542. 30 

255.60 

592 

595 

306. 80 

544.  50 

256. 90 

596 

598 

308. 30 

546.00 

258. 10 

599 

602 

309. 80 

548. 20 

259. 40 

603 

605 

311.30 

549. 80 

260. 60 

606 

609 

312. 80 

551. 80 

262. 00 

610 

612 

314. 40 

553.  50 

263. 20 

613 

616 

315.90 

555. 50 

264.  50 

617 

620 

317. 40 

557.70 

265. 70 

621 

623 

318. 90 

559, 20 

267. 00 

624 

627 

320. 40 

561.40 

268. 20 

628 

630 

321.  90 

563. 30 

269. 50 

631 

634 

323. 40 

566. 10 

270. 80 

635 

637 

325. 00 

568. 70 

272. 10 

638 

641 

326. 60 

571.50 

273. 30 

642 

644 

328. 00 

574. 00 

274. 60 

645 

648 

329. 60 

576.  80 

275.  80 

649 

652 

331. 00 

579.  30 

276. 60 

653 

656 

332. 00 

581.00 

277. 40 

657 

660 

332. 90 

582. 60 

278. 40 

661 

665 

334. 10 

584. 70 

279. 40 

666 

670 

335.  30 

586. 80 

280. 40 

671 

675 

336.  50 

588.90 

281.  40 

676 

680 

337. 70 

591.00 

282. 40 

681 

685 

338. 90 

593. 10 

283. 40 

686 

690 

340. 10 

595.  20 

284. 40 

691 

695 

341. 30 

597.  30 

285.  40 

[6991  696 

700 

342.  50 

599.  40 

286. 40 

701 

705 

343.70 

601.50 

287.  40 

706 

710 

344. 90 

603.  60 

288. 40 

711 

715 

346. 10 

605.  70 

289.  40 

716 

720 

347. 30 

607. 80 

290. 40 

721 

725 

348. 50 

609. 90 

291. 40 

726 

730 

349. 70 

612. 00 

292.  40 

731 

735 

350. 90 

614. 10 

293.  40 

736 

740 

352. 10 

616.  20 

294. 40 

741 

745 

353.  30 

618.  30 

295. 40 

746 

750 

354. 50 

620. 40 

751 

755 

355.  50 

622.  20 

756 

760 

356. 50 

623. 90 

761 

765 

357. 50 

625. 70 

766 

770 

358.  50 

627. 40 

771 

775 

359.  50 

629.  20 

776 

780 

360.  50 

630. 90 

781 

785 

361.  50 

632. 70 

786 

790 

362.  50 

634. 40 

791 

795 

363.  50 

636.  20 

796 

800 

364. 50 

637. 90 

801 

805 

365. 50 

639. 70 

806 

810 

366. 50 

641. 40 

811 

815 

367. 50 

643.  20 

816 

820 

368. 50 

644. 90 

821 

825 

369.  50 

646. 70 

826 

830 

370. 50 

648. 40 

831 

835 

371. 50 

650.  20 

836 

840 

372. 50 

651. 90 

841 

845 

373. 50 

653. 70 

846 

850 

374.50 

655.  40 

851 

855 

375. 50 

657. 20 

856 

860 

376. 50 

658.90 
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II 


III 


(Primary  insurance  benefit 
under  1939  Act,  as  modified) 


If  an  individual's  primary 
insurance  benefit  (as  deter- 
mined under  subsec.  (d)) 

is— 


(Primary 
insurance 
amount 
under 
1971  Act) 


At  least- 


But  not 
more  than— 


Or  his 
primary 
insurance 
amount  (as 
determined 
under 
subsec.  (c)) 
is— 


(Average  monthly  wage) 


Or  his  average  monthly  wage  (as 
determined  under  subsec.  (b)) 

is— 

But  not 

At  least—       more  than— 


(Primary 
insurance 
amount) 


The  amount 
referred  to 
in  the 
preceding 
paragraphs 
of  this 
subsection 
shall  be— 


(Maximum 
family 
benefits) 

And  the 
maximum 
amount  of 
benefits 
payable  (as 
provided  in 
sec.  203(a  )) 
on  the  basis 
of  his  wages 
and  self- 
employment 
income 
shall  be— 


861 

865 

377. 50 

660. 70 

866 

870 

378.50 

662. 40 

871 

875 

379. 50 

664.  20 

876 

880 

380.50 

665. 90 

881 

885 

381.50 

667.70 

886 

890 

382. 50 

669.  40 

891 

895 

383.50 

671. 20 

896 

900 

384.50 

672.90 

901 

905 

385.50 

674. 70 

906 

910 

386.50 

676. 40 

911 

915 

387.50 

678.  20 

916 

920 

388.50 

679. 90 

921 

925 

389.50 

681.70 

926 

930 

390. 50 

683. 40 

931 

935 

391.50 

685.  20 

936 

940 

392.50 

686. 90 

941 

945 

393.50 

688. 70 

946 

950 

394.50 

690. 40 

951 

955 

395.50 

692.  20 

956 

960 

396.50 

693. 90 

961 

965 

397.50 

695.70 

966 

970 

398.50 

697. 40 

971 

975 

399.  50 

699.  20 

976 

980 

400.50 

700. 90 

981 

985 

401. 50 

702. 70 

986 

990 

402. 50 

704.  40 

991 

995 

403. 50 

706.  20 

996 

1.000 

404. 50 

707. 90 

I 

Average  Monthly  Wage  | 

(b)  (1)  For  the  purposes  of  column  III  of  the  table  appearing  in  | 

subsection  (a)  of  this  section,  an  individual's  "average  monthly  wage"  | 

shall  be  the  quotient  obtained  by  dividing —  j 

(A)  the  total  of  his  wages  paid  in  and  self -employment  income  | 
credited  to  his  "benefit  computation  years"  (determined  under 
paragraph  (2)),  by  | 

(B)  the  number  of  months  in  such  years.  i 
(2)  (A)  The  number  of  an  individual's  "benefit  computation  years"  ! 

shall  be  equal  to  the  number  of  elapsed  years  (determined  under  para-  ' 
graph  (3)  of  this  subsection),  reduced  by  five,  except  that  the  number 
of  an  individual's  benefit  computation  years  shall  in  no  case  be  less  j 
than  two.  i 

(B)  An  individual's  "benefit  computation  years"  shall  be  those  com- 
putation base  years,  equal  in  number  to  the  number  determined  under 
subparagraph  (A),  for  which  the  total  of  his  wages  and  self-employ- 
ment income  is  the  largest. 

(C)  For  purposes  of  subparagraph  (B),  "computation  base  years" 
include  only  calendar  years  in  the  period  after  1950  and  prior  to  the 
earlier  of  the  following  years — 

(i)  the  year  in  which  occurred  (whether  by  reason  of  section 
202(j)  (1)  or  otherwise)  the  first  month  for  which  the  individual 
was  entitled  to  old-age  insurance  benefits,  or 
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(ii)  the  year  succeeding  the  year  in  which  he  died. 
Any  calendar  year  all  of  which  is  included  in  a  period  of  disability 
shall  not  be  included  as  a  computation  base  year. 

(3)  For  purposes  of  paragraph  (2),  the  number  of  an  individual's 
elapsed  years  is  the  number  of  calendar  years  after  1950  (or,  if  later, 
the  year  in  which  he  attained  age  21)  and  [before — 

[(A)  in  the  case  of  a  woman,  the  year  in  which  she  died  or,  if  it 
occurred  earlier  but  after  1960,  the  year  in  which  she  attained 
age  62, 

[(B)  in  the  case  of  a  man  who  has  died,  the  year  in  which  he 
died  or,  if  it  occurred  earlier  but  after  1960,  the  year  in  which  he 
attained  age  65,  or 

[(C)  in  the  case  of  a  man  who  has  not  died,  the  year  occurring 
after  1960  in  which  he  attained  (or  would  attain)  age  65. 
For]  before  the  year  in  ichich  he  died.,  or  if  it  occurred  earlier  hut  after 
1960^  the  year  in  which  he  attained  age  62.^  For  purposes  of  the  preced- 
ing sentence,  any  calendar  year  any  part  of  which  was  included  in  a 
period  of  disability  shall  not  be  included  in  such  number  of  calendar 
years. 

(4)  The  provisions  of  this  subsection  shall  be  applicable  only  in  the 
case  of  an  individual — 

(A)  who  becomes  entitled,  after  August  1972,  to  benefits  under 
section  202(a)  or  section  223 ;  or 

(B)  who  dies  after  August  1972  without  being  entitled  to 
benefits  under  section  202(a)  or  section  223 ;  or 

(C)  whose  primary  insurance  amount  is  required  to  be  re- 
computed under  subsection  (f)(2).^ 

(5)  [Repealed.] 

Primary  Insurance  Amount  Under  Act  of  March  17,  1971 

(c)  (1)  For  the  purposes  of  column  II  of  the  table  appearing  in  sub- 
section (a)  of  this  section,  an  individual's  primary  insurance  amount 
shall  be  computed  on  the  basis  of  the  law  in  effect  prior  to  September 
1972. 

(2)  The  provisions  of  this  subsection  shall  be  applicable  only  in  the 
case  of  an  individual  who  became  entitled  to  benefits  under  section 
202(a)  or  section  223  before  September  1972  or  who  died  before  such 
month.  ^ 


1  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after  Decem- 
ber 1974.  In  the  case  of  a  man  who  attains  age  62  prior  to  1975,  the  number  of  elapsed 
years  shall  be  equal  to  the  number  under  the  law  in  effect  on  January  1,  1972,  or,  if  less, 
the  number  determined  as  thongh  he  attained  age  65  In  1975,  except  that  monthly  bene- 
fits prior  to  January  1973  will  be  determined  as  though  this  law  had  not  been  enacted. 

2P.L.  92-336,  sec.  202(a)(3)(B),  revised  section  215(b)  paragraph  (4)  in  its  entirety. 
Effective  January  1,  1975,  paragraph  (4)  of  section  215(b)  will  read  as  follows: 

"(4)  The  provisions  of  this  subsection  shall  be  applicable  only  in  the  case  of  an 
individual — 

(A)  who  becomes  entitled  to  benefits  under  section  202(a)  or  section  223  In  or 
after  the  month  in  which  a  new  table  that  appears  In  (or  Is  deemed  by  subsection 
(i)  (2)  (D)  to  appear  in)  subsection  (a)  becomes  effective  ;  or 

(B)  wlio  dies  in  or  after  the  month  in  which  such  table  becomes  effective  with- 
out being  entitled  to  benefits  under  section  202(a)  or  section  223  ;  or 

(C)  whose  primary  insurance  amount  is  required  to  L«'  recomputed  under  sub- 
section (f ) (2) ." 

sp.L.  92-336,  sec.  202(a)  (3)  (C),  amended  section  215(c)  in  its  entirety.  Effective  Janu- 
ary 1,  1975,  section  215(c)  will  read  as  follows  : 

"Primary  Insurance  Amount  Under  I'rior  Provisions. 

(c)(1)  For  the  purposes  of  column  II  of  the  latest  table  th^t  appears  In  (or  is 
deemed  to  appear  in)  subsection  (a)  of  this  section,  an  Individual's  primary  insur- 
ance amount  shall  be  computed  on  the  basis  of  the  law  in  effect  prior  to  tiie  month  in 
which  the  latest  such  table  became  effective. 

(2)  The  provisions  of  this  subsection  shall  be  applicable  only  In  the  case  of  an 
Individual  who  became  entitled  to  benefits  under  section  202(a)  or  section  223,  or  who 
died,  before  such  effective  month." 


Sec.  215(d) 
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Primary  Insurance  Benefit  Under  1939  Act 

(d)  (1)  For  purposes  of  column  I  of  the  table  appearing  in  subsec-  j 
tion  (a)  of  this  section,  an  individual's  primary  insurance  benefit  shall 
be  computed  as  follows : 

(A)  The  individual's  average  monthly  wage  shall  be  determined 
as  provided  in  subsection  (b)  (but  without  regard  to  paragraph  j 
(4)  thereof)  of  this  section,  except  that  for  purposes  of  paragraph 
(2)  (C)  and  (3)  of  such  subsection,  1936  shall  be  used  instead  of  | 
1950.  .  I 

(B)  For  purposes  of  subparagraphs  (B)  and  (C)  of  subsection  | 
(b)  (2) ,  an  individual  whose  total  wages  prior  to  1951  (as  defined  ! 
in  subparagraph  (C)  of  this  subsection) —  j 

(i)  do  not  exceed  $27,000  shall  be  deemed  to  have  been  paid  i 
such  wages  in  equal  parts  in  nine  calendar  years  after  1936  j 
and  prior  to  1951 ;  i 

(ii)  exceed  $27,000  and  are  less  than  $12,000  shall  be  deemed  , 
to  have  been  paid  (I)  $3,000  in  each  of  such  number  of  calen-  ' 
dar  years  after  1936  and  prior  to  1951  as  is  equal  to  the  integer 
derived  by  dividing  such  total  wages  by  $3,000,  and  (II)  the  ^ 
excess  of  such  total  wages  over  the  product  of  $3,000  times  i 
such  integer,  in  an  additional  calendar  year  in  such  period ;  or 

(iii)  are  at  least  $42,000  shall  be  deemed  to  have  been  paid 
$3,000  in  each  of  the  fourteen  calendar  years  after  1936  and  j 
prior  to  1951. 

(C)  For  the  purposes  of  subparagraph  (B),  "total  wages  prior 
to  1951''  with  respect  to  an  individual  means  the  sum  of  (i)  re- 
muneration credited  to  such  individual  prior  to  1951  on  the  records 
of  the  Secretary,  (ii)  wages  deemed  paid  prior  to  1951  to  such  j 
individual  under  section  217,  [and]  (iii)  compensation  under  the  I 
Eailroad  Retirement  Act  of  1937  prior  to  1951  creditable  to  him  ' 
pursuant  to  this  title[.],  and  (iv)  wages  deemed  paid  prior  to 
1951  to  such  indAvidual  under  section  231. 

(D)  The  individual's  primary  insurance  benefit  shall  be  45.6 
per  centum  of  the  first  $50  of  his  average  monthly  wage  as  com-  j 
puted  under  this  subsection,  plus  11.4  per  centum  of  the  next  $200  | 
of  such  average  monthly  wage.  I 

(2)  The  provisions  of  this  subsection  shall  be  applicable  only  in  the 
case  of  an  individual —  j 

(A)  with  respect  to  whom  at  least  one  of  the  quarters  elapsing 
prior  to  1951  is  a  quarter  of  coverage ; 

(B)  except  as  provided  in  paragraph  (3),  who  attained  age  I 
22  after  1950  and  with  respect  to  whom  less  than  six  of  the  quar-  ' 
ters  elapsing  after  1950  are  quarters  of  coverage,  or  who  attained 
such  age  before  1951 ;  and  ^ 

(C)  (i)  who  becomes  entitled  to  benefits  under  section  202(a)  j 
or  223  after  the  date  of  the  enactment  of  the  Social  Security 
Amendments  of  1967,  or 

(ii)  who  dies  after  such  date  without  being  entitled  to  benefits 
under  section  202  ( a )  or  223,  or 

(iii)  whose  primary  insurance  amount  is  required  to  be  recom- 
puted under  section  215(f)  (2)  or  (6).  or  section  231. 

(3)  The  provisions  of  this  subsection  as  in  effect  prior  to  the  enact- 
ment of  the  Social  Security  Amendments  of  1967  shall  be  applicable  i 
in  the  case  of  an  individual — 
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(A)  who  attained  age  21  after  1936  and  prior  to  1951,  or 

(B)  who  had  a  period  of  disability  which  began  prior  to  1951, 
but  only  if  the  primary  insurance  amount  resulting  therefrom  is 
higher  than  the  primary  insurance  amount  resulting  from  the  ap- 
plication of  this  section  (as  amended  by  the  Social  Security 
Amendments  of  1967)  and  section  220. 

Certain  Wages  and  Self-Employment  Income  Not  To  Be  Counted 

(e)  For  the  purposes  of  subsections  (b)  and  (d)  — 

(1)  in  computing  an  individual's  average  monthly  wage  there 
shall  not  be  counted  the  excess  over  $3,600  in  the  case  of  any 
calendar  year  after  1950  and  before  1955,  the  excess  over  $4,200 
in  the  case  of  any  calendar  year  after  1954  and  before  1959,  the 
excess  over  $4,800  in  the  case  of  any  calendar  year  after  1958 
and  before  1966,  the  excess  over  $6,600  in  the  case  of  any  calendar 
year  after  1965  and  before  1968,  the  excess  over  $7,800  in  the  case 
of  any  calendar  year  after  1967  and  before  1972,  the  excess  over 
$9,000  in  the  case  of  any  calendar  year  after  1971  and  before  1973, 
the  excess  over  $10,800  in  the  case  of  any  calendar  year  after  1972 
and  before  1974,  the  excess  over  $12,000  in  the  case  of  any  calendar 
year  after  1973  and  before  1975,  and  the  excess  over  an  amount 
equal  to  the  contribution  and  benefit  base  (as  determined  under 
section  230)  in  the  case  of  any  calendar  year  after  1974  with  re- 
spect to  which  such  contribution  and  benefit  base  is  effective  of 
(A)  the  wages  paid  to  him  in  such  year,  plus  (B)  the  self- 
employment  income  credited  to  such  year  (as  determined  under 
section  212)  ;  and 

(2)  if  an  individual's  average  monthly  wage  computed  under 
subsection  (b)  or  for  the  purposes  of  subsection  (d)  is  not  a  multi- 
ple of  $1,  it  shall  be  reduced  to  the  next  lower  multiple  of  $1. 

Recomputation  of  Benefits 

(f )  (1)  After  an  individual's  primary  insurance  amount  has  been 
determined  under  this  section,  there  shall  be  no  recomputation  of  such 
individual's  primary  insurance  amount  except  as  provided  in  this  sub- 
section or,  in  the  case  of  a  World  War  II  veteran  who  died  prior  to 
July  27, 1954,  as  provided  in  section  217  (b) . 

(2)  If  an  individual  has  wages  or  self -employment  income  for  a  year 
after  1965  for  any  part  of  which  he  is  entitled  to  old-age  insurance 
benefits,  the  Secretary  shall,  at  such  time  or  times  and  within  such 
period  as  he  may  by  regulations  prescribe,  recompute  such  individual's 
primary  insurance  amount  with  respect  to  each  such  year.  Such  recom- 
putation shall  be  made  as  provided  in  subsections  (a)  (1)  (A)  and 
(C)  and  (a)  (<^)  ^  as  though  the  year  with  respect  to  which  such  recom- 
putation is  made  is  the  last  year  of  the  period  specified  in  subsection 
(b)  (2)  (C) .  A  recomputation  under  this  paragraph  with  respect  to  any 
year  shall  be  effective — 

(A)  in  the  case  of  an  individual  who  did  not  die  in  such  year, 

for  monthly  benefits  beginning  with  benefits  for  January  of  the 

following  year ;  or 


^  Applies  to  benefits  for  months  after  December  1972  and  to  lump-sum  death  pajments 

for  deaths  after  December  1972. 
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[(B)  in  the  case  of  an  individual  who  died  in  such-year  (includ- 
ing any  individual  whose  increase  in  his  primary  insurance  amount 
is  attributable  to  compensation  which,  upon  his  death,  is  treated 
as  remuneration  for  employment  under  section  205  (o)),  for  j 
monthly  benefits  beginning  with  benefits  for  the  month  in  which  ' 
he  died.]  | 

(B)  in  the  case  of  an  individual  who  died  in  such  year^  for  I 
monthly  henefits  teginning  with  henefits  for  the  month  in  which  \ 
he  died.  i 

(3)  In  the  case  of  any  individual  who  became  entitled  to  old-age  ' 
insurance  benefits  in  1952  or  in  a  taxable  year  which  began  in  1952  (and 
without  the  application  of  section  202  (j )  (1) ) ,  or  who  died  in  1952  or  in 

a  taxable  year  which  began  in  1952  but  did  not  become  entitled  to  such  j 
benefits  prior  to  1952,  and  who  had  self -employment  income  for  a  tax-  | 
able  year  which  ended  within  or  with  1952  or  which  began  in  1952,  \ 
then  upon  application  filed  by  such  individual  after  the  close  of  such 
taxable  year  and  prior  to  January  1961  or  (if  he  died  without  filing 
such  application  and  such  death  occurred  prior  to  January  1961)  by  a  j 
person  entitled  to  monthly  benefits  on  the  basis  of  such  individuaPs 
wages  and  self-employment  income,  the  Secretary  shall  recompute 
such  individual's  primary  insurance  amount.  Such  recomputation  shall 
be  made  in  the  manner  provided  in  the  preceding  subsections  of  this 
section  (other  than  subsection  (b)  (4)  (A))  for  computation  of  such 
amount,  except  that  (A)  the  self -employment  income  closing  date 
shall  be  the  day  following  the  quarter  with  or  within  which  such  tax-  . 
able  year  ended,  and  (B)  the  self -employment  income  for  any  subse-  j 
quent  taxable  year  shall  not  be  taken  into  account.  Such  recomputa-  : 
tion  shall  be  effective  (A)  in  the  case  of  an  application  filed  by  such 
individual,  for  and  after  the  first  month  in  which  he  became  entitled  to 
old-age  insurance  benefits,  and  (B)  in  the  case  of  an  application  filed 
by  any  other  person,  for  and  after  the  month  in  which  such  person  who 
filed  such  application  for  recomputation  became  entitled  to  such 
monthly  benefits.  Xo  recomputation  under  this  paragraph  pursuant  to 
an  application  filed  after  such  individual's  death  shall  affect  the 
amount  of  the  lump-sum  death  payment  under  subsection  (i)  of  sec- 
tion 202,  and  no  such  recomputation  shall  render  erroneous  any  such 
payment  certified  by  the  Secretary  prior  to  the  effective  date  of  the 
recomputation. 

(4)  Any  recomputation  under  this  subsection  shall  be  effective  only 
if  such  recomputation  results  in  a  higher  primary  insurance  amount. 

(5)  In  the  case  of  a  man  who  became  entitled  to  old-age  insurance 
benefits  and  died  before  the  month  in  which  he  attained  age  65.^  the 
Secretary  shall  recompute  his  primary  insurance  amount  as  provided 
in  subsection  (a)  as  though  he  became  entitled  to  old-age  insurance 
benefits  in  the  month  in  which  he  died ;  except  that  (i)  his  computation 
base  years  referred  to  in  subsection  (b)  (2)  shall  include  the  year  in 
which  he  died,  and  (ii)  his  elapsed  years  referred  to  in  subsection 
(b)  (3)  shall  not  include  the  year  in  which  he  died  or  any  year  there- 
after. Such  recomputation  of  such  primary  insurance  amount  shall  be 
effective  for  and  after  the  month  in  which  he  died. 

{6)  Upon  the  death  after  1967  of  an  individual  entitled  to  henefits 
under  section  202  ( a)  or  section  223,  'if  any  person  is  en  titled  to  monthly 
henefits  or  a  lump-sum  death  payment,  on  the  wages  and  self -employ- 
ment income  of  such  individual,  the  Secretary  shall  recompute  the 
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decedenfs  primary  insurance  amount^  hut  only  if  the  decedent  during 
his  lifetime  was  paid  compensation  which  was  treated  under  section 
205 (o)  as  remuneration  for  employment. 

Roundingr  of  Benefits 

(g)  The  amount  of  any  primary  insurance  amount  and  the  amount 
of  any  monthly  benefit  computed  under  section  202  or  223  which  ( after 
reduction  under  section  203(a)  and  deductions  under  section  203(b) ) 
is  not  a  multiple  of  $0.10  shall  be  raised  to  the  next  higher  multiple 
of  $0.10. 

(h)  (1)  Notwithstanding  the  provisions  of  subchapter  III  of  chap- 
ter 83  of  title  5,  United  States  Code,  remuneration  paid  for  services  to 
which  the  provisions  of  section  210  (1)  (1)  of  this  Act  are  applicable  and 
which  is  performed  by  an  individual  as  a  commissioned  officer  of  the 
Reserve  Corps  of  the  Public  Health  Service  prior  to  July  1, 1960,  shall 
not  be  included  in  computing  entitlement  to  or  the  amount  of  any 
monthly  benefit  under  this  title,  on  the  basis  of  his  wages  and  self- 
employment  income,  for  any  month  after  June  1960  and  prior  to  the 
first  month  with  respect  to  which  the  Civil  Service  Commission  certi- 
fies to  the  Secretary  that,  by  reason  of  a  waiver  filed  as  provided  in 
paragraph  (2),  no  further  annuity  will  be  paid  to  him,  his  wife,  and 
his  children,  or,  if  he  has  died,  to  his  widow  and  children,  under  sub- 
chapter III  of  chapter  83  of  title  5,  United  States  Code,  on  the  basis 
of  such  service. 

(2)  In  the  case  of  a  monthly  benefit  for  a  month  prior  to  that  in 
which  the  individual,  on  whose  wages  and  self-employment  income 
such  benefit  is  based,  dies,  the  waiver  must  be  filed  by  such  individual ; 
and  such  waiver  shall  be  irrevocable  and  shall  constitute  a  waiver  on 
behalf  of  himself,  his  wife,  and  his  children.  If  such  individual  did  not 
file  such  a  waiver  before  he  died,  then  in  the  case  of  a  benefit  for  the 
month  in  which  he  died  or  any  month  thereafter,  such  waiver  must  be 
filed  by  his  widow,  if  any,  and  by  or  on  behalf  of  all  his  children,  if 
any ;  and  such  Avaivers  shall  be  irrevocable.  Such  a  waiver  by  a  child 
shall  be  filed  by  his  legal  guardian  or  guardians,  or,  in  the  absence 
thereof,  by  the  person  (or  persons)  who  has  the  child  in  his  care. 

Cost-of-Living  Increases  in  Benefits 

(i)  (1)  For  purposes  of  this  subsection — 

(A)  the  term  "base  quarter"  means  (i)  the  calendar  quarter 
ending  on  June  30  in  each  year  after  1972,  or  (ii)  any  other  calen- 
dar quarter  in  which  occurs  the  effective  month  of  a  general  bene- 
fit increase  under  this  title  ; 

(B)  the  term  "cost-of-living  computation  quarter"  means  a 
base  quarter,  as  defined  in  subparagraph  ( A)  (i) ,  in  which  the  Con- 
sumer Price  Index  perpared  by  the  Department  of  Labor  ex- 
ceeds, by  not  less  than  3  per  centum,  such  Index  in  the  later  of  (i) 
the  last  prior  cost-of-living  computation  quarter  which  was  estab- 
lished under  this  subparagraph,  or  (ii)  the  most  recent  calendar 
quarter  in  which  occurred  the  effective  month  of  a  general  benefit 
increase  under  this  title ;  except  that  there  shall  be  no  cost-of-living 
computation  quarter  in  any  calendar  year  in  which  a  law  has  been 
enacted  providing  a  general  benefit  increase  under  this  title  or  in 
which  such  a  benefit  increase  becomes  effective ;  and 
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(C)  the  Consumer  Price  Index  for  a  base  quarter,  a  cost-of- 
living  computation  quarter,  or  any  other  calendar  quarter  shall 
be  the  arithmetical  mean  of  such  index  for  the  3  months  in  such 
quarter. 

(2)  (A)  (i)  The  Secretary  shall  determine  each  year  beginning  with 
1974  (subject  to  the  limitation  in  paragraph  (1)  (B)  and  to  subpara- 
graph (E)  of  this  paragraph)  whether  the  base  quarter  (as  defined  in 
paragraph  (1)  (A)  (i) )  in  such  year  is  a  cost-of-living  computation 
quarter. 

(ii)  If  the  Secretary  determines  that  such  base  quarter  is  a  cost-of- 
living  computation  quarter,  he  shall,  effective  with  the  month  of  Jan- 
uary of  the  next  calendar  year  (subject  to  subparagraph  (E) )  as  pro- 
vided in  subparagraph  (B),  increase  the  benefit  amount  of  each  indi- 
vidual who  for  such  month  is  entitled  to  benefits  under  section  227  or 
228,  and  the  primary  insurance  amount  of  each  other  individual  under 
this  title  (but  not  including  a  frimary  insurance  amount  determined 
under  subsection  (a)  {3)  of  this  section),^  by  an  amount  derived  by 
multiplying  each  such  amount  (including  each  such  individual's  pri- 
mary insurance  amount  or  benefit  amount  under  section  227  or  228 
as  pre\dously  increased  under  this  subparagraph)  by  the  same  percent- 
age (rounded  to  the  nearest  one-tenth  of  1  percent)  as  the  percentage 
by  which  the  Consumer  Price  Index  for  such  cost-of-living  computa- 
tion quarter  exceeds  such  index  for  the  most  recent  prior  calendar 
quarter  which  was  a  base  quarter  under  paragraph  (1)  (A)  (ii)  or,  if 
later,  the  most  recent  cost-of-liAdng  computation  quarter  under  para- 
graph (1)  (B).  Any  such  increased  amount  which  is  not  a  multiple  of 
$0.10  shall  be  increased  to  the  next  higher  multiple  of  $0.10.  . 

(B)  The  increase  provided  by  subparagraph  (A)  with  respect  to  a 
particular  cost-of-living  computation  quarter  shall  apply  (subject  to 
subparagraph  (E) )  in  the  case  of  monthly  benefits  under  this  title  for 
months  after  December  of  the  calendar  year  in  which  occurred  such 
cost-of-living  computation  quarter,  and  in  the  case  of  lump-sum  death 
payments  with  respect  to  deaths  occurring  after  December  of  such 
calendar  year.  j 

(C)  (i)  A"\Tienever  the  level  of  the  Consumer  Price  Index  as  pub-  { 
lished  for  any  month  exceeds  by  2.5  percent  or  more  the  level  of  such 
index  for  the  most  recent  base  quarter  (as  defined  in  paragraph  (1) 
(A)  (ii) )  or,  if  later,  the  most  recent  cost-of-living  computation  quar-  ' 
ter,  the  Secretary  shall  (within  5  days  after  such  publication)  report 
the  amount  of  such  excess  to  the  House  Committee  on  Ways  and 
Means  and  the  Senate  Committee  on  Finance. 

(ii)  Whenever  the  Secretary  determines  that  a  base  quarter  in  a 
calendar  year  is  also  a  cost-of-living  computation  quarter,  he  shall 
notify  the  House  Committee  on  Ways  and  Cleans  and  the  Senate  Com- 
mittee on  Finance  of  such  detei'mination  on  or  before  August  15  of 
such  calendar  year,  indicating  the  amount  of  the  benefit  increase  to  ' 
be  provided,  his  estimate  of  tlie  extent  to  which  the  cost  of  such 
increase  would  be  met  by  an  increase  in  the  contribution  and  benefit 
base  under  section  280  and  the  estimated  amount  of  the  increase  in 
such  base,  the  actuaiial  estimates  of  the  effect  of  such  increase,  and 


1  Applies  with  respect  to  months  after  December  1972  and  to  lump-sum  death  payments 
in  the  case  of  deaths  occurring  after  such  month. 
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the  actuarial  assumptions  and  methodology  used  in  preparing  such 
estimates. 

(D)  If  the  Secretary  determines  that  a  base  quarter  m  a  calendar 
year  is  also  a  cost-of-living  computation  quarter,  he  shall  publish  in 
the  Federal  Register  on  or  before  November  1  of  such  calendar  year 
a  determination  that  a  benefit  increase  is  resultantly  required  and 
the  percentage  thereof.  He  shall  also  publish  in  the  Federal  Register 
at  that  time  (along  with  the  increased  benefit  amounts  which  shall  be 
deemed  to  be  the  amounts  appearing  in  sections  227  and  228)  a  revision 
of  the  table  of  benefits  contained  in  subsection  (a)  of  this  section  (as 
it  may  have  been  most  recently  revised  by  another  law  or  pursuant 
to  this  paragraph)  ;  and  such  revised  table  shall  be  deemed  to  be  the 
table  appearing  in  such  subsection  (a).  Such  revision  shall  be  deter- 
mined as  follows: 

(i)  The  headings  of  the  table  shall  be  the  same  as  the  headings 
in  the  table  immediately  prior  to  its  revision,  except  that  the 
parenthetical  phrase  at  the  beginning  of  column  II  shall  reflect 
the  year  in  which  the  primary  insurance  amounts  set  forth  in 
column  IV  of  the  table  immediately  prior  to  its  revision  were 
efi'ective. 

(ii)  The  amounts  on  each  line  of  column  I  and  column  III, 
except  as  other Avise  provided  by  clause  (v)  of  this  subparagraph, 
shall  be  the  same  as  the  amounts  appearing  in  each  such  column 
in  the  table  immediately  prior  to  its  revision. 

(iii)  The  amount  on  each  line  of  column  II  shall  be  changed 
to  the  amount  shown  on  the  corresponding  line  of  column  IV 
of  the  table  immediately  prior  to  its  revision. 

(iv)  The  amounts  on  each  line  of  column  IV  and  column  V 
shall  be  increased  from  the  amounts  shown  in  the  table  immedi- 
ately prior  to  its  revision  by  increasing  each  such  amount  by  the 
percentage  specified  in  subparagraph  (A)  (ii)  of  this  paragraph. 
The  amount  on  each  line  of  column  V  shall  be  increased,  if  neces- 
sary, so  that  such  amount  is  at  least  equal  to  one  and  one-half 
times  the  amount  shown  on  the  corresponding  line  in  column  IV. 
Any  such  increased  amount  Avhich  is  not  a  multiple  of  $0.10  shall 
be  increased  to  the  next  higher  multiple  of  $0.10. 

(v)  If  the  contribution  and  benefit  base  (determined  under 
section  230)  for  the  calendar  year  in  which  the  table  of  benefits  is 
revised  is  lower  than  such  base  for  the  following  calendar  year, 
columns  III,  IV,  and  V  of  such  table  shall  be  extended.  The 
amounts  on  each  additional  line  of  column  III  shall  be  the  amounts 
on  the  preceding  line  increased  by  $5  until  in  the  last  such  line  of 
column  III  the  second  figure  is  equal  to  one-twelfth  of  the  new 
contribution  and  benefit  base  for  the  calendar  year  following  the 
calendar  year  in  which  such  table  of  benefits  is  revised.  The  amount 
on  each  additional  line  of  column  IV  shall  be  the  amount  on  the 
preceding  line  increased  by  $1.00,  until  the  amount  on  the  last  line 
of  such  column  is  equal  to  the  last  line  of  such  column  as  deter- 
mined under  clause  (iv)  plus  20  percent  of  one-twelfth  of  the 
excess  of  the  new  contribution  and  benefit  base  for  the  calendar 
year  following  the  calendar  year  in  which  such  table  of  benefits  is 
revised  (as  determined  under  section  230)  over  such  base  for  the 
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calendar  year  in  which  the  table  of  benefits  is  revised.  The  amount 
in  each  additional  line  of  column  V  shall  be  equal  to  1.75  times  the 
amount  on  the  same  line  of  column  IV.  Any  such  increased  amount 
which  is  not  a  multiple  of  $0.10  shall  be  increased  to  the  next 
higher  mukiple  of  $0.10. 
(E)  Notwithstanding  a  determination  by  the  Secretary  under  sub- 
paragraph (A)  that  a  base  quarter  in  any  calendar  year  is  a  cost-of- 
living  computation  quarter  (and  notwithstanding  any  notification  or 
publication  thereof  under  subparagraph  (C)  or  (D)),  no  increase  in 
benefits  shall  take  effect  pursuant  thereto,  and  such  quarter  shall  be 
deemed  not  to  be  a  cost-of-living  computation  quarter,  if  during  the 
calendar  year  in  which  such  determination  is  made  a  law  providing  a 
general  benefit  increase  under  this  title  is  enacted  or  becomes  effective. 

(3)  As  used  in  this  subsection,  the  term  "general  benefit  increase 
under  this  title"  means  an  increase  (other  than  an  increase  under  this 
subsection)  in  all  primary  insurance  amounts  on  which  monthly  in- 
surance benefits  under  this  title  are  based. 

Other  Definitions 

Sec.  216.  For  the  purposes  of  this  title — 

(a)  [Repealed.] 

Wife 

(b)  The  term  "wife"  means  the  wife  of  an  individual,  but  only  if  ! 
she  (1)  is  the  mother  of  his  son  or  daughter,  (2)  was  married  to  him 
for  a  period  of  not  less  than  one  year  immediately  preceding  the  day 

on  which  her  application  is  filed,  or  (3)  in  the  month  prior  to  the 
month  of  her  marriage  to  him  (A)  w^as  entitled  to,  or  on  application  I 
therefor  and  attainment  of  age  62  in  such  prior  month  would  have 
been  entitled  to,  benefits  under  subsection  (b),  (e),  [or J  (h),  or  (x) 
of  section  202,  (B)  had  attained  age  eighteen  and  was  entitled  to,  or  on 
application  therefor  would  have  been  entitled  to,  benefits  under  sub-  ! 
section  (d)  of  such  section  (subject,  however,  to  section  202 (s)),  or  | 
(C)  was  entitled  to,  or  upon  application  therefor  and  attainment  of  I 
the  required  age  (if  any)  would  have  been  entitled  to,  a  widow's,  | 
child's  (after  attainment  of  age  18) ,  or  parent's  insurance  annuity  un-  j 
der  section  5  of  the  Railroad  Retirement  Act  of  1937,  as  amended.  | 

Widow  ' 

(c)  The  term  "widow^"  (except  Avhen  used  in  section  202 (i) )  means  j 
the  surviving  wife  of  an  individual,  but  only  if  (1)  she  is  the  mother  | 
of  his  son  or  daughter,  (2)  she  legally  adopted  his  son  or  daughter  j 
while  she  was  married  to  him  and  while  such  son  or  daughter  was  \ 
under  the  age  of  eighteen,  (3)  he  legally  adopted  her  son  or  daughter  i 
while  she  Avas  married  to  him  and  while  such  son  or  daughter  was 
under  the  age  of  eighteen,  (4)  she  was  married  to  him  at  the  time 
both  of  them  legally  adopted  a  child  under  the  age  of  eighteen,  (5) 
she  was  married  to  him  for  a  period  of  not  less  than  nine  months 
immediately  prior  to  the  day  on  which  he  died,  or  (6)  in  the  month 
prior  to  the  month  of  her  marriage  to  him  (x\)  she  was  entitled  to, 
or  on  application  therefore  and  attainment  of  age  62  in  such  prior 
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month  would  have  been  entitled  to,  benefits  under  subsection  (b), 
(e),  [orj  (h),or  (x)  of  section  202,  (B)  she  had  attained  a<je  ei^rhteen 
and  was  entitled  to,  or  on  application  therefore  would  have  been 
entitled  to,  benefits  under  subsection  (d)  of  such  section  (subject, 
however,  to  section  202 (s) ),  or  (C)  she  was  entitled  to,  or  upon  appli- 
cation therefor  and  attainment  of  the  required  age  (if  any)  would 
have  been  entitled  to,  a  widow's,  child's  (after  attainment  of  age  18), 
or  parent's  insurance  annuity  under  section  5  of  the  Railroad  Retire- 
ment Act  of  1937,  as  amended. 

Divorced  Wives;  Divorce 

(d)  (1)  The  term  "divorced  wife"  means  a  woman  divorced  from 
an  individual,  but  only  if  she  had  been  married  to  such  individual  for 
a  period  of  20  years  immediately  before  the  date  the  divorce  became 
effective. 

(2)  The  term  "surviving  divorced  wife"  means  a  woman  divorced 
from  an  individual  Avho  has  died,  but  only  if  she  had  been  married 
to  the  individual  for  a  period  of  20  years  immediately  before  the  date 
the  divorce  became  effective. 

(3)  The  term  "surviving  divorced  mother"  means  a  woman  di- 
vorced from  an  individual  who  has  died,  but  only  if  (A)  she  is  the 
mother  of  his  son  or  daughter,  (B)  she  legally  adopted  his  son  or 
daughter  Avhile  she  was  married  to  him  and  while  such  son  or  daughter 
was  under  the  age  of  18,  (C)  he  legally  adopted  her  son  or  daughter 
while  she  was  married  to  him  ancl  while  such  son  or  daughter  was 
under  the  age  of  18,  or  (D)  she  was  married  to  him  at  the  time  both 
of  them  legally  adopted  a  child  under  the  age  of  18. 

(4)  The  terms  "divorce"  and  "divorced"  refer  to  a  divorce  a  vin- 
culo matrimonii. 

Child 

(e)  The  term  "child"  means  (1)  the  child  or  legally  adopted  child  of 
an  individual,  [and]  (2)  a  stepchild  who  has  been  such  stepchild  for 
not  less  than  one  year  immediately  preceding  the  day  on  which  appli- 
cation for  child's  insurance  benefits  is  filed  or  (if  the  insured  individual 
is  deceased)  not  less  than  nine  months  immediately  preceding  the 
day  on  w^hich  such  individual  died,  and  (S)  a  person  who  is  the  grand- 
child or  stepgrandchiJd  of  an  individual  or  his  sjwuse,  hut  only  if  (A) 
there  was  no  natural  or  adoptive  parent  {other  than  such  a  parent 
loho  was  under  a  dhaVility.  as  defined  in  section  223 {d) )  of  such  per- 
son living  at  the  time  (i)  such  individual  hecame  entitled'  to  old-age 
insurance  henefts  or  disahility  insurance  henefts  or  died,  or  (ii)  if 
such  individual  had  a  period  of  d,isahUity  lohich  continued  until  such 
individual  became  entitled  to  old-age  insurance  benefits  or  disahility 
insurance  benefits,  or  died,  at  the  time  such  period  of  disahility  began, 
or  (B)  such  person  ivas  legally  adopted  after  the  death  of  such  indi- 
vidual by  such  individuaVs  surviving  spouse  in  an  adoption  that  loas 
decreed  by  a  court  of  competent  jurisdiction  ivithin  the  United  States 
and  such  person\s  natural  or  adopting  parent  or  stepparent  was  not 
living  in  such  individuaVs  household  and  making  regular  contHbutions 
toumrd  such  person'' s  support  at  the  time  such  individual  died.^  For 


1  Applies  to  benefits  for  months  after  December  1972,  but  only  on  the  basis  of  applica- 
tions filed  on  or  after  date  of  enactment. 
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purposes  of  clause  (1) ,  a  person  shall  be  deemed,  as  of  the  date  of  death 
of  an  individual,  to  be  the  legally  adopted  child  of  such  individual  if 
such  person  was  at  the  time  of  such  individual's  death  living  in  such 
individual's  household  and  was  legally  adopted  by  such  individual's 
surviving  spouse  after  such  individual's  death  but  only  if  (A)  pro- 
ceedings for  the  adoption  of  the  child  had  been  instituted  by  such  indi- 
vidual before  his  death,  or  (B)  such  child  was  adopted  by  such  indi- 
vidual's surviving  spouse  before  the  end  of  two  years  after  (i)  the 
day  on  which  such  individual  died  or  (ii)  the  date  of  enactment  of 
the  Social  Security  Amendments  of  1958;  except  that  this  sentence 
shall  not  apply  if  at  the  time  of  such  individual's  death  such  person 
was  receiving  regular  contributions  toward  his  support  from  someone 
other  than  such  individual  or  his  spouse,  or  from  any  public  or  private 
welfare  organization  which  furnishes  services  or  assistance  for  chil- 
dren. For  purposes  of  clause  (2),  a  person  who  is  not  the  stepchild 
of  an  individual  shall  be  deemed  the  stepchild  of  such  individual  if 
such  individual  was  not  the  mother  or  adopting  mother  or  the  father 
or  adopting  father  of  such  person  and  such  individual  and  the  mother 
or  adopting  mother,  or  the  father  or  adopting  father,  as  the  case  may 
be,  if  such  person  went  through  a  marriage  ceremony  resulting  in  a 
purported  marriage  between  them  which,  but  for  a  legal  impediment 
described  in  the  last  sentence  of  subsection  (h)(1)  (B),  would  have 
been  a  valid  marriage. 

Husband 

(f)  The  term  "husband"  means  the  husband  of  an  individual,  but 
only  if  (1)  he  is  the  father  of  her  son  or  daughter,  (2)  he  was  married 
to  her  for  a  period  of  not  less  than  one  year  immediately  preceding  the 
day  on  which  his  application  is  filed,  or  (3)  in  the  month  prior  to  the 
month  of  his  marriage  to  her  (A)  he  was  entitled  to,  or  on  applica- 
tion therefor  and  attainment  of  age  62  in  such  prior  month  would 
have  been  entitled  to,  benefits  under  subsection  (f),  [or]  (h),  c>r  (x) 
of  section  202,  (B)  he  had  attained  age  eighteen  and  was  entitled  to, 
or  on  application  therefor  would  have  been  entitled  to,  benefits  under 
subsection  (d)  of  such  section  (subject,  however,  to  section  202  (s) ) ,  or 
(C)  he  was  entitled  to,  or  upon  application  therefor  and  attainment  of 
the  required  age  (if  any)  he  would  have  been  entitled  to,  a  widower's, 
child's  (after  attainment  of  age  18),  or  parent's  insurance  annuity 
under  section  5  of  the  Kailroad  Retirement  Act  of  1937,  as  amended. 

Widower 

(g)  The  term  "widower"  (except  when  used  in  section  202 (i)) 
means  the  surviving  husband  of  an  individual,  but  only  if  (1)  he  is  the 
father  of  her  son  or  daughter,  (2)  he  legally  adopted  her  son  or  daugh- 
ter while  he  was  married  to  her  and  while  such  son  or  daughter  was 
under  the  age  of  eighteen,  (3)  she  legally  adopted  his  son  or  daughter 
while  he  was  married  to  her  and  while  such  son  or  daughter  was  under 
the  age  of  eighteen,  (4)  he  was  married  to  her  at  the  time  both  of  them 
legally  adopted  a  child  under  the  age  of  eighteen,  (5)  he  was  married 
to  her  for  a  period  of  not  less  than  nine  months  immediately  prior 
to  the  day  on  which  she  died,  or  (6)  in  the  month  before  the  month  of 
his  marriage  to  her  (A)  he  was  entitled  to,  or  on  application  there- 
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for  and  attainment  of  age  62  in  such  prior  month  would  have  been 
entitled  to,  benefits  under  subsection  (f),  [or]  (h),  or  (x)  of  section 
202,  (B)  he  had  attained  age  eighteen  and  was  entitled  to,  or  on  ap- 
plication therefor  would  have  been  entitled  to,  benefits  under  subsec- 
tion (d)  of  such  section  (subject,  however,  to  section  202 (s) ),  or  (C) 
he  was  entitled  to,  or  on  application  therefor  and  attainment  of  the  re- 
quired age  (if  any)  he  would  have  been  entitled  to  a  Avidower's,  child's 
(after  attainhient  of  age  18) ,  or  parent's  insurance  annuity  under  sec- 
tion 5  of  the  Eailroad  Retirement  Act  of  1937,  as  amended. 

Determination  of  Family  Status 

i        (h)  (1)  (A)  An  applicant  is  the  wife,  husband,  widow,  or  widower 
of  a  fully  or  currently  insured  individual  for  purposes  of  this  title  if 
I     the  courts  of  the  State  in  which  such  insured  individual  is  domiciled 
at  the  time  such  applicant  files  an  application,  or,  if  such  insured  indi- 
vidual is  dead,  the  courts  of  the  State  in  which  he  was  domiciled  at  the 
time  of  death,  or,  if  such  insured  individual  is  or  was  not  so  domiciled 
i     in  any  State,  the  courts  of  the  District  of  Columbia,  would  find  that 
j     such  applicant  and  such  insured  individual  were  validly  married  at 
i     the  time  such  applicant  files  such  application  or,  if  such  insured  indi- 
I     vidual  is  dead,  at  the  time  he  died.  If  such  courts  would  not  find  that 
such  applicant  and  such  insured  individual  were  validly  married  at 
such  time,  such  applicant  shall,  nevertheless  be  deemed  to  be  the  wife, 
husband,  widow^,  or  widower,  as  the  case  may  be,  of  such  insured  indi- 
vidual if  such  applicant  would,  under  the  laws  applied  by  such  courts 
in  determining  the  devolution  of  intestate  personal  property,  have  the 
same  status  with  respect  to  the  taking  of  such  property  as  a  wife,  hus- 
band,  widow,  or  widower  of  such  insured  individual, 
f        (B)  In  any  case  where  under  subparagraph  (A)  an  applicant  is  not 
(and  is  not  deemed  to  be)  the  wife,  widow,  husband,  or  Avidower  of  a 
fully  or  currently  insured  individual,  or  where  under  subsection  (b), 
(c),  (f),  or  (g)  such  applicant  is  not  the  wife,  widow,  husband,  or 
widower  of  such  individual,  but  it  is  established  to  the  satisfaction  of 
the  Secretary  that  such  applicant  in  good  faith  went  through  a  mar- 
riage ceremony  with  such  individual  resulting  in  a  purported  mar- 
riage between  them  which,  but  for  a  legal  impediment  not  known 
to  the  applicant  at  the  time  of  such  ceremony,  would  have  been  a  valid 
marriage,  and  such  applicant  and  the  insured  individual  were  living 
in  the  same  household  at  the  time  of  the  death  of  such  insured  indi- 
vidual or  (if  such  insured  individual  is  living)  at  the  time  such  appli- 
cant files  the  application,  then,  for  purposes  of  subparagraph  (A) 
and  subsections  (b),  (c),  (f),  and  (g),  such  purported  marriage  shall 
be  deemed  to  be  a  valid  marriage.  The  provisions  of  the  preceding 
sentence  shall  not  apply  (i)  if  another  person  is  or  has  been  entitled 
j    to  a  benefit  under  subsection  (b),  (c),  (e),  (f),  or  (g)  of  section  202 
.     on  the  basis  of  the  wages  and  self-employment  income  of  such  insured 
i     individual  and  such  other  person  is  (or  is  deemed  to  be)  a  wife,  widow, 
j    husband,  or  widower  of  such  insured  individual  under  subparagraph 
I     (A)  at  the  time  such  applicant  files  the  application,  or  (ii)  if  the 
I     Secretary  determines,  on  the  basis  of  information  brought  to  his  atten- 
j    tion,  that  such  applicant  entered  into  such  purported  marriage  with 
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such  insured  individual  with  knowledge  that  it  would  not  be  a  valid 
marriage.  The  entitlement  to  a  monthly  benefit  under  subsection  (b), 
(c),  (e),  (f),  or  (g)  of  section  202,  based  on  the  wages  and  self -em- 
ployment income  of  such  insured  individual,  of  a  person  who  would 
not  be  deemed  to  be  a  wife,  widow,  husband,  or  Avidower  of  such  in-  ' 
sured  individual  but  for  this  subparagraph,  shall  end  with  the  month  i 
before  the  month  (i)  in  which  the  Secretary  certifies,  pursuant  to  I 
section  205  (i),  that  another  person  is  entitled  to  a  benefit  under  sub-  j 
section  (b),  (c),  (e),  (f),  or  (g)  of  section  202  on  the  basis  of  the 
wages  and  self-employment  income  of  such  insured  individual,  if  such 
other  person  is  (or  is  deemed  to  be)  the  wife,  widow,  husband,  or 
widower  of  such  insured  individual  under  subparagraph  (A),  or  (ii) 
if  the  applicant  is  entitled  to  a  monthly  benefit  under  subsection  (b)  j 
or  (c)  of  section  202,  in  which  such  applicant  entered  into  a  mar-  | 
riage,  valid  without  regard  to  this  subparagraph,  with  a  person  other  I 
than  such  insured  individual.  For  purposes  of  this  subparagraph,  a  ' 
legal  impediment  to  the  validity  of  a  purported  marriage  includes  | 
only  an  impediment  (i)  resulting  from  the  lack  of  dissolution  of  a  pre-  ^ 
vious  marriage  or  otherwise  arising  out  of  such  previous  marriage  or 
its  dissolution,  or  (ii)  resulting  from  a  defect  in  the  procedure  fol-  j 
lowed  in  connection  with  such  purported  marriage. 

(2)  (A)  In  determining  whether  an  applicant  is  the  child  or  parent 

of  a  fully  or  currently  insured  individual  for  purposes  of  this  title,  j 
the  Secretary  shall  apply  such  law  as  would  be  applied  in  determining  | 
the  devolution  of  intestate  personal  property  by  the  courts  of  the  | 
State  in  which  such  insured  individual  is  domiciled  at  the  time  such  i 
applicant  files  application,  or,  if  such  insured  individual  is  dead,  by  \ 
the  courts  of  the  State  in  which  he  was  domiciled  at  the  time  of  his 
death,  or,  if  such  insured  individual  is  or  was  not  so  domiciled  in  any 
State,  by  the  courts  of  the  District  of  Columbia.  Applicants  who 
according  to  such  law  would  have  the  same  status  relative  to  taking 
intestate  personal  property  as  a  child  or  parent  shall  be  deemed  such.  j 
(B)  If  an  applicant  is  a  son  or  daughter  of  a  fully  or  currently  i 
insured  individual  but  is  not  (and  is  not  deemed  to  be)  the  child  of  | 
such  insured  individual  under  subparagraph  (A),  such  applicant  shall  i 
nevertheless  be  deemed  to  be  the  child  of  such  insured  individual  if  I 
such  insured  individual  and  the  mother  or  father,  as  the  case  may  be,  j 
of  such  applicant  went  through  a  marriage  ceremony  resulting  in  a  I 
purported  marriage  between  them  which,  but  for  a  legal  impediment  i 
described  in  the  last  sentence  of  paragraph  (1)  (B) ,  would  have  been  a 
valid  marriage.  , 

(3)  An  applicant  who  is  the  son  or  daughter  of  a  fully  or  currently  | 
insured  individual,  but  who  is  not  (and  is  not  deemed  to  be)  the  child 

of  such  insured  individual  under  paragraph  (2)  ,  shall  nevertheless  be 
deemed  to  be  the  child  of  such  insured  individual  if :     ,  i 
(A)  in  the  case  of  an  insured  individual  entitled  to  old-age  j 
insurance  benefits  (who  was  not,  in  the  month  preceding  such  I 
entitlement,  entitled  to  disability  insurance  benefits) —  j 
(i)  such  insured  individual — 

(I)  has  acknowledged  in  writing  that  the  applicant  is 
his  son  or  daughter. 

(II)  has  been  decreed  by  a  court  to  be  the  father  of 
the  applicant,  or 
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(III)  has  been  ordered  by  a  court  to  contribute  to  the 
support  of  the  applicant  because  the  applicant  is  his  son 
or  daughter, 

and  such  acknowledgement,  court  decree,  or  court  order  was 
made  not  less  than  one  year  before  such  insured  individual 
became  entitled  to  old-age  insurance  benefits  or  attained  age 
65,  whichever  is  earlier ;  or 

(ii)  such  insured  individual  is  shown  by  evidence  satisfac- 
tory to  the  Secretary  to  be  the  father  of  the  applicant  and  was 
living  with  or  contributing  to  the  support  of  the  applicant 
at  the  time  such  insured  individual  became  entitled  to  bene- 
fits or  attained  age  65,  whichever  first  occurred; 

(B)  in  the  case  of  an  insured  individual  entitled  to  disability 
insurance  benefits,  or  who  was  entitled  to  such  benefits  in  the 
month  preceding  the  first  month  for  w^hich  he  was  entitled  to  old- 
age  insurance  benefits — 

(i)  such  insured  individual — 

(I)  has  acknowledged  in  writing  that  the  applicant  is 
his  son  or  daughter, 

(II)  has  been  decreed  by  a  court  to  be  the  father  of 
the  applicant,  or 

(III)  has  been  ordered  by  a  court  to  contribute  to  the 
support  of  the  applicant  because  the  applicant  is  his 
son  or  daughter, 

and  such  acknowledgement,  court  decree,  or  court  order  was 
made  before  such  insured  individual's  most  recent  period  of 
disability  began ;  or 

(ii)  such  insured  individual  is  shown  by  evidence  satis- 
factory to  the  Secretary  to  be  the  father  of  the  applicant  and 
was  living  with  or  contributing  to  the  support  of  that  appli- 
cant at  the  time  such  period  of  disability  began ; 

(C)  in  the  case  of  a  deceased  individual — 

(i)  such  insured  individual — 

(I)  had  acknowledged  in  writing  that  the  applicant  is 
his  son  or  daughter, 

(II)  had  been  decreed  by  a  court  to  be  the  father  of 
the  applicant,  or 

(III)  had  been  ordered  by  a  court  to  contribute  to  the 
support  of  the  applicant  because  the  applicant  was  his 
son  or  daughter, 

and  such  acknowledgment,  court  decree,  or  court  order  was 
made  before  the  death  of  such  insured  individual,  or 

(ii)  such  insured  individual  is  shown  by  evidence  satis- 
factory to  the  Secretary  to  have  been  the  father  of  the  appli- 
cant, and  such  insured  individual  was  living  with  or  contrib- 
uting to  the  support  of  the  applicant  at  the  time  such  insured 
individual  died. 

Disability;  Period  of  Disability 

(i)  (1)  Except  for  purposes  of  sections  202(d),  202(e),  202(f),  223, 
and  225,  the  term  "disability"  means  (A)  inability  to  engage  in  any 
substantial  gainful  activity  by  reason  of  any  medically  determinable 
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physical  or  mental  impairment  which  can  be  expected  to  result  in 
death  or  has  lasted  or  can  be  expected  to  last  for  a  continuous  period  i 
of  not  less  than  12  months,  or  (B)  blindness;  and  the  term  "blindness"  \ 
means  central  visual  acuity  of  20/200  or  less  in  the  better  eye  with  the 
use  of  correcting  lens.  An  eye  which  is  accompanied  hj  a  limitation 
in  the  fields  of  vision  such  that  the  widest  diameter  of  the  visual  field  , 
subtends  an  angle  no  greater  than  20  degrees  shall  be  considered  for  | 
purposes  of  this  paragraph  as  having  a  central  visual  acuity  of  20/200  , 
or  less.  The  provisions  of  paragraphs  (2)  (A),  (3),  (4),  and  (5)  of 
section  223(d)  shall  be  applied  for  purposes  of  determining  whether 
an  individual  is  under  a  disability  within  the  meaning  of  the  first 
sentence  of  this  paragraph  in  the  same  manner  as  they  are  applied  for 
purposes  of  paragraph  (1)  of  such  section.  Nothing  in  this  title  shall  j 
be  construed  as  authorizing  the  Secretarj^  or  any  other  officer  or 
employee  of  the  United  States  to  interfere  in  any  way  with  the  prac- 
tice of  medicine  or  with  relationships  between  practitioners  of  medi-  i 
cine  and  their  patients,  or  to  exercise  any  supervision  or  control  over  | 
the  administration  or  operation  of  any  hospital.  I 
(2)  (A)  The  term  "period  of  disability''  means  a  continuous  period  ' 
(beginning  and  ending  as  hereinafter  provided  in  this  subsection)  j 
during  which  an  individual  was  under  a  disability  (as  defined  in  ' 
paragraph  ( 1 ) ) ,  but  only  if  such  period  is  of  not  less  than  [6 J  fou?'  ^ 
full  calendar  months'  duration  or  such  individual  was  entitled  to 
benefits  under  section  223  for  one  or  more  months  in  such  period.  j 

(B)  Xo  period  of  disabilit}^  shall  begin  as  to  any  individual  unless  j 
such  individual  files  an  application  for  a  disability  determination  with 
respect  to  such  period;  and  no  such  period  shall  begin  as  to  any  in- 
dividual after  such  individual  attains  the  age  of  65.  ' 

In  the  case  of  a  deceased  individual^  the  requirement  of  an  appli-  ! 
cation  under  the  preceding  sentence  may  he  satisfied  hy  an  application 
for  a  disahiJity  determination  filed  with  respect  to  such  individtuil 
within  3  months  after  the  month  in  which  he  died.^ 

( C )  A  period  of  disability  shall  begin —  \ 

(i)  on  the  day  the  disability  began,  but  only  if  the  individual  } 
•    satisfies  the  requirements  of  paragraph  (3)  on  such  day;  or  j 

(ii)  if  such  individual  does  not  satisfy  the  requirements  of  | 
paragraph  (3)  on  such  da}-,  then  on  the  first  day  of  the  first  quar-  | 
ter  thereafter  in  which  he  satisfies  such  requirements.  ' 

(D)  A  period  of  disability  shall  end  with  the  close  of  whichever 
of  the  following  months  is  the  earlier:  (i)  the  month  preceding  the 


1  Section  116(d)  of  H.R.  1  would  strike  out  "6"  and  insert  in  lieu  thereof  "four",  effective 
with  respeet  to  applications  for  disability  insurance  benefits  under  section  223  of  the  Social 
Security  Act,  and  for  disability  determinations  under  section  216(1)  of  such  act,  filed — • 

(1)  in  or  after  the  month  of  enactment,  or 

(2)  before  the  month  of  enactment  if — 

(A)  notice  of  the  final  decision  of  the  Secretary  of  Health,  Education,  and 
Welfare  has  not  been  given  to  the  applicant  before  the  month  of  enactment ;  or 

(B)  the  notice  referred  to  in  subparagraph  (A)  has  been  so  given  before  the 
month  of  enactment,  but  a  civil  action  with  respect  to  such  final  decision  is 
commenced  under  section  205(g)  of  the  Social  Security  Act  (whether  before,  in,  or 
after  the  month  of  enactment  and  the  decision  in  such  civil  action  has  not 
become  final  before  the  month  of  enactment ; 

except  that  no  monthly  benefits  under  title  II  of  the  Social  Security  Act  shall  be  payable 
or  increased  by  reason  of  the  amendments  made  by  H.R.  1  for  months  before  January  1973. 

-Applies  in  case  of  deaths  occurring  after  Dec.  31.  1969.  Applications  Avith  respect  to 
deaths  occurring  after  Dec.  31,  1969,  but  before  the  month  and  year  of  enactment  which 
is  filed  in,  or  within  3  months  after  the  month  and  year  of  enactment  shall  be  deemed  filed 
in  the  month  in  which  such  death  occurred. 
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month  in  which  the  individual  attains  age  65.  or  (ii)  the  second  month 
following-  the  month  in  which  the  disability  ceases. 

(E)  Except  as  is  otherwise  provided  in  subparagraph  (F) ,  no  appli- 
cation for  a  disability  determination  which  is  filed  more  than  12 
months  after  the  month  prescribed  by  subparagraph  (D)  as  the  month 
m  which  the  period  of  disability  ends  (determined  without  regard  to 
subparagraph  (B)  and  this  subparagraph)  shall  be  accepted  as  an  ap- 
plication for  purposes  of  this  paragraph. 

(F)  An  application  for  a  disability  determination  which  is  filed 
more  than  12  months  after  the  month  prescribed  by  subparagraph  (D) 
as  the  month  in  which  the  period  of  disability  ends  (determined  with- 
out regard  to  subparagraphs  (B)  and  (E))  shall  be  accepted  as  an 
application  for  purposes  of  this  paragraph  if — 

(i)  in  the  case  of  an  application  filed  by  or  on  behalf  of  an 
individual  with  respect  to  a  disability  which  ends  after  the  month 
m  which  the  Social  Security  Amendments  of  1967  is  enacted,  such 
application  is  filed  not  more  than  36  months  after  the  month  in 
which  such  disability  ended,  such  individual  is  alive  at  the  time 
the  application  is  filed,  and  the  Secretary  finds  in  accordance 
with  regulations  prescribed  by  him  that  the  failure  of  such  indi- 
vidual to  file  an  application  for  a  disability  determination  within 
the  time  specified  in  subparagraph  (E)  was  attributable  to  a 
physical  or  mental  condition  of  such  individual  which  rendered 
him  incapable  of  executing  such  an  application,  and 

(ii)  in  the  case  of  an  application  filed  by  or  on  behalf  of  an 
individual  with  respect  to  a  period  of  disability  which  ends  in  or 
before  the  month  in  which  the  Social  Security  Amendments  of 
1967  is  enacted. 

(I)  such  application  is  filed  not  more  than  12  months 
after  the  month  in  which  the  Social  Security  Amendments  of 
1967  is  enacted, 

(II)  a  previous  application  for  a  disability  determination 
has  been  filed  by  or  on  behalf  of  such  individual  (1)  in  or 
before  the  month  in  which  the  Social  Security  Amendments 
of  1967  is  enacted,  and  (2)  not  more  than  36  months  after  the 
month  in  which  his  disability  ended,  and 

(III)  the  Secretary  finds  in  accordance  with  regulations 
prescribed  by  him,  that  the  failure  of  such  individual  to  file 
an  application  within  the  then  specified  time  period  was  at- 
tributable to  a  physical  or  mental  condition  of  such  individ- 
ual which  rendered  him  incapable  of  executing  such  an 
application. 

In  making  a  determination  under  this  subsection,  Avith  respect  to  the 
disability  or  period  of  disability  of  any  individual  whose  application 
for  a  determination  thereof  is  accepted  solely  by  reason  of  the  provi- 
sions of  this  subparagraph  (F) ,  the  provdsions  of  this  subsection  (other 
than  the  provisions  of  this  subparagraph)  shall  be  applied  as  such 
provisions  are  in  effect  at  the  time  such  determination  is  made. 

(G)  An  application  for  a  disability  determination  filed  before  the 
first  day  on  which  the  applicant  satisfies  the  requirements  for  a 
period  of  disability  under  this  subsection  shall  be  deemed  a  valid 
application  only  if  the  applicant  satisfies  the  requirements  for  a  period 
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of  disability  before  the  Secretary  makes  a  final  decision  on  the  ap- 
plication. If  upon  final  decision  by  the  Secretary,  or  decision  upon 
judicial  review  thereof,  such  applicant  is  found  to  satisfy  such  re- 
quirements, the  application  shall  be  deemed  to  have  been  filed  on  such 
first  day. 

(3)  The  requirements  referred  to  in  clauses  (i)  and  (ii)  of  para- 
graph (2)  (C)  are  satisfied  by  an  individual  with  respect  to  any  quar- 
ter only  if — 

(A)  he  would  have  been  a  fully  insured  individual  (as  defined 
in  section  214)  had  he  attained  age  62  [(if  a  woman)  or  age  65 
(if  a  man)!  ^  and  filed  application  for  benefits  mider  section  202 
(a)  on  the  first  day  of  such  quarter ;  and 

(B)  (i)  he  had  not  less  than  20  quarters  of  coverage  during  the 
40-quarter  period  which  ends  with  such  quarter,  or 

(ii)  if  such  quarter  ends  before  he  attains  (or  would  attain) 
age  31  not  less  than  one-half  (and  not  less  than  6)  of  the  quarters 
during  the  period  ending  with  such  quarter  and  beginning  after 
he  attained  the  age  of  21  were  quarters  of  coA'erage.  or  (if  the 
number  of  quarters  in  such  period  is  less  than  12)  not  less  than 
6  of  the  quarters  in  the  12-quarter  period  ending  with  such  quar- 
ter were  quarters  of  coverage, 
[except  that  the  provisions  of  subparagraph  (A)  of  this  paragraph 
shall  not  apply  in  the  case  of  an  individual  with  respect  to  whom  a 
period  of  disability  would,  but  for  such  subparagraph,  begin  before 
1951.  For  purposes  of  subparagraph  (B)  of  this  paragraph,  when  the 
number  of  quarters  in  any  period  is  an  odd  number,  such  numbers  shall 
be  reduced  by  one,  and  a  quarter  shall  not  be  counted  as  part  of  any 
period  if  any  part  of  such  quarter  was  included  in  a  prior  period  of 
disability  unless  such  quarter  was  a  quarter  of  coverage.] 
except  that  the  provisions  of  subparagraph  {B)  of  this  paragraph  shall 
not  apply  in  the  cam  of  an  individual  who  is  hlind  {  within  the  mean- 
ing o  f  ^"blindness"  as  defined  in  paragraph  {1))- 

(4)  [Repealed.] 

Periods  of  Limitations  Ending  on  Nonwork  Days 

(j)  A'\%ere  this  title,  any  provision  of  another  law  of  the  United 
States  (other  than  the  Internal  Revenue  Code  of  1954)  relating  to  or 
changing  the  effect  of  this  title,  or  any  regulation  issued  by  the  Secre- 
tary pursuant  thereto  provides  for  a  period  within  which  an  act  is 
required  to  be  done  which  affects  eligibility  for  or  the  amount  of  any 
benefit  or  payment  under  this  title  or  is  necessary  to  establish  or  pro- 
tect any  rights  under  this  this  title,  and  such  period  ends  on  a  Satur- 
day, Sunday,  or  legal  holiday,  or  on  any  other  day  all  or  part  of  which 
is  declared  to  be  a  nonwork  day  for  Federal  employees  by  statute  or 
Executive  order,  then  such  act  shall  be  considered  as  done  within  such 
period  if  it  is  done  on  the  first  day  thereafter  which  is  not  a  Saturday, 
Sunday,  or  legal  holiday  or  any  other  day  all  or  part  of  which  is 

1  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after  Decem- 
ber 1974. 

In  the  case  of  a  man  who  attains  or  will  attain  age  62  in  1973,  the  figure  "65"  shall  be 
deemed  to  read  "64". 

In  the  case  of  a  man  who  attains  or  will  attain  age  62  in  1974,  the  figure  "65"  shall  be 

deemed  to  read  "63". 
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i     declared  to  be  a  nonwork  day  for  Federal  employees  by  statute  or 
Executive  order.  For  purposes  of  this  subsection,  the  day  on  which  a 
period  ends  shall  include  the  day  on  which  an  extension  of  such  period, 
!     as  authorized  by  law  or  by  the  Secretary  pursuant  to  law,  ends.  The 
i     provisions  of  this  subsection  shall  not  extend  the  period  during  which 
I     benefits  under  this  title  may  ( pursuant  to  section  202  ( j )  ( 1 )  or  223  ( b ) ) 
I     be  paid  for  months  prior  to  the  day  application  for  such  benefits  is 
j     filed,  or  during  which  an  application  for  benefits  under  this  title 
may  (pursuant  to  section  202 (j)  (2)  or  223(b))  be  accepted  as  such. 

I  Waiver  of  Nine-Month  Requirement  for  Widow,  Stepchild,  or  Widower  in  Case 
i  of  Accidental  Death  or  in  Case  of  Serviceman  Dying  in  Line  of  Duty,  or  in 
I         Case  of  Remarriage  to  the  Same  Individual  ^ 

(k)  The  requirement  in  clause  (5)  of  subsection  (c)  or  clause  (5) 
of  subsection  (g)  that  the  surviving  spouse  of  an  individual  have  been 
married  to  such  individual  for  a  period  of  not  less  than  nine  months 
immediately  prior  to  the  day  on  which  such  individual  died  in  order 
to  qualify  as  such  individuaPs  widow  or  widower,  and  the  require- 
ment in  subsection  (e)  that  the  stepchild  of  a  deceased  individual  have 
been  such  stepchild  for  not  less  than  nine  months  immediately  preced- 
ing the  day  on  which  such  individual  died  in  order  to  qualify  as  such 
I  individual's  child,  shall  be  deemed  to  be  satisfied,  where  such  individ- 
ual dies  within  the  applicable  nine-month  period,  [if]  if — 

(1)  his  death — 

[ ( 1 ) ]  {A)  is  accidental^  or 

[(2)]  {B)  occurs  in  line  of  duty  while  he  is  a  member  of  a 
uniformed  service  serving  on  active  duty  (as  defined  in  section 
I  210(1)  (2)), 

j     and  he  would  satisfy  such  requirement  if  a  three-month  period  were 

1     substituted  for  the  nine-month  period[ or 

{2)  {A)  the  widoio  or  widotoer  of  such  individual  had  been  previ- 
ously married  to  such  individual  and  subsequently  divorced  and  such 
requirement  loould  have  been  satisfied  at  the  time  of  such  divorce  if 
such  previous  marriage  had  been  terminated  by  the  death  of  such  in- 
dividual at  such  time  instead  of  by  divorce;  or 

(B)  the  stepchild,  of  such  individual  had  been  the  stepchild  of  such 
individual  during  a.  previous  marriage  of  such  stepchild^ s  parent  to 
such  individual  which  ended  in  divorce  and  such  requirement  would 
have  been  satisfied  at  the  time  of  such  divorce  if  such  previous  mar- 
riage had  been  terminated  by  the  death  of  such  individual  at  such 
time  instead  of  by  divorce;  - 

except  that  this  subsection  shall  not  apply  if  the  Secretary  determines 
that  at  the  time  of  the  marriage  involved  the  individual  could  not  have 
reasonably  been  expected  to  live  for  nine  months.  For  purposes  of 
paragraph  (1)(^)  of  [the  preceding  sentence]  this  subsection^  the 
I     death  of  an  individual  is  accidental  if  he  receives  bodily  injuries  solely 
i     through  violent,  external,  and  accidental  means  and,  as  a  direct 
I     result  of  the  bodily  injuries  and  independently  of  all  other  causes, 
loses  his  life  not  later  than  three  months  after  the  day  on  Avhich  he 
receives  such  bodily  injuries,  or  in  case  of  remarriage  to  the  some 
individual. 


1  Applies  to  benefits  for  months  after  December  1972  on  the  basis  of  applications  filed 
in  or  after  month  of  enactment. 

2  Applies  to  benefits  for  months  after  December  1972  on  the  basis  of  applications  filed  in 
or  after  month  of  enactment. 
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Benefits  in  Case  of  Veterans 

Sec.  217.  (a)  (1)  For  purposes  of  determining  entitlement  to  and 
the  amount  of  any  monthly  benefit  for  any  month  after  August  1950, 
or  entitlement  to  and  the  amount  of  any  lump-sum  death  payment  in 
case  of  a  death  after  such  month,  payable  under  this  title  on  the  basis 
of  the  wages  and  self -employment  income  of  any  World  War  II  vet- 
eran, and  for  purposes  of  section  216  (i)  (3),  such  veteran  shall  be 
deemed  to  have  been  paid  Avages  (in  addition  to  the  wages,  if  any, 
actually  paid  to  him)  of  $160  in  each  month  during  any  part  of  which 
he  served  in  the  active  military  or  naval  service  of  the  United  States 
during  World  War  II.  This  subsection  shall  not  be  applicable  in  the 
case  of  any  monthly  benefit  or  lump-sum  death  payment  if — 

(A)  a  larger  such  benefit  or  payment,  as  the  case  may  be,  would 
be  payable  without  its  application ;  or 

(B)  a  benefit  (other  than  a  benefit  payable  in  a  lump  sum 
unless  it  is  a  commutation  of,  or  a  substitute  for,  periodic  pay- 
ments) which  is  based,  in  whole  or  in  part,  upon  the  active  mili- 
tary or  naval  service  of  such  veteran  during  World  War  II  is 
determined  by  any  agency  or  wholly  owned  instrumentality  of  the 
United  States  (other  than  the  Veterans'  Administration)  to  be 
payable  by  it  under  any  other  law  of  the  United  States  or  under 
a  system  established  by  such  agency  or  instrumentality.  The  pro- 
visions of  clause  (B)  shall  not  apply  in  the  case  of  any  monthly 
benefit  or  lump-sum  death  payment  under  this  title  if  its  ap- 
plication would  reduce  by  $0.50  or  less  the  primary  insurance 
amount  (as  computed  under  section  215  prior  to  any  recomputa- 
tion  thereof  pursuant  to  subsection  (f)  of  such  section)  of  the 
individual  on  whose  wages  and  self-employment  income  such 
benefit  or  payment  is  based.  The  provisions  of  clause  (B)  shall 
also  not  apply  for  purposes  of  section  216  (i)  (3). 

(2)  Upon  application  for  benefits  or  a  lump-sum  death  payment  on 
the  basis  of  the  wages  and  self -employment  income  of  any  World  War 
II  veteran,  the  Secretary  of  Health,  Education,  and  Welfare  shall 
make  a  decision  without  regard  to  clause  (B)  of  paragraph  (1)  of  this 
subsection  unless  he  has  been  notified  by  some  other  agency  or  instru- 
mentality of  the  United  States  that,  on  the  basis  of  the  military  or 
naval  service  of  such  veteran  during  World  War  II,  a  benefit  described 
in  clause  (B)  of  paragraph  (1)  has  been  determined  by  such  agency 
or  instrumentality  to  be  payable  by  it.  If  he  has  not  been  so  notified, 
the  Secretary  of  Health,  Education,  and  Welfare  shall  then  ascertain 
whether  some  other  agency  or  wholly  owned  instrumentality  of  the 
United  States  has  decided  that  a  benefit  described  in  clause  (B)  of 
paragraph  (1)  is  payable  by  it.  If  any  such  agency  or  instrumentality 
has  decided,  or  thereafter  decides,  that  such  a  benefit  is  payable  by  it, 
it  shall  so  notify  the  Secretary  of  Health,  Education,  and  Welfare,  and 
the  Secretary  shall  certify  no  further  benefits  for  payment  or  shall 
recompute  the  amount  of  any  fui'ther  benefits  payable,  as  may  be 
required  by  paragraph  (1)  of  this  subsection. 

(3)  Any  agency  or  wholly  OAvned  instrumentality  of  the  United 
States  which  is  authorized  by  anv  law  of  the  United  States  to  pay 
benefits,  or  has  a  system  of  benefits  which  are  based,  in  whole  or  in 
part,  on  military  or  naval  service  during  World  War  II  shall,  at  the 
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request  of  the  Secretary  of  Health,  Education,  and  Welfare,  certify- 
to  him,  with  respect  to  any  veteran,  such  information  as  the  Secretary 
deems  necessary  to  carry  out  his  functions  under  paragraph  (2)  of 
this  subsection. 

(b)  (1)  Any  World  War  II  veteran  who  died  during  the  period  of 
three  years  immediately  following  his  separation  from  the  active 
military  or  naval  service  of  the  United  States  shall  be  deemed  to  have 
died  a  full}'  insured  individual  whose  primary  insurance  amount  is  the 
amount  determined  under  section  215(c).  Notwithstanding  section 
215  (d) ,  the  primary  insurance  benefit  (for  purposes  of  section  215  (c) ) 
of  such  veteran  shall  be  determined  as  provided  in  this  title  as  in 
effect  prior  to  the  enactment  of  this  section,  except  that  the  1  per 
centum  addition  provided  for  in  section  209(e)  (2)  of  this  Act  as  in 
effect  prior  to  the  enactment  of  this  section  shall  be  applicable  only 
with  respect  to  calendar  years  prior  to  1951.  This  subsection  shall  not 
be  applicable  in  the  case  of  any  monthly  benefit  or  lump-sum  death 
payment  if — 

(A)  a  larger  such  benefit  or  payment,  as  the  case  may  be,  would 
be  payable  without  its  application  ; 

(B)  any  pension  or  compensation  is  determined  by  the  Vet- 
erans' Administration  to  be  payable  by  it  on  the  basis  of  the  death 
of  such  veteran ; 

(C)  the  death  of  the  veteran  occurred  while  he  was  in  the  active 
military  or  naval  service  of  the  United  States ;  or 

(D)  such  veteran  has  been  discharged  or  released  from  the 
active  military  or  naval  service  of  the  United  States  subsequent 
to  July  26, 1951. 

(2)  Upon  an  application  for  benefits  or  a  lump-sum  death  payment 
on  the  basis  of  the  wages  and  self-employment  income  of  any  World 
War  II  veteran,  the  Secretary  of  Health,  Education,  and  Welfare 
shall  make  a  decision  without  regard  to  paragraph  (1)  (B)  of  this  sub- 
section unless  he  has  been  notified  by  the  Veterans'  Administration  that 
pension  or  compensation  is  determined  to  be  payable  by  the  Veterans' 
Administration  by  reason  of  the  death  of  such  veteran.  The  Secretary 
of  Health,  Education,  and  Welfare  shall  thereupon  report  such  deci- 
sion to  the  Veterans'  Administration.  If  the  Veterans'  Administration 
in  any  such  case  has  made  an  adjudication  or  thereafter  makes  an  ad- 
judication that  any  pension  or  compensation  is  payable  under  any  law 
administered  by  it,  it  shall  notify  the  Secretary  of  Health,  Education, 
and  Welfare,  and  the  Secretary  shall  certify  no  further  benefits  for 
payment,  or  shall  recompute  the  amount  of  any  further  benefits  pay- 
'    able,  as  may  be  required  by  paragraph  (1)  of  this  subsection.  Any 
payment  theretofore  certified  by  the  Secretary  of  Health,  Education, 
and  Welfare  on  the  basis  of  paragraph  (1)  of  this  subsection  to  any 
individual,  not  exceeding  the  amount  of  any  accrued  pension  or  com- 
j    pensation  payable  to  him  by  the  Veterans'  Administration,  shall  (not- 
i    withstanding  the  provisions  of  section  3101  of  title  38,  United  States 
I    Code)  be  deemed  to  have  been  paid  to  him  by  such  Administration  on 
j    account  of  sucli  accrued  pension  or  compensation.  No  such  payment 
I    certified  by  the  Secretary  of  Health,  Education,  and  Welfare,  and  no 
I    payment  certified  by  him  for  any  month  prior  to  the  first  month  for 
i    which  any  pension  or  compensation  is  paid  by  the  Veterans'  Adminis- 
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tration  shall  be  deemed  by  reason  of  this  subsection  to  have  been  an 
erroneous  payment. 

(c)  In  the  case  of  any  World  War  II  veteran  to  whom  subsection  (a) 
is  applicable,  proof  of  support  required  under  section  202(h)  may  be 
filed  by  a  parent  at  any  time  prior  to  July  1951  or  prior  to  the  expira- 
tion of  two  years  after  the  date  of  the  death  of  such  veteran,  which- 
ever is  the  later. 

(d)  For  the  purposes  of  this  section — 

(1)  The  term  "World  War  11"'  means  the  period  beginning  with 
September  16,  1940,  and  ending  at  the  close  of  July  24,  1947. 

(2)  The  term  "World  War  II  veteran"'  means  any  individual 
who  served  in  the  active  military  or  naval  service  of  the  United 
States  at  any  time  during  World  War  II  and  who,  if  discharged 
or  released  therefrom,  was  so  discharged  or  released  under  condi- 
tions other  than  dishonorable  after  active  service  of  ninety  days  or 
more  or  by  reason  of  a  disability  or  injury  incurred  or  aggravated 
in  service  in  line  of  duty ;  but  such  term  shall  not  include  any  in- 
dividual who  died  while  in  the  active  military  or  naval  service  of 
the  United  States  if  his  death  was  inflicted  (other  than  by  an 
enemy  of  the  United  States)  as  lawful  punishment  for  a  military 
or  naval  offense. 

(e)  (1)  For  purposes  of  determining  entitlement  to  and  the  amount 
of  any  monthly  benefit  or  lump-sum  death  payment  payable  under  this 
title  on  the  basis  of  the  wages  and  self-employment  income  of  any  vet- 
eran (as  defined  in  paragraph  (4) ) ,  and  for  purposes  of  section  216  (i) 
(3) .  such  veteran  shall  be  deemed  to  have  been  paid  wages  (in  addition 
to  the  wages,  if  any.  actually  paid  to  him)  of  S160  in  each  month  during 
any  part  of  which  he  served  in  the  active  military  or  naval  service  of 
the  United  States  on  or  after  July  25.  1947,  and  prior  to  January  1, 
1957.  This  subsection  shall  not  be  applicable  in  the  case  of  any  monthly 
benefit  or  lump-sum  death  payment  if — 

(A)  a  larger  such  benefit  or  payment,  as  the  case  may  be,  would 
be  payable  without  its  application ;  or 

(B)  a  benefit  (other  than  a  benefit  payable  in  a  lump  sum  unless 
it  is  a  commutation  of,  or  a  substitute  for,  periodic  payments) 
which  is  based,  in  whole  or  in  part,  upon  the  active  military  or 
naval  service  of  such  veteran  on  or  after  July  25,  1947,  and  prior 
to  January  1, 1957,  is  determined  by  any  agency  or  wholly  owned 
instrumentality  of  the  United  States  (other  than  the  Veterans' 
Administration)  to  be  payable  by  it  under  any  other  law  of  the 
United  States  or  under  a  system  established  by  such  agency  or 
instrumentality. 

The  provisions  of  clause  (B)  shall  not  apply  in  the  case  of  any  monthly 
benefit  or  lump-sum  death  payment  under  this  title  if  its  application  ! 
would  reduce  by  80.50  or  less  the  primary  insurance  amount  (as  com-  i 
puted  under  section  215  prior  to  any  recomputation  thereof  pursuant  | 
to  subsection  (f)  of  such  section)  of  the  individual  on  whose  wages  | 
and  self-employment  income  such  benefit  or  payment  is  based.  The 
provisions  of  clause  (B)  shall  also  not  apply  for  purposes  of  section  ' 
216  (i)  (3) .  In  the  case  of  monthly  benefits  under  this  title  for  months  !, 
after  December  1956  (and  any  lump-sum  death  payment  under  this  i 
title  with  respect  to  a  death  occurring  after  December  1956)  based  on  f 
the  wages  and  self-employment  income  of  a  veteran  who  performed  * 
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service  (as  a  member  of  a  uniformed  service)  to  which  the  provisions 
of  section  210(1)  (1)  are  applicable,  wages  which  would,  but  for  the 
provisions  of  clause  (B) ,  be  deemed  under  this  subsection  to  have  been 
paid  to  such  veteran  with  respect  to  his  active  military  or  naval  service 
performed  after  December  1950  shall  be  deemed  to  have  been  paid  to 
him  with  respect  to  such  service  notwithstanding  the  provisions  of 
such  clause,  but  only  if  the  benefits  referred  to  in  such  clause  which  are 
based  (in  whole  or  in  part)  on  such  service  are  payable  solely  by  the 
Army,  Navy,  Air  Force,  Marine  Corps,  Coast  Guard,  Coast  and  Geo- 
I    detic  Survey  or  Public  Health  Service. 

'  (2)  Upon  application  for  benefits  or  a  lump-sum  death  payment  on 
the  basis  of  the  wages  and  self-employment  income  of  any  veteran,  the 

I  Secretary  of  Health,  Education,  and  Welfare  shall  make  a  decision 
without  regard  to  clause  (B)  of  paragraph  (1)  of  this  subsection  un- 

I  less  he  has  been  notified  by  some  other  agency  or  instrumentality  of  the 
United  States  that,  on  the  basis  of  the  military  or  naval  service  of 
such  veteran  on  or  after  July  25,  1947,  and  prior  to  January  1,  1957, 
a  benefit  described  in  clause  (B)  of  paragraph  (1)  has  been  deter- 

I  mined  by  such  agency  or  instrumentality  ta  be  payable  by  it.  If  he  has 

II  not  been  so  notified,  the  Secretary  of  Health,  Education,  and  Welfare 
II    shall  then  ascertain  whether  some  other  agency  or  wholly  owned  in- 

I  strumentality  of  the  United  States  has  decided  that  a  benefit  described 
in  clause  (B)  of  paragraph  (1)  is  payable  by  it.  If  any  such  agency  or 
instrumentality  has  decided,  or  thereafter  decides,  that  such  a  benefit 
is  payable  by  it,  it  shall  so  notify  the  Secretary  of  Health,  Education, 
and  Welfare,  and  the  Secretary  shall  certify  no  further  benefits  for 
payment  or  shall  recompute  the  amount  of  any  further  benefits  pay- 

I    able,  as  may  be  required  by  paragraph  ( 1 )  of  this  subsection. 

(3)  Any  agency  or  wholly  owned  instrumentality  of  the  United 
'■    States  which  is  authoried  by  any  law  of  the  United  States  to  pay 

benefits,  or  has  a  system  of  benefits  which  are  based,  in  whole  or  in 
part,  on  military  or  naval  service  on  or  after  July  25,  1947,  and  prior 
to  January  1,  1957,  shall,  at  the  request  of  the  Secretary  of  Health, 
Education,  and  AVelfare,  certify  to  him,  with  respect  to  any  veteran, 
such  information  as  the  Secretary  deems  necessary  to  carry  out  his 
functions  under  paragraph  (2)  of  this  subsection. 

(4)  For  the  purposes  of  this  subsection,  the  term  "veteran"  means 
any  individual  who  served  in  the  active  military  or  naval  service  of 
the  United  States  at  any  time  on  or  after  July  25,  1947,  and  prior  to 
January  1,  1957,  and  who,  if  discharged  or  released  therefrom,  was 
so  discharged  or  released  under  conditions  other  than  dishonorable 
after  active  service  of  ninety  days  or  more  or  by  reason  of  a  disability 
or  injury  incurred  or  aggravated  in  service  in  line  of  duty;  but  such 
term  shall  not  include  any  individual  who  died  while  in  the  active 

'  military  or  naval  service  of  the  United  States  if  his  death  was  inflicted 
j  (other  than  by  an  enemy  of  the  United  States)  as  lawful  punishment 
'    for  a  military  or  naval  offense. 

I  (f)  (1)  In  any  case  where  a  World  War  II  veteran  (as  defined  in 
i  subsection  (d)  (2)  or  a  veteran  (as  defined  in  subsection  (e)  (4))  has 
I  died  or  shall  hereafter  die,  and  his  widow  or  child  is  entitled  under 
I  subchapter  III  of  chapter  83  of  title  5,  United  States  Code,  to  an 
i  annuity  in  the  computation  of  which  his  active  military  or  naval 
I    service  was  included,  clause  (B)  of  subsection  (a)  (1)  or  clause  (B) 
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of  subsection  (e)  (1)  shall  not  operate  (solely  by  reason  of  such  an- 
nuity) to  make  such  subsection  inapplicable  in  the  case  of  any  monthly 
benefit  under  section  202  which  is  based  on  his  wages  and  self-employ- 
ment income;  except  that  no  such  widow  or  child  shall  be  entitled 
under  section  202  to  any  monthly  benefit  in  the  computation  of  which 
such  service  is  included  by  reason  of  this  subsection  (A)  unless  such 
widow  or  child  after  December  1956  waives  his  or  her  right  to  re- 
ceive such  annuity,  or  (B)  for  any  month  prior  to  the  first  month 
with  respect  to  which  the  Civil  Service  Commission  certifies  to  the 
Secretary  of  Health,  Education,  and  Welfare  that  (by  reason  of 
such  waiver)  no  further  annuity  will  be  paid  to  such  widow  or  child 
under  such  subchapter  III  on  the  basis  of  such  veteran's  military 
or  civilian  service.  Any  such  waiver  shall  be  irrevocable. 

(2)  Whenever  a  widow  waives  her  right  to  receive  such  annuity 
such  waiver  shall  constitute  a  waiver  on  her  own  behalf ;  a  waiver  by 
a  legal  guardian  or  guardians,  or,  in  the  absence  of  a  legal  guardian, 
the  person  (or  persons)  who  has  the  child  in  his  care,  of  the  child's 
right  to  receive  such  annuity  shall  constitute  a  waiver  on  behalf  of 
such  child.  Such  a  waiver  with  respect  to  an  annuity  based  on  a  vet- 
eran's service  shall  be  valid  only  if  the  widow  and  all  children,  or, 
if  there  is  no  widow,  all  the  children,  waive  their  rights  to  receive 
annuities  under  subchapter  III  of  chapter  83  of  title  5,  United  States 
Code,  based  on  such  veteran's  military  or  civilian  service. 

(g)  (1)  In  September  1965,  and  in  every  fifth  September  thereafter 
up  to  and  including  September  2010,  the  Secretary  shall  determine 
the  amount  which,  if  paid  in  equal  installments  at  the  beginning  of 
each  fiscal  year  in  the  period  beginning — 

(A)  with  July  1,  1965,  in  the  case  of  the  first  such  determina- 
tion, and 

(B)  with  the  July  1  following  the  determination  in  the  case 
of  all  other  such  determinations, 

and  ending  with  the  close  of  June  30,  2015,  Avould  accumulate,  with 
interest  compounded  annually,  to  an  amount  equal  to  the  amount 
needed  to  place  each  of  the  Trust  Funds  and  the  Federal  Hospital 
Insurance  Trust  Fund  in  the  same  position  at  the  close  of  June  30, 
2015,  as  he  estimates  they  would  otherwise  be  in  at  the  close  of  that 
date  if  section  210  of  this  Act  as  in  effect  prior  to  the  Social  Security 
Act  Amendments  of  1950,  and  this  section,  had  not  been  enacted.  The 
rate  of  interest  to  be  used  in  determining  such  amount  shall  be  the 
rate  determined  under  section  201(d)  for  public-debt  obligations 
which  were  or  could  have  been  issued  for  purchase  by  the  Trust  Funds 
in  the  June  preceding  the  September  in  which  such  determination  is 
made. 

(2)  There  are  authorized  to  be  appropriated  to  the  Trust  Funds 
and  the  Federal  Hospital  Insurance  Trust  Fund — 

(A)  for  the  fiscal  year  ending  June  30,  1966,  an  amount  equal 
to  the  amount  determined  under  paragraph  (1)  in  September 

1965,  and 

(B)  for  each  fiscal  year  in  the  period  beginning  with  July  1, 

1966,  and  ending  with  the  close  of  June  30,  2015,  an  amount  equal 
to  the  annual  installment  for  such  fiscal  year  under  the  most 
recent  determination  under  paragraph  (1)  Avhich  precedes  such 
fiscal  year. 


747 


Sec.  218(a) 


(3)  For  the  fiscal  year  ending  June  30,  2016,  there  is  authorized  to 
be  appropriated  to  the  Trust  Funds  and  the  Federal  Plospital  In- 
surance Trust  Fund  such  sums  as  the  Secretary  determines  would 
place  the  Trust  Funds  and  the  Federal  Hospital  Insurance  Trust  Fund 
in  the  same  position  in  which  they  would  have  been  at  the  close  of 
June  30,  2015,  if  section  210  of  this  Act  as  in  effect  prior  to  the  Social 
Security  Act  Amendments  of  1950,  and  this  section,  had  not  been 
enacted. 

(4)  There  are  authorized  to  be  appropriated  to  the  Trust  Funds 
and  the  Federal  Hospital  Insurance  Trust  Fund  annually,  as  benefits 
under  this  title  and  part  A  of  title  XYIII  are  paid  after  June  30,  2015, 
such  sums  as  the  Secretary  determines  to  be  necessary  to  meet  the 
additional  costs  resulting  from  subsections  (a),  (b),  and  (e),  of  such 
benefits  (including  lump-sum  death  payments). 

Gratuitous  Wage  Credits  for  American  Citizens  Who  Served  in  the  Armed 
Forces  of  Allied  Countries 

(h)  (1)  For  the  purposes  of  this  section,  any  individual  who  the 
Secretary  finds — 

(A)  served  during  World  War  II  (as  defined  in  subsection 
(d)  (1) )  in  the  active  military  or  naval  service  of  a  country  which 
was  on  September  16,  1940,  at  war  with  a  country  with  Avhich  the 
United  States  was  at  Avar  during  World  War  II ; 

(B)  entered  into  such  active  service  on  or  before  December  8, 
1941; 

(C)  was  a  citizen  of  the  United  States  throughout  such  period 
of  service  or  lost  his  United  States  citizenship  solely  because  of 
his  entrance  into  such  service ; 

(D)  had  resided  in  the  United  States  for  a  period  or  periods 
aggregating  four  years  during  the  five-year  period  ending  on  the 
day  of,  and  was  domiciled  in  the  United  States  on  the  day  of,  such 
entrance  into  such  active  service ;  and 

(E)  (i)  was  discharged  or  released  from  such  service  under  con- 
ditions other  than  dishonorable  after  active  service  of  ninety  days 
or  more  or  by  reason  of  a  disability  or  injury  incurred  or  aggra- 
vated in  service  in  line  of  duty,  or 

(ii)  died  while  in  such  service, 
shall  be  considered  a  World  War  II  veteran  (as  defined  in  subsection 
(d)  (2) )  and  such  service  shall  be  considered  to  have  been  performed 
in  the  active  military  or  naval  service  of  the  United  States. 

(2)  In  the  case  of  any  individual  to  whom  paragraph  (1)  applies, 
proof  of  support  required  under  section  202  (f)  or  (h)  may  be  filed 
at  any  time  prior  to  the  expiration  of  two  years  after  the  date  of  such 
individual's  death  or  the  date  of  the  enactment  of  this  subsection, 
whichever  is  the  later. 

Voluntary  Agreements  for  Coverage  of  State  and  Local 

Employees 

Purpose  of  Agreement 

Sec.  218.  (a)  (1)  The  Secretary  of  Health,  Education,  and  Welfare 
shall,  at  the  request  of  any  State,  enter  into  an  agreement  with  such 
State  for  the  purpose  of  extending  the  insurance  system  established 


78-178  O— 72  48 


Sec.  218(b) 


748 


by  this  title  to  services  performed  by  individuals  as  employees  of  such 
State  or  any  political  subdivision  thereof.  Each  such  agreement  shall 
contain  such  provisions,  not  inconsistent  with  the  provisions  of  this 
section,  as  the  State  may  request. 

(2)  Notwithstanding  section  210(a),  for  the  purposes  of  this  title 
the  term  "employment"  includes  any  service  included  under  an  agree- 
ment entered  into  under  this  section. 

Definitions 

(b)  For  the  purposes  of  this  section — 

( 1 )  The  term  "State''  does  not  include  the  District  of  Columbia, 
Guam  or  American  Samoa. 

(2)  The  term  "political  subdivision*'  includes  an  instrumen- 
tality of  (A)  a  State,  (B)  one  or  more  political  subdivisions  of  a 
State,  or  (C)  a  State  and  one  or  more  of  its  political  subdivisions. 

(3)  The  term  "employee"  includes  an  officer  of  a  State  or 
political  subdivision. 

(4)  The  term  "retirement  system"  means  a  pension,  annuity, 
retirement,  or  similar  fund  or  system  established  by  a  State  or  by 
a  political  subdivision  thereof. 

(5)  The  term  "coverage  group"  means  (A)  employees  of  the 
State  other  than  those  engaged  m  performing  service  in  connec- 
tion with  a  proprietary  function;  (B)  employees  of  a  political 
subdivision  of  a  State  other  than  those  engaged  in  performing 
service  in  connection  with  a  proprietary  function;  (C)  employees 
of  a  State  engaged  in  performing  service  in  connection  with  a 
single  proprietary  function;  or  (D)  employees  of  a  political  sub- 
division of  a  State  engaged  in  performing  service  in  connection 
with  a  single  proprietary  function.  If  under  the  preceding  sen- 
tence an  employee  would  be  included  in  more  than  one  coverage 
group  by  reason  of  the  fact  that  he  performs  service  in  connection 
with  two  or  more  proprietary  functions  or  in  connection  with 
both  a  proprietary  function  and  a  nonproprietary  function,  he 
shall  be  included  in  only  one  such  coverage  group.  The  deter- 
mination of  the  coverage  group  in  which  such  employee  shall  be 
included  shall  be  made  in  such  manner  as  may  be  specified  in  the 
agreement.  Civilian  employees  of  National  Guard  units  of  a  State 
who  are  employed  pursuant  to  section  90  of  the  National  Defense 
Act  of  June  3,  1916  (32  U.S.C.,  sec.  42),  and  paid  from  funds 
allotted  to  such  units  by  the  Department  of  Defense,  shall  for 
purposes  of  this  section  be  deemed  to  be  employees  of  the  State 
and  (notwithstanding  the  preceding  provisions  of  this  para- 
graph), shall  be  deemed  to  be  a  separate  coverage  group.  For 
purposes  of  this  section,  individuals  employed  pursuant  to  an 
agreement,  entered  into  pursuant  to  section  205  of  the  Agricul- 
tural Marketing  Act  of  1946  (7  U.S.C.  1624)  or  section  14  of  the 
Perishable  Agricultural  Commodities  Act,  1930  (7  U.S.C.  499n), 
between  a  State  and  the  United  States  Department  of  Agriculture 
to  perform  services  as  inspectors  of  agricultural  products  may 
be  deemed,  at  the  option  of  the  State,  to  be  employees  of  the 
State  and  (notwithstanding  the  preceding  provisions  of  this  para- 
graph) shall  be  deemed  to  be  a  separate  coverage  group. 
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Services  Covered 

(c)  (1)  An  agreement  under  this  section  shall  be  applicable  to  any 
one  or  more  coverage  groups  designated  by  the  State. 

(2)  In  the  case  of  each  coverage  group  to  which  the  agreement  ap- 
plies, the  agreement  must  include  all  services  (other  than  services 
excluded  by  or  pursuant  to  subsection  (d)  or  paragraph  (3),  (5),  or 
(6)  of  this  subsection)  performed  by  individuals  as  members  of  such 
group. 

(3)  Such  agreement  shall,  if  the  State  requests  it,  exclude  (in  the 
case  of  any  coverage  group)  any  one  or  more  of  the  following: 

(A)  All  services  in  any  class  or  classes  of  (i)  elective  posi- 
tions, (ii)  part-time  positions,  or  (iii)  positions  the  compensation 
for  which  is  on  a  fee  basis ; 

(B)  All  services  performed  by  individuals  as  members  of  a 
coverage  group  in  positions  covered  by  a  retirement  system  on 
the  date  such  agreement  is  made  applicable  to  such  coverage 
group,  but  only  in  the  case  of  individuals  who,  on  such  date  (or, 
if  later,  the  date  on  which  they  first  occupy  such  positions),  are 
not  eligible  to  become  members  of  such  system  and  whose  services 
in  such  positions  have  not  already  been  included  under  such 
agreement  pursuant  to  subsection  (d)  (3). 

(4)  The  Secretary  of  Health,  Education,  and  Welfare  shall,  at  the 
request  of  any  State,  modify  the  agreement  with  such  State  so  as  to 
(A)  include  any  coverage  group  to  which  the  agreement  did  not 
previously  apply,  or  (B)  include,  in  the  case  of  any  coverage  group 
to  which  the  agreement  applies,  services  previously  excluded  from  the 
agreement;  but  the  agreement  as  so  modified  may  not  be  inconsistent 
with  the  provisions  of  this  section  applicable  in  the  case  of  an  original 
agreement  with  a  State.  A  modification  of  an  agreement  pursuant 
to  clause  (B)  of  the  preceding  sentence  may  apply  to  individuals  to 
whom  paragraph  (3)  (B)  is  applicable  (whether  or  not  the  previous 
exclusion  of  the  service  of  such  individuals  was  pursuant  to  such  para- 
graph) ,  but  only  if  such  individuals  are,  on  the  effective  date  specified 
in  such  modification,  ineligible  to  be  members  of  any  retirement  sys- 
tem or  if  the  modification  with  respect  to  such  individuals  is  pursuant 
to  subsection  (d)  (3). 

(5)  Such  agreement  shall,  if  the  State  requests  it,  exclude  (in  the 
case  of  any  coverage  group)  any  agricultural  labor,  or  service  per- 
formed by  a  student,  designated  by  the  State.  This  paragraph  shall 
apply  only  with  respect  to  service  which  is  excluded  from  employment 
by  any  provision  of  section  210(a)  other  than  paragraph  (7)  of  such 
section  and  service  the  remuneration  for  which  is  excluded  from 
wages  by  paragraph  (2)  of  section  209(h). 

(6)  Such  agreement  shall  exclude — 

(A)  service  performed  by  an  individual  who  is  employed  to 
relieve  him  from  unemployment, 

(B)  service  performed  in  a  hospital,  home,  or  other  institution 
by  a  patient  or  inmate  thereof, 

(C)  covered  transportation  service  (as  determined  under  sec- 
tion 210 (k)),  and 

(D)  service  (other  than  agricultural  labor  or  service  per- 
formed by  a  student)  which  is  excluded  from  employment  by 
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any  provision  of  section  210(a)  other  than  paragraph  (7)  of 
such  section,  and 

(E)  service  performed  by  an  individual  as  an  employee  serving 
on  a  temporary  basis  in  case  of  fire,  storm,  snow,  earthquake, 
flood,  or  other  similar  emergency. 

(7)  No  agreement  may  be  made  applicable  (either  in  the  original 
agreement  or  by  any  modification  thereof)  to  service  performed  by 
any  individual  to  whom  paragraph  (3)  (B)  is  applicable  unless  such 
agreement  provides  (in  the  case  of  each  coverage  group  involved) 
either  that  the  service  of  any  individual  to  whom  such  paragraph  is 
applicable  and  who  is  a  member  of  such  coverage  group  shall  con- 
tinue to  be  covered  by  such  agreement  in  case  he  thereafter  becomes 
eligible  to  be  a  member  of  a  retirement  system,  or  that  such  service 
shall  cease  to  be  so  covered  when  he  becomes  eligible  to  be  a  member 
of  such  a  system  (but  only  if  the  agreement  is  not  already  applicable 
to  such  system  pursuant  to  subsection  (d)(3)),  whichever  may  be 
desired  by  the  State. 

(8)  Notwithstanding  any  other  provision  of  this  section,  the  agree- 
ment with  any  State  entered  into  under  this  section  may  at  the 
option  of  the  State  be  modified  on  or  after  January  1, 1968,  to  exclude 
service  performed  by  election  officials  or  election  workers  if  the  remu- 
neration paid  in  a  calendar  quarter  for  such  service  is  less  than  $50. 
Any  modification  of  an  agreement  pursuant  to  this  paragraph  shall 
be  effective  with  respect  to  services  performed  after  an  effective  date, 
specified  in  such  modification,  which  shall  not  be  earlier  than  the 
last  day  of  the  calendar  quarter  in  which  the  modification  is  mailed  or 
delivered  by  other  means  to  the  Secretary. 

Positions  Covered  by  Retirement  Systems 

(d)(1)  No  agreement  with  any  State  may  be  made  applicable 
(either  in  the  original  agreement  or  by  any  modification  thereof)  to 
any  service  performed  by  employees  as  members  of  any  coverage 
group  in  positions  covered  by  a  retirement  system  either  (A)  on  the 
date  such  agreement  is  made  applicable  to  such  coverage  group,  or 
(B)  on  the  date  of  enactment  of  the  succeeding  paragraph  of  his  sub- 
section (except  in  the  case  of  positions  which  are,  by  reason  of  action 
by  such  State  or  political  subdivision  thereof,  as  may  be  appropriate, 
taken  prior  to  the  date  of  enactment  of  such  succeeding  paragraph, 
no  longer  covered  by  a  retirement  system  on  the  date  referred  to  in 
clause  (A),  and  except  in  the  case  of  positions  excluded  by  para- 
graph (5)  (A).  The  preceding  sentence  shall  not  be  applicable  to  any 
service  performed  by  an  employee  as  a  member  of  any  coverage 
group  in  a  position  (other  than  a  position  excluded  by  paragraph 
(5)  (A) )  covered  by  a  retirement  system  on  the  date  an  agreement  is 
made  applicable  to  such  coverage  group  if,  on  such  date  (or,  if  later, 
the  date  on  which  such  individual  first  occupies  such  position) ,  such 
individual  is  ineligible  to  be  a  member  of  such  system. 

(2)  It  is  hereby  declared  to  be  the  policy  of  the  Congress  in  enact- 
ing; the  succeeding  paragraphs  of  this  subsection  that  the  protection 
afforded  employees  in  positions  covered  by  a  retirement  system  on 
the  date  an  agreement  under  this  section  is  made  applicable  to  serv- 
ice performed  in  such  positions,  or  receiving  periodic  benefits  under 
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such  retirement  system  at  such  time,  will  not  be  impaired  as  a  result 
of  making  the  agreement  so  applicable  or  as  a  result  of  legislative 
enactment  in  anticipation  thereof. 

(3)  Notwithstanding  paragraph  (1),  an  agreement  with  a  State 
may  be  made  applicable  (either  in  the  original  agreement  or  by  any 
modification  thereof)  to  service  performed  by  employees  in  positions 
covered  by  a  retirement  system  (including  positions  specified  in  para- 
graph (4)  but  not  including  positions  excluded  by  or  pursuant  to 
paragraph  (5) ) ,  if  the  governor  of  the  State,  or  an  official  of  the  State 
designated  by  him  for  the  purpose,  certifies  to  the  Secretary  of  Health, 
Education,  and  Welfare  that  the  following  conditions  have  been  met : 

(A)  A  referendum  by  secret  written  ballot  was  held  on  the 
question  of  whether  service  in  positions  covered  by  such  retire- 
ment system  should  be  excluded  from  or  included  under  an 
agreement  under  this  section ; 

(B)  An  opportunity  to  vote  in  such  referendum  was  given  (and 
was  limited)  to  eligible  employees; 

(C)  Not  less  than  ninety  days'  notice  of  such  referendum  was 
given  to  all  such  employees ; 

(D)  Such  referendum  was  conducted  under  the  supervision  of 
the  governor  or  an  agency  or  individual  designated  by  him; 
and 

(E)  A  majority  of  the  eligible  employees  voted  in  favor  of 
including  service  in  such  positions  under  an  agreement  under  this 
section. 

An  employee  shall  be  deemed  as  "eligible  employee"  for  purposes  of 
any  referendum  with  respect  to  any  retirement  system  if,  at  the  time 
such  referendum  was  held,  he  was  in  a  position  covered  by  such  retire- 
ment system  and  was  a  member  of  such  system,  and  if  he  was  in  such 
a  position  at  the  time  notice  of  such  referendum  was  given  as  required 
by  clause  (C)  of  the  preceding  sentence;  except  that  he  shall  not  be 
deemed  an  "eligible  employee"  if,  at  the  time  the  referendum  was  held, 
he  was  in  a  position  to  which  the  State  agreement  already  applied, 
or  if  he  was  in  a  position  excluded  by  or  pursuant  to  paragraph  (5). 
No  referendum  with  respect  to  a  retirement  system  shall  be  valid  for 
purposes  of  this  paragraph  unless  held  within  the  two-year  period 
which  ends  on  the  date  of  execution  of  the  agreement  or  modification 
which  extends  the  insurance  system  established  by  this  title  to  such 
retirement  system,  nor  shall  any  referendum  with  respect  to  a  retire- 
ment system  be  valid  for  purposes  of  this  paragraph  if  held  less  than 
one  year  after  the  last  previous  referendum  held  with  respect  to  such 
retirement  system. 

(4)  For  the  purposes  of  subsection  (c)  of  this  section,  the  following 
employees  shall  be  deemed  to  be  a  separate  coverage  group — 

(A)  all  employees  in  positions  which  were  covered  by  the  same 
retirement  system  on  the  date  the  agreement  was  made  applicable 
to  such  system  (other  than  employees  to  whose  services  the  agree- 
ment ah-eady  applied  on  such  date)  ; 

(B)  all  employees  in  positions  Avhich  became  covered  by  such 
system  at  any  time  after  such  date;  and 

(C)  all  employees  in  positions  which  were  covered  by  such 
system  at  any  time  before  such  date  and  to  whose  services  the 


Sec.  218(d) 


752 


insurance  system  established  by  this  title  has  not  been  extended 
before  such  date  because  the  positions  were  covered  by  such  retire- 
ment system  (including  employees  to  whose  services  the  agree- 
ment was  not  applicable  on  such  date  because  such  services  were 
excluded  pursuant  to  subsection  (c)(3)(B)). 

(5)  (A)  Nothing  in  paragraph  (3)  of  this  subsection  shall  author- 
ize the  extension  of  the  insurance  system  established  by  this  title  to 
service  in  any  policeman's  or  fireman's  position. 

(B)  At  the  request  of  the  State,  any  class  or  classes  of  positions 
covered  by  a  retirement  system  which  may  be  excluded  from  the  agree- 
ment pursuant  to  paragraph  (3)  or  (5)  of  subsection  (c),  and  to 
which  the  agreement  does  not  already  apply,  may  be  excluded  from 
the  agreement  at  the  time  it  is  made  applicable  to  such  retirement  sys- 
tem; except  that,  notwithstanding  the  provisions  of  paragraph  (3) 
(B)  of  such  subsection,  such  exclusion  may  not  include  any  services 
to  which  such  paragraph  (3)  (B)  is  applicable.  In  the  case  of  any  such 
exclusion,  each  such  class  so  excluded  shall,  for  purposes  of  this 
subsection,  constitute  a  separate  retirement  system  in  case  of  any 
modification  of  the  agreement  thereafter  agreed  to. 

(6)  (A)  If  a  retirement  system  covers  positions  of  employees  of 
the  State  and  positions  of  employees  of  one  or  more  political  subdivi- 
sions of  the  State,  or  covers  positions  of  employees  of  two  or  more 
political  subdivisions  of  tlie  State,  then,  for  purposes  of  the  preceding 
paragraphs  of  this  subsection,  there  shall,  if  the  State  so  desires,  be 
deemed  to  be  a  separate  retirement  system  Avith  respect  to  any  one 
or  more  of  the  political  subdivisions  concerned  and,  where  the  retire- 
ment system  covers  positions  of  employees  of  the  State,  a  separate 
retirement  system  with  respect  to  the  State  or  with  respect  to  the  State 
and  any  one  or  more  of  the  political  subdivisions  concerned.  Where 
a  retirement  system  covering  positions  of  employees  of  a  State  and 
positions  of  employees  of  one  or  more  political  subdivisions  of  a  State, 
or  covering  positions  of  employees  of  two  or  more  political  subdivi- 
sions of  the  State,  is  not  divided  into  separate  retirement  systems  pur- 
suant to  the  preceding  sentence  or  pursuant  to  subparagraph  (C), 
then  the  State  may,  for  purposes  of  subsection  (f)  only,  deem  the 
system  to  be  a  separate  retirement  system  with  respect  to  any  one  or 
more  of  the  political  subdivisions  concerned  and,  where  the  retirement 
system  covers  positions  of  employees  of  the  State,  a  separate  retire- 
ment system  with  respect  to  the  State  or  with  respect  to  the  State  and 
any  one  or  more  of  the  political  subdivisions  concerned. 

(B)  If  a  retirement  system  covers  positions  of  employees  of  one  or 
more  institutions  of  higher  learning,  then,  for  purposes  of  such  pre- 
ceding paragraphs  there  shall,  if  the  State  so  desires,  be  deemed  to  be 
a  separate  retirement  system  for  the  employees  of  each  such  institution 
of  higher  learning.  For  the  purposes  of  this  subparagraph,  the  term 
"institutions  of  higher  learning"'  includes  junior  colleges  and  teachers 
colleges.  If  a  retirement  system  covers  positions  of  employees  of  a 
hospital  which  is  an  integral  part  of  a  political  subdivision,  then,  for 
purposes  of  the  preceding  paragraphs  there  shall,  if  the  State  so 
desires,  be  deemed  to  be  a  separate  retirement  system  for  the  employees 
of  such  hospital. 

(C)  For  the  purposes  of  this  subsection,  any  retirement  system 
established  by  the  State  of  Alaska,  California,  Connecticut,  Florida, 
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Georgia,  Illinois,  Massachusetts,  Minnesota,  Nevada,  New  Mexico, 
New  York,  North  Dakota,  Pennsylvania,  Rhode  Island,  Tennessee, 
Texas,  Vermont,  Washington,  Wisconsin,  or  Hawaii,  or  any  political 
subdivision  of  any  such  State,  which,  on,  before,  or  after  the  date  of 
enactment  of  this  subparagraph,  is  divided  into  two  divisions  or  parts, 
one  of  which  is  composed  of  positions  of  members  of  such  system  who 
desire  coverage  under  an  agreement  under  this  section  and  the  other 
of  which  is  composed  of  positions  of  members  of  such  system  who  do 
not  desire  such  coverage,  shall,  if  the  State  so  desires  and  if  it  is  pro- 
vided that  there  shall  be  included  in  such  division  or  part  composed 
of  members  desiring  such  coverage  the  positions  of  individuals  who 
become  members  of  such  system  after  such  coverage  is  extended,  be 
deemed  to  be  a  separate  retirement  system  with  respect  to  each  such 
division  or  part.  If,  in  the  case  of  a  separate  retirement  system  which 
is  deemed  to  exist  by  reason  of  subparagraph  (A)  and  which  has  been 
divided  into  two  divisions  or  parts  pursuant  to  the  first  sentence  of 
this  subparagraph,  individuals  become  members  of  such  system  by  rea- 
son of  action  taken  by  a  political  subdivision  after  coverage  under  an 
agreement  under  this  section  has  been  extended  to  the  division  or  part 
thereof  composed  of  positions  of  individuals  who  desire  such  cover- 
age, the  positions  of  such  individuals  who  become  members  of  such 
retirement  system  by  reason  of  the  action  so  taken  shall  be  included 
in  the  division  or  part  of  such  system  composed  of  positions  of  mem- 
bers who  do  not  desire  such  coverage  if  (i)  such  individuals,  on  the 
day  before  becoming  such  members,  were  in  the  division  or  part  of  an- 
other separate  retirement  system  (deemed  to  exist  by  reason  of  sub- 
paragraph ( A) )  composed  of  positions  of  members  of  such  system  who 
do  not  desire  coverage  under  an  agreement  under  this  section,  and  (ii) 
all  of  the  positions  in  the  separate  retirement  system  of  Avhich  such  in- 
dividuals so  become  members  and  all  of  the  positions  in  the  separate 
retirement  system  referred  to  in  clause  (i)  would  have  been  covered 
by  a  single  retirement  system  if  the  State  had  not  taken  action  to  pro- 
vide for  separate  retirement  systems  under  this  paragraph. 

(D)  (i)  The  position  of  any  individual  which  is  covered  by  any  re- 
tirement system  to  which  subparagraph  (C)  is  applicable  shall,  if  such 
individual  is  ineligible  to  become  a  member  of  such  system  on  Au- 
gust 1,  1956,  or,  if  later,  the  day  he  first  occupies  such  position,  be 
deemed  to  be  covered  by  the  separate  retirement  system  consisting  of 
the  positions  of  members  of  the  division  or  part  who  do  not  desire 
coverage  under  the  insurance  system  established  under  this  title. 

(ii)  Notwithstanding  clause  (i),  the  State  may,  pursuant  to  sub- 
section (c)(4:)(B)  and  subject  to  the  conditions  of  continuation  or 
termination  of  coverage  provided  for  in  subsection  (c)  (7),  modify  its 
agreement  under  this  section  to  include  services  performed  by  all 
individuals  described  in  clause  (i)  other  than  those  individuals  to 
whose  services  the  agreement  already  applies.  Such  individuals  shall 
be  deemed  (on  and  after  the  effective  date  of  the  modification)  to  be 
in  positions  covered  by  the  separate  retirement  system  consisting  of 
the  positions  of  members  of  the  division  or  part  who  desire  coverage 
under  the  insurance  system  established  under  this  title. 

(E)  An  individual  who  is  in  a  position  covered  by  a  retirement 
system  to  which  subparagraph  (C)  is  applicable  and  who  is  not  a 
member  of  such  system  but  is  eligible  to  become  a  member  thereof 
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shall,  for  purposes  of  this  subsection  (other  than  paragraph  (8)),  be 
regarded  as  a  member  of  such  system;  except  that,  in  the  case  of 
any  retirement  system  a  division  or  part  of  which  is  covered  under 
the  agreement  (either  in  the  original  agreement  or  by  a  modification 
thereof),  which  coverage  is  agreed  to  prior  to  1960,  the  preceding 
provisions  of  this  subparagraph  shall  apply  only  if  the  State  so  re- 
quests and  any  such  individual  referred  to  in  such  preceding  provi- 
sions shall,  if  the  State  so  requests,  be  treated,  after  division  of  the 
retirement  system  pursuant  to  such  subparagraph  (C),  the  same  as 
individuals  in  positions  referred  to  in  subparagraph  (F) . 

(F)  In  the  case  of  any  retirement  system  divided  pursuant  to  sub- 
paragraph (C),  the  position  of  any  member  of  the  division  or  part 
composed  of  positions  of  members  who  do  not  desire  coverage  may  be 
transferred  to  the  separate  retirement  system  composed  of  positions 
of  members  who  desire  such  coverage  if  it  is  so  provided  in  a  modi- 
fication of  such  agreement  which  is  mailed,  or  delivered  by  other 
means,  to  the  Secretary  prior  to  1970  or,  if  later,  the  expiration  of 
two  years  after  the  date  on  which  such  agreement,  or  the  modification 
thereof  making  the  agreement  applicable  to  such  separate  retirement 
system,  as  the  case  may  be,  is  agreed  to,  but  only  if,  prior  to  such 
modification  or  such  later  modification,  as  the  case  may  be,  the  in- 
dividual occupying  such  position  files  with  the  State  a  written  request 
for  such  transfer.  Notwithstanding  subsection  (f)  (1),  any  such  modi- 
fication or  later  modification,  providing  for  the  transfer  of  additional 
positions  within  a  retirement  system  previously  divided  pursuant  to 
subparagraph  (C)  to  the  separate  retirement  system  composed  of 
positions  of  members  who  desire  coverage,  shall  be  effective  with 
respect  to  services  performed  after  the  same  effective  date  as  that 
which  was  specified  in  the  case  of  such  previous  division. 

(G)  For  the  purposes  of  this  subsection,  in  the  case  of  any  retire- 
ment system  of  the  State  of  Florida,  Georgia,  Minnesota,  North 
Dakota,  Pennsylvania,  Washington,  or  Hawaii  which  covers  positions 
of  employees  of  such  State  who  are  compensated  in  whole  or  in  part 
from  grants  made  to  such  State  under  title  III,  there  shall  be  deemed 
to  be,  if  such  State  so  desires,  a  separate  retirement  system  with  respect 
to  any  of  the  following  : 

(i)  the  positions  of  such  employees ; 

(ii)  the  positions  of  all  employees  of  such  State  covered  by  such 
retirement  system  who  are  employed  in  the  department  of  such 
State  in  which  the  employees  referred  to  in  clause  (i)  are  em- 
ployed ;  or 

(iii)  employees  of  such  State  covered  by  such  retirement  sys- 
tem who  are  employed  in  such  department  of  such  State  in  posi- 
tions other  than  those  referred  to  in  clause  (i) . 

(7)  The  certification  by  the  governor  (or  an  official  of  the  State 
designated  by  him  for  the  purpose)  required  under  paragraph  (3) 
shall  be  deemed  to  have  been  made,  in  the  case  of  a  division  or  part 
(created  under  subparagraph  (C)  of  paragraph  (6)  or  the  correspond- 
ing provision  of  prior  law)  consisting  of  the  positions  of  members  of  a 
retirement  system  who  desire  coverage  under  the  agreement  under  this 
section,  if  the  governor  (or  the  official  so  designated)  certifies  to  the 
Secretary  of  Health,  Education,  and  Welfare  that — 
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(A)  an  opportunity  to  vote  by  written  ballot  on  the  question  of 
whether  they  wish  to  be  covered  under  an  agreement  under  this 
section  was  given  to  all  individuals  who  were  members  of  such 
system  at  the  time  the  vote  was  held ; 

(B)  not  less  than  ninety  days'  notice  of  such  vote  was  given  to 
all  individuals  who  were  members  of  such  system  on  the  date  the 
notice  was  issued ; 

(C)  the  vote  was  conducted  under  the  supervision  of  the  gover- 
nor or  an  agency  or  individual  designated  by  him ;  and  ^ 

(D)  such  system  was  divided  into  two  parts  or  divisions  in 
accordance  with  the  provisions  of  subparagraphs  (C)  and  (D) 
of  paragraph  (6)  or  the  corresponding  provision  of  prior  law.^ 

For  purposes  of  this  pargaraph,  an  individual  in  a  position  to  which 
the  State  agreement  already  applied  or  in  a  position  excluded  by  or 
pursuant  to  paragraph  (5)  shall  not  be  considered  a  member  of  the 
retirement  system. 

(8)  (A)  Notwithstanding  paragraph  (1),  if  under  the  provisions  of 
this  subsection  an  agreement  is,  after  December  31,  1958,  made  appli- 
cable to  service  performed  in  positions  covered  by  a  retirement  system, 
service  performed  by  an  individual  in  a  position  covered  by  such  a 
system  may  not  be  excluded  from  the  agreement  because  such  position 
is  also  covered  under  another  retirement  system. 

(B)  Subparagraph  (A)  shall  not  apply  to  service  performed  by  an 
individual  in  a  position  covered  under  a  retirement  system  if  such 
individual,  on  the  day  the  agreement  is  made  applicable  to  service 
performed  in  positions  covered  by  such  retirement  system,  is  not  a 
member  of  such  system  and  is  a  member  of  another  system. 

(C)  If  an  agreement  is  made  applicable,  prior  to  1959,  to  service  in 
positions  covered  by  any  retirement  system,  the  preceding  provisions 
of  this  paragraph  shall  be  applicable  in  the  case  of  such  system  if  the 
agreement  is  modified  to  so  provide. 

(D)  Except  in  the  case  of  agreements  with  the  States  named  in  sub- 
section (p)  and  agreements  with  interstate  instrumentalities,  nothing 
in  this  paragraph  shall  authorize  the  application  of  an  agreement  to 
service  in  any  policeman's  or  fireman's  position. 

Payments  and  Reports  by  States 

(e)  (1)  Each  agreement  under  this  section  shall  provide — 

(A)  that  the  State  will  pay  to  the  Secretary  of  the  Treasury,  at 
such  time  or  times  as  the  Secretary  of  Health,  Education,  and  Wel- 
fare may  by  regulations  prescribe,  amounts  equivalent  to  the  sum 
of  the  taxes  which  would  be  imposed  by  sections  3101  and  3111  of 
the  Internal  Revenue  Code  of  1954  if  the  services  of  employees 
covered  by  the  agreement  constituted  employment  as  defined  in 
section  3121  of  such  code ;  and 

(B)  that  the  State  will  comply  with  such  regulations  relating 
to  payments  and  reports  as  the  Secretary  of  Health,  Education, 
and  Welfare  may  prescribe  to  carry  out  the  purposes  of  this 
section. 

(2)  Where— 

(A)  an  individual  in  any  calendar  year  performs  services  to 
which  an  agreement  under  this  section  is  applicable  (i)  as  the 
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employee  of  two  or  more  political  subdivisions  of  a  State  or 
(ii)  as  the  employee  of  a  State  and  one  or  more  political  sub- 
divisions of  such  State;  and 

(B)  such  State  provides  all  of  the  funds  for  the  payment  of 
those  amounts  referred  to  in  paragraph  (1)  (A)  which  are  equiv- 
alent to  the  taxes  imposed  by  section  3111  of  the  Internal  Eevenue 
Code  of  1954  with  respect  to  wages  paid  to  such  individual  for 
such  services ;  and 

(C)  the  political  subdivision  or  subdivisions  involved  do  not 
reimburse  such  State  for  the  payment  of  such  amounts  or,  in  the 
case  of  services  described  in  subparagraph  (A)  (ii),  for  the  pay- 
ment of  so  much  of  such  amounts  as  is  attributable  to  employ- 
ment by  such  subdivision  or  subdivisions ; 

then,  nothwithstanding  paragraph  (1),  the  agreement  under  this  sec- 
tion with  such  State  may  provide  (either  in  the  original  agreement 
or  by  a  modification  thereof)  that  the  amounts  referred  to  in  para- 
graph (1)  (A)  may  be  computed  as  though  the  wages  paid  to  such 
individual  for  the  services  referred  to  in  clause  (A)  of  this  paragraph 
were  paid  by  one  political  subdivision  for  services  performed  in  its 
employ ;  but  the  provisions  of  this  paragraph  shall  be  applicable  only 
where  such  State  complies  with  such  regulations  as  the  Secretary 
may  prescribe  to  carry  out  the  purposes  of  this  paragraph.  The  pre- 
ceding sentence  shall  be  applicable  with  respect  to  wages  paid  after 
an  effective  date  specified  in  such  agreement  or  modification,  but  in 
no  event  with  respect  to  wages  paid  before  (i)  January  1,  1957,  in 
the  case  of  an  agreement  or  modification  which  is  mailed  or  delivered 
by  other  means  to  the  Secretary  before  January  1,  1962,  or  (ii)  the 
first  day  of  the  year  in  which  the  agreement  or  modification  is  mailed 
or  delivered  by  other  means  to  the  Secretary,  in  the  case  of  an  agree- 
ment or  modification  which  is  so  mailed  or  delivered  on  or  after 
January  1,  1962. 

Effective  Date  of  Agreement 

(f)  (1)  Except  as  provided  in  subsection  (e)  (2),  any  agreement  or 
modification  of  an  agreement  under  this  section  shall  be  effective  with 
respect  to  services  performed  after  an  effective  date  specified  in  such 
agreement  or  modification;  except  that  such  date  may  not  be  earlier 
than  the  last  day  of  the  sixth  calendar  year  preceding  the  year  in 
which  such  agreement  or  modification,  as  the  case  may  be,  is  agreed 
to  by  the  Secretary  and  the  State. 

(2)  In  the  case  of  service  performed  by  members  of  any  coverage 
group — 

(A)  to  which  an  agreement  under  this  section  is  made  applica- 
ble, and 

(B)  with  respect  to  which  the  agreement,  or  modification  there- 
of making  the  agreement  so  applicable,  specifies  an  effective  date 
earlier  than  the  date  of  execution  of  such  agreement  and  such 
modification,  respectively, 

the  agreement  shall,  if  so  requested  by  the  State,  be  applicable  to  such 
services  (to  the  extent  the  agreement  was  not  already  applicable) 
performed  before  such  date  of  execution  and  after  such  effective  date 
by  any  individual  as  a  member  of  such  coverage  group  if  he  is  such  a 
member  on  a  date,  specified  by  the  State,  which  is  earlier  than  such 
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date  of  execution,  except  that  in  no  case  may  the  date  so  specified  be 
earlier  than  the  date  such  agreement  or  such  modification,  as  the  case 
may  be,  is  mailed,  or  delivered  by  other  means,  to  the  Secretary. 

(3)  Notwithstanding  the  provisions  of  paragraph  (2)  of  this  sub- 
section, in  the  case  of  services  performed  by  individuals  as  members 
of  any  coverage  group  to  which  an  agreement  under  this  section  is 
made  applicable,  and  with  respect  to  which  there  were  timely  paid 
in  good  faith  to  the  Secretary  of  the  Treasury  amounts  equivalent  to 
the  sum  of  the  taxes  w^hich  would  have  been  imposed  by  sections  3101 
and  3111  of  the  Internal  Revenue  Code  of  1954  had  such  services 
constituted  employment  for  purposes  of  chapter  21  of  such  Code  at 
the  time  they  were  performed,  and  with  respect  to  which  refunds 
were  not  obtained,  such  individuals  may,  if  so  requested  by  the  State, 
be  deemed  to  be  members  of  such  coverage  group  on  the  date  desig- 
nated pursuant  to  paragraph  (2). 

Termination  of  Agreement 

(g)  (1)  Upon  giving  at  least  two  years'  advance  notice  in  writing 
to  the  Secretary  of  Health,  Education,  and  Welfare,  a  State  may  ter- 
minate, effective  at  the  end  of  a  calendar  quarter  specified  in  the 
notice,  its  agreement  with  Secretary  [either] — 

(A)  in  its  entirety  but  only  if  the  agreement  has  been  in  effect 
from  its  effective  date  for  not  less  than  five  years  prior  to  the 
receipt  of  such  notice ;  or 

(B)  with  respect  to  any  coverage  group  designated  by  the 
State,  but  only  if  the  agreement  has  been  in  effect  with  respect  to 
such  coverage  group  for  not  less  than  five  years  prior  to  the 
receipt  of  such  notice[.]  ,•  or 

{€)  with  respect  to  services  of — 

{i)  all  employees  included  under  the  agreement  as  a  single 
coverage  group  vnthin  the  meaning  of  subsection  (d)  (4) 
which  is  composed  entirely  of  positions  of  policemen  or  fire- 
men or  both; 

(ii)  all  employees  in  positions  of  policemen  or  firemen  or 
hoth  which  are  included  under  the  agreement  as  a  part  of  a 
coverage  group  within  the  meaning  of  subsection  (d)  (4)/  or 
(Hi)  all  employees  in  positions  of  policemen  or  firemen  or 
both  which  ive7'e  included  under  the  agreement  as  a  part  of 
a  coverage  group  as  defined  in  subsection  (b)  (5)  and  tvhich 
were  covered  by  a  retirement  system  after  the  date  coverage 
was  extended  to  such  group, 
but  only  if  the  agreement  has  been  in  effect  loith  respect  to  em- 
ployees in  such  positions  for  not  less  than  five  years  prior  to  the 
receipt  of  such  notice. 
(2)  If  the  Secretary,  after  reasonable  notice  and  opportunity  for 
hearing  to  a  State  with  Avhom  he  has  entered  into  an  agreement  pur- 
suant to  this  section,  finds  that  the  State  has  failed  or  is  no  longer 
legally  able  to  comply  substantially  with  any  provision  of  such  agree- 
ment or  of  this  section,  he  shall  notify  such  State  that  the  agreement 
will  be  terminated  in  its  entirety,  or  with  respect  to  any  one  or  more 
coverage  groups  designated  by  him,  at  such  time,  not  later  than  two 
years  from  the  date  of  such  notice,  as  he  deems  appropriate,  unless 
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prior  to  such  time  he  finds  that  there  no  longer  is  any  such  failure 
or  tliat  the  cause  for  such  legal  inability  has  been  removed. 

(3)  If  any  agreement  entered  into  under  this  section  is  terminated 
m  Its  entirety,  the  Secretary  and  the  State  may  not  again  enter  into 
an  agreement  pursuant  to  this  section.  If  aAy  such  agreement  is 
terminated  with  respect  to  any  coverage  group,  the  Secretary  and 
the  State  may  not  thereafter  modify  such  agreement  so  as  to  again 
make  the  agreement  applicable  with  respect  to  such  coverage  group. 
//  any  such  agreement  is  terminated  with  respect  to  services  of  em- 
ployees in  positions  of  policemen  or  firemen  as  descrihed  in  paragraph 
(1)  ((7),  the  Secretary  and  the  State  may  not  thereafter  modify  such 
agreement  so  as  to  again  make  the  agreement  applicable  to  services 
perfoi^ed  hy  employees  in  such  positions. 

Deposits  in  Trust  Fund;  Adjustments 

(h)  (1)  All  amounts  received  by  the  Secretary  of  the  Treasury 
under  an  agreement  made  pursuant  to  this  section  shall  be  deposited 
m  the  Trust  Funds  and  the  Federal  Hospital  Insurance  Trust  Fund  in 
the  ratio  in  which  amounts  are  appropriated  to  such  Funds  pursuant 
to  subsection  (a)  (3)  of  section  201,  subsection  (b)  (1)  of  such  section, 
and  subsection  (a)  (1)  of  section  1817,  respectively. 

(2)  If  more  or  less  than  the  correct  amount  due  under  an  agree- 
ment made  pursuant  to  this  section  is  paid  with  respect  to  any  pay- 
ment of  remuneration,  proper  adjustments  with  respect  to  the  amounts 
due  under  such  agreement  shall  be  made,  without  interest,  in  such 
manner  and  at  such  times  as  may  be  i:)rescribed  by  regulations  of  the 
Secretary  of  Health,  Education,  and  Welfare. 

(3)  If  an  overpayment  cannot  be  adjusted  under  paragraph  (2), 
the  amount  thereof  and  the  time  or  times  it  is  to  be  paid  shall  be  certi- 
fied by  the  Secretary  of  Health,  Education,  and  Welfare  to  the  Man- 
a<T:ino-  Trustee,  and  the  Managing  Trustee,  through  the  Fiscal  Service 
of  the  Treasury  Department  and  prior  to  any  action  thereon  by  the 
General  Accountinof  Office,  shall  make  payment  in  accordance  with 
such  certification.  The  Managing  Trustee  shall  not  be  held  personally 
liable  for  any  payment  or  payments  made  in  accordance  with  a 
certification  by  the  Secretary  of  Health,  Education,  and  Welfare. 

Regulations 

(i)  Regulations  of  the  Secretary  of  Health,  Education,  and  Welfare 
to  carry  out  the  purposes  of  this  section  shall  be  designed  to  make  the 
requirements  imposed  on  States  pursuant  to  this  section  the  same,  so 
far  as  practicable,  as  those  imposed  on  employers  pursuant  to  this  title 
and  chapter  21  and  subtitle  F  of  the  Internal  Revenue  Code  of  1954. 

Failure  To  Make  Payments 

(j)  In  case  any  State  does  not  make,  at  the  time  or  times  due.  the 
payments  provided  for  under  an  agreement  pursuant  to  this  section 
there  shall  be  added,  as  part  of  the  amounts  due.  interest  at  the  rate  of 
6  per  centum  per  annum  from  the  date  due  until  paid,  and  the  Secre- 
tary of  Health.  Education,  and  Welfare  may.  in  his  discretion,  deduct 
such  amounts  plus  interest  from  any  amounts  certified  by  him  to  the 
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Secretary  of  the  Treasury  for  payment  to  such  State  under  any  other 
provision  of  this  Act.  Amounts  so  deducted  shall  be  deemed  to  have 
been  paid  to  the  State  under  such  other  provision  of  this  Act.  Amounts 
equal  to  the  amounts  deducted  under  this  subsection  are  hereby 
appropriated  to  the  Trust  Funds  in  the  ratio  in  which  amounts  are 
deposited  in  such  Funds  pursuant  to  subsection  (h)  (1) . 

Instrumentalities  of  Two  or  More  States 

(k)  (1)  The  Secretary  of  Health,  Education,  and  Welfare  may,  at 
the  request  of  any  instrumentality  of  two  or  more  States,  enter  into 
an  agreement  with  such  instrumentality  for  the  purpose  of  extending 
the  insurance  system  established  by  this  title  to  services  performed  by 
individuals  as  employees  of  such  instrumentality.  Such  agreement,  to 
the  extent  practicable,  shall  be  governed  by  the  provisions  of  this  sec- 
tion applicable  in  the  case  of  an  agreement  with  a  State. 

(2)  In  the  case  of  any  instrumentality  of  two  or  more  States,  if — 

(A)  employees  of  such  instrumentality  are  in  positions  covered 
by  a  retirement  system  of  such  instrumentality  or  of  any  of  such 
States  or  any  of  the  political  subdivisions  thereof,  and 

(B)  such  retirement  system  is  (on,  before,  or  after  the  date 
of  enactment  of  this  paragraph)  divided  into  two  divisions  or 
parts,  one  of  which  is  composed  of  positions  of  members  of  such 
system  who  are  employees  of  such  instrumentality  and  who  desire 
coverage  under  an  agreement  under  this  section  and  the  other  of 
which  is  composed  of  positions  of  members  of  such  system  who 
are  employees  of  such  instrumentality  and  who  do  not  desire  such 
coverage,  and 

(C)  it  is  provided  that  there  shall  be  included  in  such  division 
or  part  composed  of  the  positions  of  members  desiring  such 
coverage  the  positions  of  employees  of  such  instrumentality  who 
become  members  of  such  system  after  such  coverage  is  extended, 

then  such  retirement  system  shall,  if  such  instrumentality  so  desires, 
be  deemed  to  be  a  separate  retirement  system  w  ith  respect  to  each  such 
division  or  part.  An  individual  who  is  in  a  position  covered  by  a 
retirement  system  divided  pursuant  to  the  preceding  sentence  and 
who  is  not  a  member  of  such  system  but  is  eligible  to  become  a  member 
thereof  shall,  for  purposes  of  this  subsection,  be  regarded  as  a  member 
of  such  system.  Coverage  under  the  agreement  of  any  such  individual 
shall  be  provided  under  the  same  conditions,  to  the  extent  prac- 
ticable, as  are  applicable  in  the  case  of  the  States  to  which  the  pro- 
visions of  subsection  (d)  (6)  (C)  apply.  The  position  of  any  employee 
of  any  such  instrumentality  which  is  covered  by  any  retirement 
system  to  which  the  first  sentence  of  this  paragraph  is  applicable 
shall,  if  such  individual  is  ineligible  to  become  a  member  of  such 
system  on  the  date  of  enactment  of  this  paragraph  or,  if  later,  the 
day  he  first  occupies  such  position,  be  deemed  to  be  covered  by  the 
separate  retirement  system  consisting  of  the  positions  of  members  of 
the  division  or  part  who  do  not  desire  coverage  under  the  insurance 
system  established  under  this  title.  Services  in  positions  covered  by 
a  separate  retirement  system  created  pursuant  to  this  subsection  (and 
consisting  of  the  positions  of  members  who  desire  coverage  under  an 
agreement  under  this  section)  shall  be  covered  under  such  agreement 
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on  compliance,  to  the  extent  practicable,  with  the  same  conditions  as 
are  applicable  to  coverage  nnder  an  agreement  under  this  section  of  I 
services  in  positions  covered  by  a  separate  retirement  system  created  ' 
pursuant  to  subparagraph  (C)  of  subsection  (d)  (6)  'or  the  corre- 
sponding provision  of  prior  law  (and  consisting  of  the  positions  of 
members  who  desire  coverage  under  such  agreement) .  i 
(3)  Any  agreement  with  any  instrumentality  of  two  or  more  States  I 
entered  into  pursuant  to  this  Act  may,  notwithstanding  the  provisions  j 
of  subsection  (d)(5)(A)  and  the  references  thereto  in  subsections 
(d)  (1)  and  (d)  (3),  apply  to  service  performed  by  employees  of  such  ' 
instrumentality  in  any  policeman's  or  fireman's  position  covered  by 
a  retirement  system,  but  only  upon  compliance,  to  the  extent  prac- 
ticable, with  the  requirements  of  subsection  (d)  (3).  For  the  purpose  I 
of  the  preceding  sentence,  a  retirement  system  which  covers  positions 
of  policemen  or  firemen  or  both,  and  other  positions  shall,  if  the  in- 
strumentality concerned  so  desires,  be  deemed  to  be  a  separate  retire-  ' 
ment  system  with  respect  to  the  positions  of  such  policemen  or  firemen,  | 
or  both,  as  the  case  may  be.  I 

Delegation  of  Functions  i 

(1)  The  Secretary  of  Health,  Education,  and  Welfare  is  authorized  ; 
pursuant  to  agreement  with  the  head  of  any  Federal  agency,  to  dele- 
gate any  of  his  functions  under  this  section  to  any  officer  or  employee  ' 
of  such  agency  and  otherwise  to  utilize  the  services  and  facilities  of 
such  agency  in  carrying  out  such  functions,  and  payment  therefor  I 
shall  be  in  advance  or  by  way  of  reimbursement,  as  may  be  provided  | 
in  such  agreement.  i 

Wisconsin  Retirement  Fund  I 

(m)  (1)  Notwithstanding  paragraph  (1)  of  subsection  (d),  the  \ 
agreement  with  the  State  of  Wisconsin  may,  subject  to  the  provisions  | 
of  this  subsection,  be  modified  so  as  to  apply  to  service  performed  by  j 
employees  in  positions  covered  by  the  Wisconsin  retirement  fund.  i 

(2)  All  employees  in  positions  covered  by  the  Wisconsin  retirement  } 
fund  at  any  time  on  or  after  January  1,  1951,  shall,  for  the  purposes  j 
of  subsection  (c)  only,  be  deemed  to  be  a  separate  coverage  group ;  ex-  I 
cept  that  there  shall  be  excluded  from  such  separate  coverage  group  j 
all  employees  in  positions  to  which  the  agreement  applies  without  re-  i 
garcl  to  this  subsection.  ^  i 

(3)  The  modification  pursuant  to  this  subsection  shall  exclude  (in 
the  case  of  employees  in  the  coverage  group  established  by  paragraph 
(2)  of  this  subsection)  service  performed  by  any  individual  during 
any  period  before  he  is  included  under  the  Wisconsin  retirement  fund. 

(4)  The  modification  pursuant  to  this  subsection  shall,  if  the  State 
of  Wisconsin  requests  it,  exclude  (in  the  case  of  employees  in  the 
coverage  group  established  by  paragraph  (2)  of  this  subsection)  all 
service  performed  in  policemen's  positions,  all  service  performed  in 
firemen's  positions,  or  both. 

Certain  Positions  No  Longer  Covered  by  Retirement  Systems 

(n)  Notwithstanding  subsection  (d),  an  agreement  with  any  State 
entered  into  under  this  section  prior  to  the  date  of  the  enactment  of 
this  subsection  may,  prior  to  January  1,  1958,  be  modified  pursuant 
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to  subsect.  m  (c)  (4)  so  as  to  apply  to  services  performed  by  employees, 
as  member,  of  any  coverage  group  to  which  such  agreement  already 
applies  (ane  to  which  such  agreement  applied  on  such  date  of  enact- 
ment), in  positions  (1)  to  which  such  agreement  does  not  already 
apply,  (2)  which  were  covered  by  a  retirement  system  on  the  date 
such  agreement  was  made  applicable  to  such  coverage  group,  and 
(3)  which,  by  reason  of  action  by  such  State  or  political  subdivision 
thereof,  as  may  be  appropriate,  taken  prior  to  the  date  of  the  enact- 
ment of  this  subsection,  are  no  longer  covered  by  a  retirement  system 
on  the  date  such  agreement  is  made  applicable  to  such  services. 

Certain  Employees  of  the  State  of  Utah 

(o)  Notwithstanding  the  provisions  of  subsection  (d),  the  agree- 
ment with  the  State  of  Utah  entered  into  pursuant  to  this  section  may 
be  modified  pursuant  to  subsection  (c)  (4)  so  as  to  apply  to  services 
performed  for  any  of  the  following,  the  employees  performing  serv- 
ices for  each  of  which  shall  constitute  a  separate  coverage  group: 
Weber  Junior  College,  Carbon  Junior  College,  Dixie  Junior  College^ 
Central  Utah  Vocational  School,  Salt  Lake  Area  Vocational  School, 
Center  for  the  Adult  Blind,  Union  High  School  (Roosevelt,  Utah), 
Utah  High  School  Activities  Association,  State  Industrial  School, 
State  Training  School,  State  Board  of  Education,  and  Utah  School 
Employees  Retirement  Board.  Any  modification  agreed  to  prior  to 
January  1,  1955,  may  be  made  effective  with  respect  to  services  per- 
formed by  employees  as  members  of  any  of  such  coverage  groups 
after  an  effective  date  specified  therein,  except  that  in  no  case  may 
any  such  date  be  earlier  than  December  31, 1950. 

Policemen  and  Firemen  in  Certain  States 

(p)  (1)  Any  agreement  with  the  State  of  Alabama,  California, 
Florida,  Georgia,  Hawaii,  Idalio^  Kansas,  Maine,  Maryland,  New  York, 
North  Carolina,  North  Dakota,  Oregon,  Puerto  Rico,  South  Carolina, 
South  Dakota,  Tennessee,  Texas,  Vermont,  Virginia,  or  Washington 
entered  into  pursuant  to  this  section  prior  to  the  date  of  enactment 
of  this  subsection  may,  notwithstanding  the  provisions  of  subsection 
(d)  (5)  (A)  and  the  references  thereto  in  subsections  (d)  (1)  and  (d) 
(3) ,  be  modified  pursuant  to  subsection  (c)  (4)  to  apply  to  service  per- 
formed by  employees  of  such  State  or  any  political  subdivision  there- 
of in  any  policeman's  or  fireman's  position  covered  by  a  retirement 
system  in  effect  on  or  after  the  date  of  the  enactment  of  this  subsection, 
but  only  upon  compliance  with  the  requirements  of  subsection  (d)  (3). 
For  the  purposes  of  the  preceding  sentence,  a  retirement  system  which 
covers  positions  of  policemen  or  firemen,  or  both,  and  other  positions 
shall,  if  the  State  concerned  so  desires,  be  deemed  to  be  a  separate 
retirement  system  with  respect  to  the  positions  of  such  policemen  or 
firemen,  or  both,  as  the  case  may  be. 

(2)  A  State,  not  otherwise  listed  by  name  in  paragraph  (1),  shall 
be  deemed  to  be  a  State  listed  in  such  paragraph  for  the  purpose  of 
extending  coverage  under  this  title  to  service  in  firemen's  positions 
covered  by  a  retirement  system,  if  the  Governor  of  the  State,  or  an 
official  of  the  State  designated  by  him  for  the  purpose,  certifies  to  the 
Secretary  of  Health,  Education,  and  Welfare  that  the  overall  benefit 
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protection  of  the  employees  in  such  positions  Tvould  be  improved  by 
reason  of  the  extension  of  such  coveracre  to  such  employees.  Xotwith- 
standinof  the  provisions  of  the  second  sentence  of  such  parasfraph  (1). 
such  firemen's  positions  shall  be  deemed  a  separate  retirement  system 
and  no  other  positions  shall  be  inchided  in  such  system. 

Time  Limitation  on  Assessments 

(q)  (1)  TVliere  a  State  is  liable  for  an  amount  due  under  an  agree- 
ment pursuant^  to  this  section,  such  State  shall  remain  so  liable  until 
the  Secretary  is  satisfied  that  the  amount  due  has  been  paid  to  the 
Secretary  of  the  Treasury. 

(2)  XotTvithstanding:  paraofraph  (1).  a  State  shall  not  be  liable  for 
an  amount  due  under  an  aofreement  pursuant  to  this  section,  with  re- 
spect to  the  waofes  paid  to  individuals,  after  the  expiration  of  the  latest 
of  the  f  olloTrinof  periods — 

(A)  three  years,  three  months,  and  fifteen  days  after  the  year 
in  "which  such  wa^es  were  paid,  or 

(B)  three  years  after  the  date  on  which  such  amount  became 
due.  or 

(C)  three  years,  three  months,  and  fifteen  days  after  the  year 
following  the  year  in  which  this  subsection  is  enacted. 

unless  prior  to  the  expiration  of  such  period  the  Secretary  makes  an 
assessment  of  the  amount  due. 

(3)  For  purposes  of  this  subsection  and  section  205  fc).  an  assess- 
ment of  an  amount  due  is  made  when  the  Secretary  mails  or  otherwise 
delivers  to  the  State  a  notice  stating  the  amount  he  has  determined  to 
be  due  under  an  agreement  pursuant  to  this  section  and  the  basis  for 
such  determination. 

(4)  An  assessment  of  an  amount  due  made  by  the  Secretary  after 
the  expiration  of  the  period  specified  in  paragraph  (2)  shall  never- 
theless be  deemed  to  have  been  made  within  such  period  if — 

(A)  before  the  expiration  of  such  period  (or.  if  it  has  pre- 
viously been  extended  under  this  paragraph,  of  such  period  as 
so  extended),  the  State  and  the  Secretary  agree  in  writing  to  an 
extension  of  such  period  (or  extended  period)  and.  subject  to 
such  conditions  as  may  be  agreed  upon,  the  Secretary  makes  the 
assessment  prior  to  the  expiration  of  such  extension ;  or 

(B)  within  the  365  days  immediately  preceding  the  expiration 
of  such  period  (or  extended  period)  the  State  pays  to  the  Secre- 
tary of  the  Treasury  less  than  the  correct  amount  due  under  an 
agreement  pursuant  to  this  section  with  respect  to  wages  paid  to 
individuals  in  any  calendar  quarters  as  members  of  a  coverage 
group,  and  the  Secretary  of  Health.  Education,  and  W^elfare 
makes  the  assessment,  adjusted  to  take  into  account  the  amount 
paid  by  the  State,  no  later  than  the  365th  day  after  the  day  the 
State  made  pavment  to  the  Secretary  of  the  Treasury:  but  the 
Secretary  of  Health.  Education,  and  Welfare,  shall  make  such 
assessment  only  with  respect  to  the  wages  paid  to  such  individ- 
uals in  such  calendar  quarters  as  members  of  such  coverage 
group :  or 

(C)  pursuant  to  subparagraph  (A)  or  (B)  of  section  205  (c)  (5) 
he  includes  in  his  records  an  entry  with  respect  to  wages  for  an 
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individual,  but  only  if  such  assessment  is  limited  to  the  amount 
due  with  respect  to  such  wages  and  is  made  within  the  period 
such  entry  could  be  made  in  such  records  under  such  subpara- 
graph. 

(5)  If  the  Secretary  allows  a  claim  for  a  credit  or  refund  of  an 
overpayment  by  a  State  under  an  agreement  pursuant  to  this  section, 
with  respect  to  wages  paid  or  alleged  to  have  been  paid  to  an  indi- 
vidual in  a  calendar  year  for  services  as  a  member  of  a  coverage 
group,  and  if  as  a  result  of  the  facts  on  which  such  allowance  is 
based  there  is  an  amount  due  from  the  State,  with  respect  to  wages 
paid  to  such  individual  in  such  calendar  year  for  services  performed 
as  a  member  of  a  coverage  group,  for  which  amount  the  State  is  not 
liable  by  reason  of  paragraph  (2)  then  notwithstanding  paragraph 
(2)  the  State  shall  be  liable  for  such  amount  due  if  the  Secretary 
makes  an  assessment  of  such  amount  due  at  the  time  of  or  prior  to 
notification  to  the  State  of  the  allowance  of  such  claim.  For  pur- 
poses of  this  paragraph  and  paragraph  (6),  interest  as  provided  for 
in  subsection  (j)  shall  not  be  included  in  determining  the  amount  due. 

(6)  The  Secretary  shall  accept  wage  reports  filed  by  a  State  under 
an  agreement  pursuant  to  this  section  or  regulations  of  the  Secretary 
thereunder,  after  the  expiration  of  the  period  specified  in  paragraph 
(2)  or  such  period  as  extended  pursuant  to  paragraph  (4),  with 
respect  to  wages  which  are  paid  to  individuals  performing  services 
as  employees  in  a  coverage  group  included  in  the  agreement  and  for 
payment  in  connection  with  which  the  State  is  not  liable  by  reasons 
of  paragraph  (2) ,  only  if  the  State — 

(A)  pays  to  the  Secretary  of  the  Treasury  the  amount  due 
under  such  agreement  with  respect  to  such  wages,  and 

(B)  agrees  in  writing  with  the  Secretary  of  Health,  Education, 
and  Welfare  to  an  extension  of  the  period  specified  in  paragraph 
(2)  with  respect  to  wages  paid  to  all  individuals  performing 
services  as  employees  in  such  coverage  group  in  the  calendar 
quarters  designated  by  the  State  in  such  wage  reports  as  the 
periods  in  which  such  wages  were  paid.  If  the  State  so  agrees, 
the  period  specified  in  paragraph  (2),  or  such  period  as  extended 
pursuant  to  paragraph  (4),  shall  be  extended  until  such  time  as 
the  Secretary  notifies  the  State  that  such  wage  reports  have  been 
accepted. 

(7)  Notwithstanding  the  preceding  provisions  of  this  subsection, 
where  there  is  an  amount  due  by  a  State  under  an  agreement  pur- 
suant to  this  section  and  there  has  been  a  fraudulent  attempt  on  the 
part  of  an  officer  or  employee  of  the  State  or  any  political  subdivision 
thereof  to  defeat  or  evade  payment  of  such  amount  due,  the  State  shall 
be  liable  for  such  amount  due  without  regard  to  the  provisions  of 
paragraph  (2),  and  the  Secretary  may  make  an  assessment  of  such 

I    amount  due  at  any  time. 

I  Time  Limitations  on  Credits  and  Refunds 

I  (i")  (1)  No  credit  or  refund  of  an  overpayment  by  a  State  under 
I  an  agreement  pursuant  to  this  section  with  respect  to  wages  paid  or 
I    alleged  to  have  been  paid  to  an  individual  as  a  member  of  a  coverage 
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group  in  a  calendar  quarter  shall  be  allowed  after  the  expiration  of 
the  latest  of  the  following  periods — 

(A)  three  years,  three  months,  and  fifteen  days  after  the  year  j 
in  which  occurred  the  calendar  quarter  in  which  such  wages  were 
paid  or  alleged  to  have  been  paid,  or 

(B)  three  years  after  the  date  the  payment  which  included 
such  overpayment  became  due  under  such  agreement  with  respect 
to  the  wages  paid  or  alleged  to  have  been  paid  to  such  individual 
as  a  member  of  such  coverage  group  in  such  calendar  quarter,  or 

(C)  two  years  after  such  overpayment  was  made  to  the  Secre- 
tary of  the  Treasury,  or 

(D)  three  years,  three  months,  and  fifteen  days  after  the  year 
following  the  year  in  which  this  subsection  is  enacted,  j 

unless  prior  to  the  expiration  of  such  period  a  claim  for  such  credit 
or  refund  is  filed  with  the  Secretary  of  Health,  Education,  and  Wel- 
fare by  the  State. 

(2)  A  claim  for  a  credit  or  refund  filed  by  a  State  after  the  ex- 
piration of  the  period  specified  by  paragraph  (1)  shall  nevertheless 
be  deemed  to  have  been  filed  within  such  period  if —  I 

(A)  before  the  expiration  of  such  period  (or,  if  it  has  previ- 
ously been  extended  under  this  subparagraph,  of  such  period  as 
so  extended)  the  State  and  the  Secretary  agreed  in  writing  to  an 
extension  of  such  period  (or  extended  period)  and  the  claim  is 
filed  with  the  Secretary  by  the  State  prior  to  the  expiration  of 
such  extension;  but  any  claim  for  a  credit  or  refund  valid  be- 
cause of  this  subparagraph  shall  be  allowed  only  to  the  extent 
authorized  by  the  conditions  provided  for  in  the  agreement  for 
such  extension,  or 

(B)  the  Secretary  deletes  from  his  records  an  entry  with  re- 
spect to  wages  of  an  individual  pursuant  to  the  provisions  of  sub- 
paragraph (A),  (B),  or  (E)  of  section  205(c)  (5),  but  only  with  ' 
respect  to  the  entry  so  deleted. 

Review  by  Secretary 

(s)  Where  the  Secretary  has  made  an  assessment  of  an  amount  due  j 
by  a  State  under  an  agreement  pursuant  to  this  section,  disallowed  a 
State's  claim  for  a  credit  or  refund  of  an  overpayment  under  such  , 
agreement,  or  allowed  a  State  a  credit  or  refund  of  an  overpayment 
under  such  agreement,  he  shall  review  such  assessment,  disallowance, 
or  allowance  if  a  written  request  for  such  review  is  filed  with  him  by 
the  State  within  90  days  (or  within  such  further  time  as  he  may  allow)  i 
after  notification  to  the  State  of  such  assessment,  disallowance,  or  | 
allowance.  On  the  basis  of  the  evidence  obtained  by  or  submitted  to 
the  Secretary,  he  shall  render  a  decision  affirming,  modifying,  or  re- 
versing sucli  assessment,  disallowance,  or  allowance.  In  notifying  the 
State  of  his  decision,  the  Secretary  shall  state  the  basis  therefor.  ' 

Review  by  Court 

(t)  (1)  Notwithstanding  any  other  provision  of  this  title  any  State, 
irrespective  of  the  amount  in  controversy,  may  file,  within  two  years 
after  the  mailing  to  such  State  of  the  notice  of  any  decision  by  the  ' 
Secretary  pursuant  to  subsection  (s)  affecting  such  State,  or  within 
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I  such  further  time  as  the  Secretary  may  allow,  a  civil  action  for  a  re- 
I  determination  of  the  correctness  of  the  assessment  of  the  amount  due, 
I    the  disallowance  of  the  claim  for  a  refund  or  credit,  or  the  allowance  of 

the  refund  or  credit,  as  the  case  may  be,  with  respect  to  which  the 
i  Secretary  has  rendered  such  decision.  Such  action  shall  be  brought  in 
I     the  district  court  of  the  United  States  for  the  judicial  district  in  which 

is  located  the  capital  of  such  State,  or,  if  such  action  is  brought  by  an 
I  instrumentality  of  two  or  more  States,  the  principal  office  of  such  in- 
I  strumentality.  The  judgment  of  the  court  shall  be  final,  except  that 
i  it  shall  be  subject  to  review  in  the  same  manner  as  judgments  of  such 
i  court  in  other  civil  actions.  Any  action  filed  under  this  subsection 
j     shall  survive  notwithstanding  any  change  in  the  person  occupying  the 

office  of  Secretary  or  any  vacancy  in  such  office. 
I        (2)  NotAvithstanding  the  provisions  of  section  2411  of  title  28, 
I     United  States  Code,  no  interest  shall  accrue  to  a  State  after  final 
I     judgment  Avith  respect  to  a  credit  or  refund  of  an  overpayment  made 
j     under  an  agreement  pursuant  to  this  section. 

(3)  The  first  sentence  of  section  2414  of  title  28,  United  States  Code, 
!  shall  not  apply  to  final  judgments  rendered  by  district  courts  of  the 
j     United  States  in  civil  actions  filed  under  this  subsection.  In  such 

cases,  the  payment  of  amounts  due  to  States  pursuant  to  such  final 
'     judgments  shall  be  adjusted  in  accordance  with  the  provisions  of  this 

section  and  with  regulations  promulgated  by  the  Secretary. 

Positions  Compensated  Solely  on  a  Fee  Basis 

(u)  (1)  Notwithstanding  any  other  provision  in  this  section,  an 
!     agreement  entered  into  under  this  section  may  be  made  applicable  to 
;     service  performed  after  1967  in  any  class  or  classes  of  positions  com- 
;     pensated  solely  on  a  fee  basis  to  which  such  agreement  did  not  apply 
prior  to  1968  only  if  the  State  specifically  requests  that  its  agreement 
be  made  applicable  to  such  service  in  such  class  or  classes  of  positions. 

(2)  Notwithstanding  any  other  provision  in  this  section,  an  agree- 
ment entered  into  under  this  section  may  be  modified,  at  the  option  of 
the  State,  at  any  time  after  1967,  so  as  to  exclude  services  performed 
in  any  class  or  classes  of  positions  compensation  for  which  is  solely 
on  a  fee  basis. 

(3)  Any  modification  made  under  this  subsection  shall  be  effective 
with  respect  to  services  performed  after  the  last  day  of  the  calendar 
year  in  which  the  modification  is  agreed  to  by  the  Secretary  and  the 
State. 

(4)  If  any  class  or  classes  of  positions  have  been  excluded  from 
coverage  under  the  State  agreement  by  a  modification  agreed  to  under 
this  subsection,  the  Secretary  and  the  State  may  not  thereafter  modify 
such  agreement  so  as  to  again  make  the  agreement  applicable  with 

I     respect  to  such  class  or  classes  of  positions. 

I        Sec.  219.  [Repealed.] 

i 

j       Disability  Provisions  Inapplicable  if  Benefit  Rights  Impaired 

j  Sec.  220.  None  of  the  provisions  of  this  title  relating  to  periods  of 
disability  shall  apply  in  any  case  in  which  their  application  would 
result  in  the  denial  of  monthly  benefits  or  a  lump-sum  death  payment 
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which  would  otherwise  be  payable  under  this  title ;  nor  shall  they  ! 
apply  in  the  case  of  any  monthly  benefit  or  lump-sum  death  payment  j 
under  this  title  if  such  benefit  or  payment  would  be  greater  without  I 
their  application. 

Disability  Determinations 

Sec.  221.  (a)  In  the  case  of  any  individual,  the  determination  of 
whether  or  not  he  is  under  a  disability  (as  defined  in  section  216 (i) 
or  223(d) )  and  of  the  day  such  disability  began,  and  the  determina- 
tion of  the  day  on  which  such  disability  ceases,  shall,  except  as  pro- 
vided in  subsection  (g),  be  made  by  a 'State  a.oency  pursuant  to  an 
agreement  entered  into  under  subsection  (b).  Except  as  provided  in 
subsection  (c)  and  (d),  any  such  determinations  shall  be  the  deter- 
mination of  the  Secretary  for  purposes  of  this  title. 

(b)  The  Secretary  shall  enter  into  an  agreement  with  each  State 
which  is  willing  to  make  such  an  agreement  under  which  the  State 
agency  or  agencies  administering  the  State  plan  approved  imder  the 
Vocational  Kehabilitation  Act,  or  any  other  appropriate  State  agency 
or  agencies,  or  both,  will  make  the  determinations  referred  to  in  sub- 
section (a)  with  respect  to  all  individuals  in  such  State,  or  with  respect 
to  such  class  or  classes  of  individuals  in  the  State  as  may  be  designated 
in  the  airreement  at  the  State's  request. 

(c)  The  Secretary  may  on  his  own  motion  review  a  determination, 
made  by  a  State  agency  pursuant  to  an  agreement  under  this  section, 
that  an  individual  is  imder  a  disability  (as  defined  in  section  216 (i) 
or  223(d))  and,  as  a  result  of  such  review,  may  determine  that  such 
individual  is  not  under  a. disability  (as  so  defined)  or  that  such  dis- 
ability began  on  a  day  later  than  that  determined  by  such  agency,  or 
that  such  disability  ceased  on  a  day  earlier  than  that  determined  by 
such  agency. 

(d)  Any  individual  dissatisfied  with  any  determination  under  sub- 
section (a),  (c),  or  (g)  shall  be  entitled  to  a  hearing  thereon  by  the 
Secretary  to  the  same  extent  as  is  provided  in  section  205(b)  with 
respect  to  decisions  of  the  Secretary,  and  to  judicial  review  of  the 
Secretary's  final  decision  after  such  hearing  as  is  provided  in  section 
205(g).' 

(e)  Each  State  which  has  an  agreement  with  the  Secretary  under 
this  section  shall  be  entitled  to  receive  from  the  Trust  Funds,  in  ad- 
vance or  by  way  of  reimbursement,  as  may  be  mutually  agreed  upon, 
the  cost  to  the  State  of  carrying  out  the  agreement  under  this  section. 
The  Secretary  shall  from  time  to  time  certify  such  amount  as  is  neces- 
sary for  this  purpose  to  the  Manajjing  Trustee,  reduced  or  increased, 
as  the  case  may  be,  by  any  sum  (for  Avhich  adjustment  hereunder  has 
not  previously  been  made)  by  which  the  amount  certified  for  any  prior 
period  was  cTeater  or  less  than  the  amoimt  which  should  have  been 
paid  to  the  State  under  this  subsection  for  such  period ;  and  the  Man- 
aging Trustee,  prior  to  audit  or  settlement  by  the  General  Accounting 
Oflice,  shall  make  payment  from  the  Trust  Funds  at  the  time  or  times 
fixed  by  the  Secretary,  in  accordance  with  such  certification.  Ap- 
propriate adjustments' bet Aveen  the  Federal  Old- Age  and  Survivors 
Insurance  Trust  Fund  and  the  Federal  Disability  Insurance  Trust 
Fund  Avith  respect  to  the  payments  made  under  this  subsection  shall 
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be  made  in  accordance  with  paragraph  (1)  of  subsection  (2:)  of  sec- 
tion 201  (but  taking  into  account  any  refunds  under  subsection  (f)^f  ^ 
this  section)  to  insure  that  the  Federal  Disability  Trust  Fund  is  ' 
charo-ed  with  all  expenses  incurred  which  are  attributable  to  the  ad-  = 
ministration  of  section  223  and  the  Federal  Old-Aire  and  Survivors 
Insurance  Trust  Fund  is  charo-ed  with  all  other  expenses. 

(f )  All  money  paid  to  a  State  under  this  section  shall  be  used  solely 
for  the  purposes  for  which  it  is  paid;  and  any  money  so  paid  which 
is  not  used  for  such  purposes  shall  be  returned  to  the  Treasury  of  the 
United  States  for  deposit  in  the  Trust  Funds. 

(fif)  In  the  case  of  individuals  in  a  State  which  has  no  asfreement 
under  subsection  (b),  in  the  case  of  individuals  outside  the  United 
States,  and  in  the  case  of  any  class  or  classes  of  individuals  not  in- 
cluded in  an  agreement  under  subsection  (b) ,  the  determinations  re- 
ferred to  in  subsection  (a)  shall  be  made  by  the  Secretary  in  accord- 
ance with  regulations  prescribed  by  him. 

Rehabilitation  Services 

Referral  for  Rehabilitation  Services 

Sec.  222.  (a)  It  is  hereby  declared  to  be  the  policy  of  the  Congress 
that  disabled  individuals  applying  for  a  determination  of  disability, 
and  disabled  individuals  who  are  entitled  to  child's  insurance  benefits, 
widow's  insurance  benefits,  or  widower's  insurance  benefits,  shall  be 
promptly  referred  to  the  State  agency  or  agencies  administering  or 
supervising  the  administration  of  the  State  plan  approved  under  the 
Vocational  Rehabilitation  Act  for  necessary  vocational  rehabilitation 
services,  to  the  end  that  the  maximum  number  of  such  individuals 
may  be  rehabilitated  into  productive  activity. 

Deduction  on  Account  of  Refusal  To  Accept  Rehabilitation  Services 

(b)  (1)  Deductions,  in  such  amounts  and  at  such  time  or  times  as  the 
Secretary  shall  determine,  shall  be  made  from  any  payment  or  pay- 
ments under  this  title  to  which  an  individual  is  entitled,  until  the  total 
of  such  deductions  equals  such  individual's  benefit  or  benefits  under 
sections  202  and  223  for  any  month  in  which  such  individual,  if  a  child 
who  has  attained  the  age  of  eighteen  and  is  entitled  to  child's  insurance 
benefits,  a  Avidow,  loidoioer  or  surviving  divorced  wife  who  has  not 
attained  age  60,  [a  widower  who  has  not  attained  age  62,]  ^  or  an 
individual  entitled  to  disability  insurance  benefits,  ( ottier  than  such  an 
individual  ivhose  disability  is  blindness^  as  defined  in  section  216 (i) 
(1)  (B)),  refuses  without  good  cause  to  accept  rehabilitation  services 
available  to  him  under  a  State  plan  approved  under  the  Vocational 
Rehabilitation  Act.  Any  individual  who  is  a  member  or  adherent  of 
any  recognized  church  or  religious  sect  which  teaches  its  member  or 
adherents  to  rely  solely,  in  the  treatment  and  cure  of  any  physical  or 
mental  impairment,  upon  prayer  or  spiritual  means  through  the  appli- 
cation and  use  of  the  tenets  or  teachings  of  such  church  or  sect,  and 


1  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  In  the  case  of  an  Individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  in  or  after  the  month  of  enactment. 
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who,  solely  because  of  his  adherence  to  the  teachings  or  tenets  of  such 
church,  or  sect,  refuses  to  accept  rehabilitation  services  available  to 
him  under  a  State  plan  approved  under  the  Vocational  Rehabilitation 
Act,  shall,  for  the  purposes  of  the  first  sentence  of  this  subsection,  be 
deemed  to  have  done  so  with  good  cause. 

(2)  Deductions  shall  be  made  from  any  child's  insurance  benefit  to 
which  a  child  who  has  attained  the  age  of  eighteen  is  entitled  or  from 
any  mother's  insurance  benefit  to  which  a  person  is  entitled,  until  the 
total  of  such  deductions  equals  such  child's  insurance  benefit  or  benefits 
or  such  mother's  insurance  benefit  or  benefits  under  section  202  for  any 
month  in  which  such  child  or  person  entitled  to  mother's  insurance 
benefits  is  married  to  an  individual  who  is  entitled  to  disability  insur- 
ance benefits  and  in  which  such  individual  refuses  to  accept  rehabilita- 
tion services  and  a  deduction,  on  account  of  such  refusal,  is  imposed 
under  paragraph  (1).  If  both  this  paragraph  and  paragraph  (3)  are 
applicable  to  a  child's  insurance  benefit  for  any  month,  only  an  amount 
equal  to  such  benefit  shall  be  deducted. 

(3)  Deductions  shall  be  made  from  any  wife's,  husband's,  or  child's 
insurance  benefit,  based  on  the  wages  and  self -employment  income  of 
an  individual  entitled  to  disability  insurance  benefits,  to  Avhich  a  wife, 
divorced  wife,  husband,  or  child  is  entitled,  until  the  total  of  such 
deductions  equal  such  wife's,  husband's,  or  child's  insurance  benefit  or 
benefits  under  section  202  for  any  month  in  which  the  individual,  on 
the  basis  of  whose  wages  and  self -employment  income  such  benefit  was 
payable,  refuses  to  accept  rehabilitation  services  and  deductions,  on 
account  of  such  refusal,  are  imposed  under  paragraph  (1) . 

(4)  The  provisions  of  paragraph  (1)  shall  not  apply  to  any  child 
entitled  to  benefits  under  section  202(d),  if  he  has  attained  the' age  of 
18  but  has  not  attained  the  age  of  22,  for  any  month  during  Avhich  he 
is  a  full-time  student  (as  defined  and  determined  under  section  202 
(d)). 

Period  of  Trial  Work 

(c)  (1)  The  term  "period  of  trial  work'',  with  respect  to  an  individ- 
ual entitled  to  benefits  under  section  223  or  202(d),  means  a  period  of 
months  beginning  and  ending  as  provided  in  paragraphs  (3)  and  (4). 

(2)  For  purposes  of  sections  216 (i)  and  223,  any  services  rendered 
by  an  individual  during  a  period  of  trial  work  shall  be  deemed  not  to 
have  been  rendered  by  sucli  individual  in  determining  whether  his 
disability  has  ceased  in  a  month  during  sucli  period.  For  purposes 
of  this  subsection  the  term  "services"  means  activity  which  is  per- 
formed for  remuneration  or  gain  or  is  determined  by  the  Secretary  to 
be  of  a  type  normally  performed  for  remuneration  or'gain. 

(3)  A  period  of  trial  work  for  any  individual  shall  begin  with  the 
month  in  Avliich  he  becomes  entitled  to  disability  insurance  benefits, 
or,  in  the  case  of  an  individual  entitled  to  benefits  under  section  202(d) 
who  has  attained  the  age  of  eighteen,  with  the  month  in  which  he  be- 
comes entitled  to  such  benefits  or  the  month  in  which  he  attains  the  age 
of  eighteen,  Avhichever  is  later.  Notwithstanding  the  preceding  sen- 
tence, no  period  of  trial  work  may  begin  for  any  individual  prior  to 
the  beginning  of  the  month  following  the  month  in  which  this  para- 
graph IS  enacted ;  and  no  such  period  mav  begin  for  an  individual  in 


769 


Sec.  222(d) 


a  period  of  disability  of  such  individual  in  which  he  had  a  previous 
period  of  trial  work. 

(4)  A  period  of  trial  work  for  any  individual  shall  end  with  the 
close  of  whichever  of  the  following  months  is  the  earlier : 

(A)  the  ninth  month,  beginning  on  or  after  the  first  day  of 
such  period,  in  which  the  individual  renders  services  (whether  or 
not  such  nine  months  are  consecutive)  ;  or 

(B)  the  month  in  which  his  disability  (as  defined  in  section 
223(d))  ceases  (as  determined  after  application  of  paragraph  (2) 
of  this  subsection) . 

(5)  In  the  case  of  an  individual  who  becomes  entitled  to  benefits 
under  section  223  for  any  month  as  provided  in  clause  (ii)  of  subsec- 
tion (a)  (1)  of  such  section,  the  preceding  provisions  of  this  subsec- 
tion shall  not  apply  with  respect  to  services  in  any  month  beginning 
with  the  first  month  for  which  he  is  so  entitled  and  ending  with  the 
first  month  thereafter  for  which  he  is  not  entitled  to  benefits  under 
section  223. 

Costs  of  Rehabilitation  Services  From  Trust  Funds 

(d)  (1)  For  the  purpose  of  making  vocational  rehabilitation  services 
more  readily  available  to  disabled  individuals  Avho  are — 

(A)  entitled  to  disability  insurance  benefits  under  section  223,  or 

(B)  entitled  to  child's  insurance  benefits  under  section  202(d) 
after  having  attained  age  18  (and  are  under  a  disability),  or 

(C)  entitled  to  widow's  insurance  benefits  under  section  202(e) 
prior  to  attaining  age  60,  or 

(D)  entitled  to  widower's  insurance  benefits  under  section 
202(f)  prior  to  attaining  age  [62J  60.^  to  the  end  that  savings 
will  result  to  the  Trust  Fund  as  a  result  of  rehabilitating  the  maxi- 
mum number  of  such  individuals  into  productive  activity,  there 
are  authorized  to  be  transferred  from  the  Trust  Funds  such  sums 
as  may  be  necessary  to  enable  the  Secretary  to  pay  the  costs  of 
vocational  rehabilitation  services  for  such  individuals  (including 
(i)  services  during  their  waiting  periods,  and  (ii)  so  much  of  the 
expenditures  for  the  administration  of  any  State  plan  as  is  attrib- 
utable to  carrying  out  this  subsection)  ;  except  that  the  total 
amount  so  made  available  pursuant  to  this  subsection  [in  any 
fiscal  year  may  not  exceed  1  percent  of  the  total  of  the  benefits 
under  section  202(d)  for  children  who  have  attained  age  18  and 
are  under  a  disabilityj  may  not  exceed — 

(^)  1  percent  in  the  fiscal  year  ending  June  30^  1972^ 
{ii)  1.25  percent  in  the  fiscal  year  ending  June  30^  1973^ 
{Hi)  1.6  percent  in  the  fiscal  year  ending  June  30, 1974,  ci'^d 
thereafter, 

of  the  total  of  the  benefits  under  section  202 {d)  for  children  who 
have  attained  age  18  and  are  under  a  disahility,  the  benefits  under 
section  202(e)  for  Avidows  and  surviving  divorced  wives  who  have 
not  attained  age  60  and  are  under  a  disability,  the  benefits  under 


1  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972,  except 
that  in  the  case  of  an  individual  not  emltled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  In  or  after  the  month  of  enactment. 
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section  i^Ui^i^f;  for  Tvidowers  who  Ira^-e  not  attained  age  [62]  60^ 
and  tiie  benefits  tmder  section  lii^o.  wliicli  ^vere  certitied  for  paj- 
nienu  m  tue  preeecung  year,  ine  selection  of  mdividiials  (^includ- 
ing tne  order  m  ^vmen  tney  snaii  be  selected)  to  receive  such 
services  shall  be  made  m  accordance  Avitli  criteria  formulated  by 
the  ^^ecrctary  v-nicii  arc  ua^eLi  tipun  tiic  cnect  tne  provision  of 
such  services  vouid  have  upon  tlie  irust  Ihinds. 

in  tne  case  uf  eacn  >tate  vdncli  i?  AviUmg  to  do  so.  such  voca- 
tional reiiabilitation  scrAnccs  snail  be  furnisliecL  under  a  .^tate  plan 
fur  vuL-atiuiial  rciiauiiitatiuii  ,-ervices  vdiicli — 

I  A)  iias  ueeii  appruved  under  .-ectioii  5  of  the  Vocational 
Eehabiiitation  Act. 

iB)  provides  that,  to  the  extent  funds  provided  under  this 
subsection  are  ane^uare  rur  tne  purpuic.  such  services  will  be 
furnished,  to  any  individual  m  tne  >tate  vdio  meets  the  criteria 
prescribed  by  tne  Secretary  pursuant  to  paragrapli  tl).  with 
rea-caiaole  promptness  and  in  accordance  vutli  the  order  of  selec- 
tion determined  under  sucli  criteria,  and 

(  C  )  provides  tliat  such  services  vhll  be  furnislied  to  any  indi- 
vidual vutliout  regard  to  1 1)  liis  LUtizeriship  or  phice  of  residence, 
(ii)  his  need  for  rinaiicial  assistance  ex^jept  as  provided  in  recfula- 
ticais  of  tlie  Secretai'y  in  tlie  case  of  maintenance  during  rehabili- 
tation, or  ( lii )  any  order  of  selection  vrliich  would  otliervhse  be 
followed  under  tlie  State  plan  pursuant  to  section  5ia)(4)  of 
the  A>)cational  Ivehabilitation  Act. 
(  3  )  In  the  case  of  any  State  vdiicli  does  not  have  a  plan  vdiich  meets 
the  requirements  of  paraL^rapli  i    i .  the  Secretary  may  provide  such 
services  by  agreement  nr  contract  vhtli  other  public  or  private  agencies, 
organizations,  institutions,  or  individuals. 

(4)  Payments  under  tins  subsection  may  be  made  in  installments, 
and  in  advan^je  or  by  v-ay  of  reimbursement,  with  necessary  adjust- 
ments on  account  nf  overpayments  or  underpayments. 

( .5  )  ]\Ioney  paid  from  tlie  Trust  Funds  under  this  subseiuion  to  pay 
the  costs  of  providing  services  to  individuals  vdin  are  entitled  to  bene- 
hts  under  section  '1-lZ  ( including:  services  duriiiir  their  waitinof  pe- 
riods I .  or  who  are  entitled  to  benefits  under  section  i  d  i  en  tlie  basis 
of  the  wages  and  self -employment  income  of  such  individuals  shall  be 
charged  to  the  Federal  Disability  Insurance  Trust  Fund,  and  all  other 
money  paid  out  from  tlie  Trust  Funds  under  this  subsectinn  shall  be 
charcfed  to  the  Federal  Old-Acre  and  Survivors  Insuran':'e  Trust  Ftmd. 
The  ^Secretary  shall  determine  accordinof  to  such  methods  and  pro- 
cedures as  he  may  deem  appropriate — 

(  A  1  the  total  cost  of  the  services  provided  under  this  subsection, 
and 

(B)  subject  to  the  provisions  nf  the  precedino-  sentence,  the 
amount  of  such  cost  which  should  be  char^-ed  to  eacli  of  such  Trust 
Fund-. 

I  H  1  For  the  purposes  of  this  subsection  the  term  ••vocational  reha- 
bilitation services"  shall  have  the  ineanino;  assisfned  to  it  in  the_  Voca- 
tional Rehabilitation  Act.  exc'e]:)t  that  such  services  mav  be  limited  in 
tvpe.  SL'ope.  or  amount  in  acr^ordan^^'e  with  reofulations  of  the  Secretary 
ciesiLmed  to  achieve  the  purposes  of  this  subsection. 
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Disability  Insurance  Benefit  Payments 

Disability  Insurance  Benefits 

Sec.  223.  (a)  (1)  Every  individual  who— 

(A)  is  insured  for  disability  insurance  benefits  (as  determined 
under  subsection  (c)  (1) ), 

[(B)  ^  has  not  attained  the  age  of  sixty-five  J 

{B)  in  the  case  of  any  individual  other  than  an  individual 
lohose  disability  is  Umdness  (as  deflnedin  section  216(i)  (1)  (B)), 
has  not  attained  the  age  of  65, 

(C)  has  filed  application  for  disability  insurance  benefits,  and 

(D)  is  under  a  disability  (as  defined  m  subsection  (d))  shall 
be  entitled  to  a  disability  insurance  benefit  (i)  for  each  month 
beginning  with  the  first  month  after  his  waiting  period  (as  defined 
in  subsection  (c)(2))  in  which  he  becomes  so  entitled  to  such 
insurance  benefits,  or  (ii)  for  each  month  beginning  with  the 
first  month  during  all  of  Avhich  he  is  under  a  disability  and  in 
which  he  becomes  so  entitled  to  such  insurance  benefits,  but  only 
if  he  was  entitled  to  disability  insurance  benefits  which  termi- 
nated, or  had  a  period  of  disability  (as  defined  in  section  216(1) ) 
which  ceased,  within  the  sixty-month  period  preceding  the  first 
month  in  which  he  is  under  such  disability,  and  ending  with  the 
month  preceding  Avhichever  of  the  following  months  is  the  ear- 
liest :  the  month  in  which  he  dies,  [the  month  in  which  he  attains 
age  65,]  in  the  case  of  any  individual  other  than  an  individual 
whose  disability  is  blindness  (as  defined  in  section  216(i)(l) 
(B)),  the  7nonth  in  wMch  he  attains  age  65  or  the  third  month 
following  the  month  in  which  his  disability  ceases.  [No  payment 
under  this  paragraph  may  be  made  to  an  individual  who  would 
not  meet  the  definition  of  disability  in  subsection  (d)  except  for 
paragraph  (1)  (B)  thereof  for  any  month  in  which  he  engages  in 
substantial  gainful  activity,  and  no  payment  may  be  made  for  such 
month  under  subsection  (b) ,  (c) ,  or  (d)  of  section  202  to  any  per- 
son on  the  basis  of  the  wages  and  self -employment  income  of  such 
individual.]  In  the  case  of  a  deceased  individual^  the  requirement 
of  subparagraph  (C)  may  be  satisfied  by  an  application  for  benefits 
filed  with  respect  to  such  individual  within  3  months  after  the 
month  in  which  he  died} 

(2)  Except  as  provided  in  section  202  (q),  such  individual's  dis- 
ability insurance  benefit  for  any  month  shall  be  equal  to  his  primary 
insurance  amount  for  such  month  determined  under  section  215  as 
though  he  had  attained  age  62  [(if  a  woman)  or  age  65  (if  a  man)],^ 
ajnd,.  in  the  case  of  any  individual  whose  disahility  is  blindness  (as 
defined  in  section  216  (i)  (1)  (B)),  as  though  he  were  a  fully  insured 
individual^  in — 


1  Applies  in  case  of  deaths  occurring  after  Dec.  31.  1969.  Applications  with  respect  to 
deaths  occurring  after  Dec.  31,  1969,  but  before  date  of  enactment  which  are  filed  in, 
or  within  3  months  after,  the  month  of  enactment  shall  be  deemed  filed  In  the  month  In 
which  such  death  occurred. 

2  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after  Decem- 
ber 1974. 
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(A)  the  first  month  of  his  waiting  period,  or 

(B)  in  any  case  in  which  clause  (ii)  of  paragraph  (1)  of  this 
subsection  is  applicable,  the  first  month  for  which  he  becomes 
entitled  to  such  disability  insurance  benefits, 

and  as  though  he  had  become  entitled  to  old-age  insurance  benefits  in 
the  month  in  which  [he  filed  his  application  for  disability  insurance 
benefits  and  wasj  the  application  for  disability  insurance  oene-fits  was 
fled  and  he  was  entitled  to  an  old-age  insurance  benefit  for  each 
month  for  which  (pursuant  to  subsection  (b) )  he  was  entitled  to  a  dis- 
ability insurance  benefit.  For  the  purposes  of  the  preceding  sentence, 
[in  the  case  of  a  woman  J  in  the  case  of  an  individual^  who  attained 
age  62  in  or  before  the  first  month  referred  to  in  subparagraph  (A)  or 
(B)  of  such  sentence,  as  the  case  may  be,  the  elapsed  years  referred  to 
in  section  215(b)  (3)  shall  not  include  the  year  in  which  [she]  he^ 
attained  age  62,  or  any  year  thereafter. 

Filing  of  Application 

(b)  An  application  for  disability  insurance  benefits  filed  before  the 
first  month  in  which  the  applicant  satisfies  the  requirements  for  such 
benefits  (as  prescribed  in  subsection  (a)  (1))  shall  be  deemed  a  valid 
application  only  if  the  applicant  satisfies  the  requirements  for  such 
benefits  before  the  Secretary  makes  a  final  decision  on  the  application. 
If,  upon  final  decision  by  the  Secretary,  or  decision  upon  judicial 
review  thereof,  such  applicant  is  found  to  satisfy  such  requirements, 
the  application  shall  be  deemed  to  have  been  filed  in  such  first  month. 
An  individual  who  would  have  been  entitled  to  a  disability  insurance 
benefit  for  any  month  had  he  filed  application  therefor  before  the 
end  of  such  month  shall  be  entitled  to  such  benefit  for  such  month 
[if  he  files  such  application]  //  such  application  is  filed  before  the 
end  of  the  12th  month  immediately  succeeding  such  month. 

Definitions  of  Insured  Status  and  Waiting  Period 

(c)  For  purposes  of  this  section — 

(1)  An  individual  (other  than  an  individual  lohose  disability 
is  blindness,  as  defined  in  sectio7i  216 (i)  (1)  (B)),  shall  be  insured 
for  disability  insurance  benefits  in  any  month  if — 

(A)  he  would  have  been  a  fully  insured  individual  (as 
defined  in  section  214)  had  he  attained  age  62  [(if  a  woman) 
or  age  65  (if  a  man)]^  and  filed  application  for  benefits 
under  section  202(a)  on  the  first  day  of  such  month,  and 

(B)  (i)  he  had  not  less  than  20  quarters  of  coverage  during 
the  40-quarter  period  which  ends  with  the  quarter  in  which 
such  month  occurred,  or 


1  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after  Decem- 
ber 1974.  ^  _ 

2  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after  Decem- 
ber 1974. 

3  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after 
December  1974.  „  ,  , 

In  the  case  of  a  man  who  attains  or  will  attain  age  62  in  1973,  the  figure  "65  shall  be 
deemed  to  read  "64".  „  ,  „ 

In  the  case  of  a  man  who  attains  or  will  attain  age  62  in  1974,  the  figure  "65'  shall 
be  deemed  to  read  "63". 
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(ii)  if  such  month  ends  before  the  quarter  in  which  he  at- 
tains (or  would  attain)  age  31,  not  less  than  one-half  (and 
not  less  than  6)  of  the  quarters  during  the  period  ending 
with  the  quarter  in  which  such  month  occurred  and  begin- 
ning after  he  attained  age  21  were  quarters  of  coverage, 
or  (if  the  number  of  quarters  in  such  period  is  less  than  12) 
not  less  than  6  of  the  quarters  in  the  12-quarter  period  end- 
ing with  such  quarter  were  quarters  of  coverage.  For  pur- 
poses of  subparagraph  (B)  of  this  paragraph,  when  the 
number  of  quarters  in  any  period  is  an  odd  number,  such 
number  shall  be  reduced  by  one,  and  a  quarter  shall  not  be 
counted  as  part  of  any  period  if  any  part  of  such  quarter 
was  included  in  a  period  of  disability  unless  such  quarter 
was  a  quarter  of  coverage. 
An  individual  whose  disability  is  blindness  (as  defined  in  section 
216 {i)  (1)  (B))  shall  be  insured  for  disability  insiirance  benefits  in  any 
month  if  he  had  not  less  than  six  quarters  of  coverage  before  the 
quarter  in  which  such  month  occurs. 

(2)  The  term  "waiting  period"  means,  in  the  case  of  any  ap- 
plication for  disability  insurance  benefits,  the  earliest  period  of 
[six]  four  consecutive  calendar  months — 

(A)  throughout  which  the  individual  [Avho  files  such  ap- 
plication] loith  respect  to  lohom  such  afflication  is  filed  ^  has 
been  under  a  disability,  and 

(B)  (i)  which  begins  not  earlier  than  with  the  first  day  of 
the  [eighteenth]  sixteenth  month  before  the  month  in 
which  such  application  is  filed  if  such  individual  is  insured 
for  disability  insurance  benefits  in  such  [eighteenth]  six- 
teenth month,  or  (ii)  if  he  is  not  so  insured  in  such  month, 
which  begins  not  earlier  than  the  first  day  of  the  first  month 
after  [eighteenth]  sixteenth  month  in  which  he  is  so  insured. 

Notwithstanding  the  preceding  provisions  of  this  paragraph,  no 
waiting  period  may  begin  for  any  individual  before  January  1, 
1957. 

Definition  of  Disability 

(d)(1)  The  term  "disability"  means — 

(A)  inability  to  engage  in  any  substantial  gainful  activity  by 
reason  of  any  medically  determinable  physical  or  mental  impair- 
ment which  can  be  expected  to  result  in  death  or  which  has  lasted 
or  can  be  expected  to  last  for  a  continuous  period  of  not  less  than 
12  months ;  or 

[(B)  in  the  case  of  an  individual  who  has  attained  the  age  of 
55  and  is  blind  (within  the  meaning  of  "blindness"  as  defined  in 
section  216  (i)  (1) ) ,  inability  by  reason  of  such  blindness  to  engage 


lApmlies  in  casp  of  deaths  occiirrinfr  after  Dec.  81.  1969.  Applications  with  respect 
to  deaths  occnrrinj:  after  Dec.  31.  1969.  but  before  date  of  enactment  which  are  filed 
In,  or  within  3  months  after,  the  month  of  enactment  shall  be  deemed  filed  in  the  month 
in  which  such  death  occurred. 
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in  substantial  gainful  activity  requiring  skills  or  abilities  com- 
parable to  those  of  any  gainful  activity  in  which  he  has  previously 
engaged  with  some  regularity  and  over  a  substantial  period  of 
time.] 

(B)  hlindness  {as  depied  in  section  216 {i)  (1)  (B)) 

(2)  For  purposes  of  paragraph  (1)  (A)  — 

(A)  an  individual  (except  a  widow,  surviving  divorced  wife,  or 
widower  for  purposes  of  section  202  (e)  or  (f)  ;  and  except  a 
brother  for  purposes  of  section  202  (x) )  shall  be  determined  to  be 
under  a  disability  only  if  his  physical  or  mental  impairment  or 
impairments  are  of  such  severity  that  he  is  not  only  unable  to  do 
his  previous  work  but  cannot,  considering  his  age,  education,  and 
work  experience,  engage  in  any  other  kind  of  substantial  gainful 
work  Avhich  exists  in  the  national  economy,  regardless  of  whether 
such  work  exists  in  the  immediate  area  in  which  he  lives,  or 
whether  a  specific  job  vacancy  exists  for  him,  or  whether  he  would 
be  hired  if  he  applied  for  work.  For  purposes  of  the  preceding 
sentence  (with  respect  to  any  individual),  "work  which  exists  in 
the  national  economy"  means  work  which  exists  in  significant 
numbers  either  in  the  region  where  such  individual  lives  or  in 
several  regions  of  the  country. 

(B)  A  widow,  surviving  divorced  wife,  or  widower  shall  not  be 
determined  to  be  under  a  disability  (for  purposes  of  section  202 
(e)  or  (f )  unless  his  or  her  physical  or  mental  impairment  or  im- 
pairments are  of  a  level  of  severity  which  under  regulations  pre- 
scribed by  the  Secretary  is  deemed  to  be  sufficient  to  preclude  an 
individual  from  engaging  in  any  gainful  activity. 

(3)  For  purposes  of  this  subsection,  a  "physical  or  mental  impair- 
ment" is  an  impairment  that  results  from  anatomical,  physiological, 
or  psychological  abnormalities  which  are  demonstrable  by  medically 
acceptable  clinical  and  laboratory  diagnostic  techniques. 

(4)  .  The  Secretary  shall  by  regulations  prescribe  the  criteria  for 
determining  when  services  performed  or  earnings  derived  from  serv- 
ices demonstrate  an  individual's  ability  to  engage  in  substantial  gain- 
ful activity.  Notwithstanding  the  provisions  of  paragraph  (2),  an 
individual  (other  than  an  ivdirirlyal  irhose  disatiJity  is  hlindness^  as 
defined  in  section  216 {i)  {1)  {B))  whose  services  or  earnings  meet 
such  criteria  shall,  except  for  purposes  of  section  222(c) ,  be  found  not 
to  be  disabled. 

(5)  An  individual  shall  not  be  considered  to  be  under  a  disability 
unless  he  furnishes -such  medical  and  other  evidence  of  the  existence 
thereof  as  the  Secretary  may  require. 

Reduction  of  Benefits  Based  on  Disability  on  Account  of  Receipt 
of  Workmen's  Compensation 

Sec.  224.  (a)  If  for  any  month  prior  to  the  month  in  which  an  indi- 
vidual attains  the  age  of  62 — 

(1)  such  individual  is  entitled  to  benefits  under  section  223,  and 
(2)  such  individual  is  entitled  for  such  month,  under  a  work- 
men's compensation  law  or  plan  of  the  United  States  or  a  State 
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to  periodic  benefits  for  a  total  or  joartial  disability  (whether  or  not 
permanent),  and  the  Secretary  has,  in  a  prior  month,  received 
notice  of  such  entitlement  for  such  month, 
the  total  of  his  benefits  under  section  223  for  such  month  and  of  any 
benefits  under  section  202  for  such  month  based  on  his  wages  and  self- 
employment  income  shall  be  reduced  (but  not  below  zero)  by  the 
amount  by  which  the  sum  of — 

(3)  such  total  of  benefits  under  sections  223  and  202  for  such 
month,  and 

(4)  such  periodic  benefits  payable  (and  actually  paid)  for  such 
month  to  such  individual  under  the  workmen's  compensation  law 
or  plan, 

exceeds  the  higher  of — 

( 5 )  80  per  centum  of  his  "average  current  earnings",  or 

(6)  the  total  of  such  individual's  disability  insurance  benefits 
under  section  223  for  such  month  and  of  any  monthly  insurance 
benefits  under  section  202  for  such  month  based  on  his  wages  and 
self-employment  income,  prior  to  reduction  under  this  section. 

In  no  case  shall  the  reduction  in  the  total  of  such  benefits  under  sec- 
tions 223  and  202  for  a  month  (in  a  continuous  period  of  months) 
reduce  such  total  below  the  sum  of — 

(7)  the  total  of  the  benefits  under  sections  223  and  202,  after 
reduction  under  this  section,  with  respect  to  all  persons  entitled 
to  benefits  on  the  basis  of  such  individuars  wages  and  self-employ- 
ment income  for  such  month  which  were  determined  for  such  in- 
dividual and  such  persons  for  the  first  month  for  which  reduction 
under  this  section  was  made  (or  which  would  have  been  so  deter- 
mined if  all  of  them  had  been  so  entitled  in  such  first  month) ,  and 

(8)  any  increase  in  such  benefits  with  respect  to  such  individual 
and  such  persons,  before  reduction  under  this  section,  which  is 
made  effective  for  months  after  the  first  month  for  which  reduction 
under  this  section  is  made. 

For  purposes  of  clause  (5),  an  individual's  average  current  earnings 
means  the  [larger]  largest  ^  of  (A)  the  average  monthly  wage  used  for 
purposes  of  computing  his  benefits  under  section  223,  [or]  (B)  one- 
sixtieth  of  the  total  of  his  Avages  and  self -employment  income  (com- 
puted without  regard  to  the  limitations  specified  in  sections  209(a) 
and  211(b)  (1) )  for  the  five  consecutive  calendar  years  after  1950  for 
which  sucli  wages  and  self -employment  income  were  highest,  or  {C) 
one-twelfth  of  the  total  of  his  wages  and  self -employment  income  {com- 
puted without  regard  to  the  limitations  specified  in  sections  209 {a)  and 
211  {h)  (1))  for  the  calendar  year  in  which  he  had  the  highest  such 
wages  and  income  during  the  period  consisting  of  the  calendar  year  in 
"adiich  he  hecame  disahled  (as  defned  in  section  223 {d))  and  the  five 
years  preceding  that  year."^  In  any  case  where  an  individual's  wages 
and  self -employment  income  reported  to  the  Secretary  for  a  calendar 
year  reach  the  limitations  specified  in  sections  209(a)  and  211(b)  (1), 
the  Secretary  under  regulations  shall  estimate  the  total  of  such  wages 
and  self-employment  income  for  purposes  of  [clause  (B)]  clauses  (B) 
and  {C)'^  of  the  preceding  sentence  on  the  basis  of  such  information 


1  Applies  to  benefits  for  months  after  December  1972. 
-  Applies  to  benefits  for  months  after  December  1972. 
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as  may  be  available  to  liim  indicatiiifi:  the  extent  (if  any)  by  which  such 
wages  and  self -employment  income  exceed  such  limitations. 

(b)  If  any  periodic  benefit  under  a  workmen's  compensation  law  or 
plan  is  payable  on  other  than  a  monthly  basis  (excluding  a  benefit  | 
payable  as  a  lump  sum  except  to  the  extent  that  it  is  a  commutation  of,  ! 
or  a  substitute  for,  periodic  payments),  the  reduction  under  this  sec-  i 
tion  shall  be  made  at  such  time  or  times  and  in  such  amounts  as  the  | 
Secretary  finds  will  approximate  as  nearly  as  practicable  the  reduction  j 
prescribed  by  subsection  (a).  ' 

(c)  Reduction  of  benefits  under  this  section  shall  be  made  after  any 
reduction  under  subsection  (a)  of  section  203,  but  before  deductions 
under  such  section  and  under  section  222  (b) . 

(d)  The  reduction  of  benefits  required  by  this  section  shall  not  be 
made  if  the  workmen's  compensation  law  or  plan  under  which  a  peri- 
odic benefit  is  payable  provides  for  the  reduction  thereof  when  anyone 

is  entitled  to  benefits  under  this  title  on  the  basis  of  the  wages  and  self-  ! 
employment  income  of  an  individual  entitled  to  benefits  under  section  I 
223. 

(e)  If  it  appears  to  the  Secretary  that  an  individual  may  be  eligible  ; 
for  periodic  benefits  under  a  workmen's  compensation  law  or  plan  | 
which  would  give  rise  to  reduction  under  this  section,  he  may  require,  , 
as  a  condition  of  certification  for  payment  of  any  benefits  under  section  \ 
223  to  any  individual  for  any  month  and  of  any  benefits  under  section  j 
202  of  such  month  based  on  such  individual's  wages  and  self -employ-  , 
ment  income,  that  such  individual  certify  (i)  whether  he  has  filed  or  | 
intends  to  file  any  claim  for  such  periodic  benefits,  and  (ii)  if  he  has  so  | 
filed,  whether  there  has  been  a  decision  on  such  claim.  The  Secretary  | 
may,  in  the  absence  of  evidence  to  the  contrary,  rely  upon  such  a  certifi-  | 
cation  by  such  individual  that  he  has  not  filed  and  does  not  intend  to 
file  such  a  claim,  or  that  he  has  so  filed  and  no  final  decision  thereon  j 
has  been  made,  in  certifying  benefits  for  payment  pursuant  to  section  ! 
205(i).  i 

(f )  (1)  In  the  second  calendar  year  after  the  year  in  which  reduc-  ; 
tion  under  this  section  in  the  total  of  an  individual's  benefits  under  j 
section  223  and  any  benefits  under  section  202  based  on  his  wages  and 
self -employment  income  was  first  required  (in  a  continuous  period  ' 
of  months),  and  in  each  third  year  thereafter,  the  Secretary  shall  re-  j 
determine  the  amoimt  of  such  benefits  which  are  still  subject  to  reduc-  | 
tion  under  this  section ;  but  such  redetermination  shall  not  result  in  any  i 
decrease  in  the  total  amount  of  benefits  payable  under  this  title  on  the 
basis  of  such  individual's  wages  and  self -employment  income.  Such 
redetermined  benefit  shall  be  determined  as  of,  and  shall  become 
effective  with,  the  January  following  the  year  in  which  such  redeter- 
mination was  made. 

(2)  In  making  the  redetermination  required  by  paragraph  (1), 
the  individual's  average  current  earnino's  (as  defined  in  subsection 
(a) )  shall  be  deemed  to  be  the  product  of  his  average  current  earnino-s 
as  initially  determined  under  subsection  (a)  and  the  ratio  of  (i)  the 
average  of  the  taxable  wages  of  all  ]:)ersons  for  whom  taxable  was:es 
were  reported  to  the  Secretary  for  the  first  calendar  quarter  of  the 
calendar  year  in  which  such  redetermination  is  made,  to  (ii)  the 
average  of  the  taxable  wages  of  such  persons  reported  to  the  Secretary 
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for  the  first  calendar  quarter  of  the  taxable  year  in  which  the  reduc- 
tion was  first  computed  (but  not  counting  any  reduction  made  in  bene- 
fits for  a  previous  period  of  disability).  Any  amount  determined  under 
the  preceding  sentence  Avhich  is  not  a  multiple  of  $1  shall  be  reduced 
to  the  next  lower  multiple  of  $1. 

(g)  Whenever  a  reduction  in  the  total  of  benefits  for  any  month 
based  on  an  individual's  wages  and  self -employment  income  is  made 
under  this  section,  each  benefit,  except  the  disability  insurance  benefit, 
shall  first  be  proportionately  decreased,  and  any  excess  of  such  reduc- 
tion over  the  sum  of  all  such  benefits  other  than  the  disability  insur- 
ance benefit  shall  then  be  applied  to  such  disability  insurance  benefit. 

Suspension  of  Benefits  Based  on  Disability 

Sec.  225.  If  the  Secretary,  on  the  basis  of  information  obtained  by 
or  submitted  to  him,  believes  that  an  individual  entitled  to  benefits 
under  section  223,  or  that  a  child  who  has  attained  the  age  of  eighteen 
and  is  entitled  to  benefits  under  section  202(d),  or  that  a  widow  or 
surviving  divorced  wife  who  has  not  attained  age  60  and  is  entitled 
to  benefits  under  section  202  (e) ,  or  that  a  widower  who  has  not  attained 
age  [62]  60  ^  and  is  entitled  to  benefits  under  section  202(f) ,  may  have 
ceased  to  be  under  a  disability,  the  Secretary  may  suspend  the  pay- 
ment of  benefits  under  such  section  202 (d) ,  202 (e) ,  202  (f) ,  or  223,  until 
it  is  determined  (as  provided  in  section  221)  whether  or  not  such  indi- 
vidual's disability  has  ceased  or  until  the  Secretary  believes  that  such 
disability  has  not  ceased.  In  the  case  of  any  individual  whose  disability 
is  subject  to  determination  under  an  agreement  with  a  State  under 
section  221(b),  the  Secretary  shall  promptly  notify  the  appropriate 
State  of  his  action  under  this  section  and  shall  request  a  prompt  deter- 
mination of  whether  such  individual's  disability  has  ceased.  For  pur- 
poses of  this  section,  the  term  "disability"  has  the  meaning  assigned 
to  such  term  in  section  223(d).  Whenever  the  benefits  of  an  individual 
entitled  to  a  disability  insurance  benefit  are  suspended  for  any  month, 
the  benefits  of  any  individual  entitled  thereto  under  subsection  (b), 
(c),  or  (d)  of  section  202,  on  the  basis  of  the  wages  and  self -employ- 
ment income  of  such  individual,  shall  be  suspended  for  such  month.  The 
first  sentence  of  this  section  shall  not  apply  to  any  child  entitled  to 
benefits  under  section  202(d),  if  he  has  attained  the  age  of  18  but  has 
not  attained  the  age  of  22,  for  any  month  during  which  he  is  a  full-time 
student  (as  defined  and  determined  under  section  202(d) ). 

Entitlement  to  Hospital  Insurance  Benefits 

Sec.  226. 

(a)(i)  Every  individual  who — 

[ ( 1 )  3  (.4 )  ]^as  attained  age  65,  and 

[(2)1  (^)  is  entitled  to  monthly  insurahGe  uZWZfAZ  Unier  !CC- 
tion  202  or  is  a  qualified  railroad  retirement  beneficiary, 
shall  be  entitled  to  hospital  insurance  benefits  under  part  A  of  title 
XVIII  for  each  month  for  which  he  meets  the  condition  specified  in 


1  Applies  to  benefits  payable  under  section  202  for  months  after  December  1972.  except 
that  In  the  case  an  individual  not  entitled  to  a  benefit  for  December  1972,  benefits  will 
be  payable  only  on  the  basis  of  an  application  filed  In  or  after  the  month  of  enactment. 
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5?/JDarap\aph  TJ2)'J(B),  be.jjinninsf  with  the  first  month  after  June 
1966  for  which  he  meets  the  conditions  specified  in  5w5paragraphs  \ 
UK  A)  and  pi  (^).  i 

{h)  Ei^ery  individual  who — 

{1)  has  not  attah^ed  age  65,  and 

(2)  (A)  is  €77 titled  to,  and  has  for  2J^  consecutive  calendar  ^ 
months  teen  entitled,  to,  (?)  disahility  insurance  hene-fits  under  sec-  \ 
tion  223,  or  (ii)  child's  insiiranre  hene-fits  under  section  202(d) 
or  sister'^s  and  h7'other^s  henefits  under  section  202 ix)  hy  reason  ' 
of  a  disahility  ( as  defined  in  section  22S(d) ),  or  (Hi)  imdoro^s  in-  'i 
surance  henefits  under  section  202  (e) ,  or  widower"^ s  insurance  hene-  ■ 
fits  under  section  202(f)  hy  reason  of  a  disahility  (as  defined  in 
section  22S(d) )  or  (B)  is,  and  has  heen  for  not  less  than  21^  con- 
secutive months,  a  disahled  Qualified  railroad  r^tirem^n-f-  hene- 
ficiary,  within  the  meaning  of  section  22  of  the  Railroad  Retire- 
ment Act  of  1937 ,  '  '  1 
shall  he  entitled,  to  hospital  insurance  henefits  under  part  A  of  title  1 
XVIII  for  each  month  hegimiing  with  the  later  of  (I)  Jidy  1973  or 
(II)  the  tujenty -fifth  consecutive  month  of  his  entitlement  or  statues  \ 
as  a  qualified  railroad  retirement  henefipiarv  desorihed  in  varagraph  j 
(2),  and,  ending  with  the  month  folloimng  the  month  in  which  notice  ■  ; 
of  termination  of  such  entitle?ne7it  to  henefits  or  status  as  a,  qualified 
railroad  retirement  heneficiary  descrihed  in  paragraph  (2)  is  mailed  to 
him,  or  if  earlier^  with  the  month  hefore  the  month  in  ivhich  he  attains 
age  65. 

(c)  For  purposes  of  subsection  (a) —  | 

(1)  entitlement  of  an  individual  to  hospital  insurance  bene-  i 
fits  for  a  month  shall  consist  of  entitlement  to  have  payment  ' 
made  under,  and  subject  to  the  limitations  in,  part  A  of  title  \ 
XVITI  on  his  behalf  for  inpatient  hospital  services,  post-hospital  j 
extended  care  services,  post-hospital  home  health  services,  and  \ 
eligihle  drugs  ^  (as  such  terms  are  defined  in  part  C  of  title  ' 
XVIII)  furnished  him  in  the  United  States  (or  outside  the  ; 
United  States  in  the  case  of  inpatient  hospital  services  furnished  , 
under  the  conditions  described  in  section  1814(f))  during  such  j 
month;  except  that  (A)  no  such  pa^-ment  may  be  made  for  post-  I 
hospital  extended  care  services  furnished  before  January  1967,  I 
and  (B)  no  such  payment  may  be  made  for  post-hospital  extended  | 
care  services  or  post-hospital  home  health  services  unless  the  i 
discharoe  from  the  hospital  required  to  qualify  such  services  for 
payment  under  part  A  of  title  XVIII  occurred  (i)  after  June  30,  \ 
1966,  or  on  or  after  the  first  day  of  the  month  in  which  he  attains  | 
age  65,  whichever  is  later,  or  (ii)  if  he  was  entitled,  to  hospital  • 
insurance  henefits  pursuant  to  paragraph  (2)  of  suhsection  (a), 

at  a,  time  lohen  he  was  so  entitled and  : 

(2)  an  individual  shall  be  depmpri  montlily  insurance  i 
Denetits  under  section  202    or  section  223,  or  to  be  a  qualified 
railroad  retirement  beneficiary,  for  the  month  in  which  he  died 

if  he  would  have  been  entitled  to  such  benefits,  or  would  have 
been  a  qualified  railroad  retirement  beneficiary,  for  such  month 
had  he  died  in  the  next  month. 


1  Applies  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 


779 


Sec.  227(a) 


(d)  For  purposes  of  this  section,  the  term  "qualified  railroad  re- 
tirement beneficiary"  means  an  individual  whose  name  has  been 
certified  to  the  Secretary  by  the  Railroad  Retirement  Board  under 
section  21  or  section  22  of  the  Railroad  Retirement  Act  of  1937.  An 
individual  shall  cease  to  be  a  qualified  railroad  retirement  beneficiary 
at  the  close  of  the  month  preceding  the  month  which  is  certified  by  the 
Railroad  Retirement  Board  as  the  month  in  which  he  ceased  to  meet 
the  requirements  of  section  21  or  section  22  of  the  Railroad  Retirement 
Act  of  1937. 

{e)  {1)  For  purposes  of  determining  entitlement  to  liospital  insur- 
ance benefits  under  subsection  {a)  (2)  in  the  case  of  ividows  and  widow- 
ers  described  in  subparagraph  {B)  {Hi)  thereof — 

(A)  the  term  ''age  60''  in  sections  202(e)  (1)  (B)  (ii)  and  202 
(e)  (5),  and  the  term  ''age  62''  in  sections  202{f)  (1)  (B)  (ii)  and 
202(f)  (6)  shall  be  deemed  to  read  "age  65";  and 

(B)  the  phrase  "before  she  attained  age  60"  in  the  matter  fol- 
loiving  subparagraph  (F)  of  section  202(e)  (1)  shall  be  deemed  to 
read  "based  on  a  disability" . 

(2)  For  purposes  of  determining  entitlement  to  hospital  insurance 
benefits  under  subsection  (a)  (2)  in  the  case  of  an  individual  under 
age  65  ivho  is  entitled  to  benefits  under  section  202  and  who  ivas  entitled 
to  widow's  insurance  benefits  or  loidower'^s  insurance  benefits  based 
on  disability  for  the  month  before  the  first  month  in  which  such  indi- 
vidual was  so  entitled  to  old-age  insurance  benefits  (but  ceased  to  he 
entitled  to  such  ividoiv's  or  loidoicei^'s  insurance  benefits  upon  becom- 
ing entitled  to  such  old-age  insurance  benefits)^  such  individual  shall 
be  deemed  to  have  continued  to  be  entitled  to  such  loidow's  insurance 
benefits  or  widower^s  insurance  benefits  for  and  after  such  first  month. 

(S)  For  purposes  of  determining  entitlement  to  hospital  insurance 
benefits  under  subsection  (a)  (2)  any  disabled  ividoio  age  50  or  older 
who  is  entitled  to  mother'' s  insurance  benefits  (and  ivho  would  have 
been  entitled  to  widoiv's  insurance  benefits  by  reason  of  disahility  if 
she  had  filed  for  such  loidoio's  benefits)  shall,  upon  application  there- 
for, be  deemed  to  have  filed  for  such  loidoio^s  benefits  at  the  time  she 
filed  for  mother's  insurance  benefits  and  shall,  upon  furnishing  proof 
of  such  disahility  prior  to  July  1, 197^,  under  such  procedures  as  the 
Secretary  may  prescribe,  be  deemed  to  have  been  entitled  to  such 
widoiv's  benefits  as  of  the  time  she  loould  have  been  entitled  to  such 
loidow's  benefits  if  she  had  filed  a  timely  application  therefor. 

C(d)l(/)  For  entitlement  to  hospital  insurance  benefits  in  the  case 
of  certain  uninsured  individuals,  see  section  103  of  the  Social  Security 
Amendments  of  1965. 

Transitional  Insured  Status 

Sec.  227.  (a)  In  the  case  of  any  individual  who  attains  the  age  of 
72  before  1969  but  who  does  not  meet  the  requirements  of  section 
214(a),  the  6  quarters  of  coverage  referred  to  in  [so  much  of  para- 
graph (1)  of  section  214(a)  as  follows  clause  (C)]  paragraph  (1)  of 
section  21Jf(a)'^  shall,  instead,  be  3  quarters  of  coverage  for  purpose? 


1  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  age  62  after 
December  1974. 
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of  determining  entitlement  of  such  individual  to  benefits  under  sec- 
tion 202(a),  and  of  his  wife  to  benefits  under  section  202(b),  but,  in 
the  case  of  such  ^Yife,  only  if  she  attains  the  age  of  72  before  1969. 
and  only  with  respect  to  Avife's  insurance  benefits  under  section  202(b) 
for  and  after  the  month  in  which  she  attains  such  age.  For  each  month 
before  the  month  in  which  any  such  individual  meets  the  requirements 
of  section  214(a),  the  amount  of  his  old-age  insurance  benefit  shall, 
notwithstanding  the  provisions  of  section  202(a),  be  $58.00  ^  and  the 
amount  of  the  wife's  insurance  benefit  of  his  wife  shall,  notAvithstand- 
ing  the  provisions  of  section  202  (b) ,  be  $29.00.^ 

(b)  In  the  case  of  any  individual  who  has  died,  who  does  not  meet 
the  requirements  of  section  214(a),  and  whose  widow  attains  age  72 
before  1969,  the  6  quarters  of  coverage  referred  to  in  paragraph  (3) 
of  section  214(a)  and  in  [so  much  of  paragraph  (1)  thereof  as  follows 
clause  (C)]  paragraph  {!)  thereof^  shall,  for  purposes  of  determin- 
ing her  entitlement  to  widoAv's  insurance  benefits  under  section  202  (e) , 
instead  be — 

(1)  3  quarters  of  coverage  if  such  Avidow  attains  the  age  of  72 
in  or  before  1966. 

(2)  4  quarters  of  coA^erage  if  such  widow  attains  the  age  of  72 
in  1967, or 

(3)  5  quarters  of  coA^erage  if  such  AvidoAv  attains  the  age  of  72 
in  1968. 

The  amount  of  her  Avidow's  insurance  benefit  for  each  month  shall, 
notAA'ithstanding  the  proA^sions  of  section  202(e)  (and  section  202 
(m)),  be  $58.00.1 

(c)  In  the  case  of  any  indiAddual  AA'ho  becomes,  or  upon  filing  appli- 
cation therefor  Avould  become,  entitled  to  benefits  under  section  202  (a) 
by  reason  of  the  application  of  subsection  (a)  of  this  section,  aa^io  dies, 
and  AA'hose  AvidoAv  attains  the  age  of  72  before  1969,  such  deceased  in- 
diAddual  shall  be  deemed  to  meet  the  requirements  of  subsection  (b) 
of  this  section  for  purposes  of  determining  entitlement  of  such  AvidoAV 
to  AvidoAv's  insurance  benefits  under  section  202(e) . 

Benefits  at  Age  72  for  Certain  Uninsured  Individuals 

Eligibility 

Sec.  228.  (a)  Ea' ery  indiAddual  who — 

(1)  has  attained  the  age  of  72, 

(2)  (A)  attained  such  age  before  1968,  or  (B)  has  not  less  than 
3  quarters  of  coA^erage,  AA^ieneA^er  acquired,  for  each  calendar  year 
elapsing  after  1966  and  before  the  year  in  which  he  attained  such 

^g^'    .  .  .  ,  . 

(3)  is  a  resident  of  the  United  States  (as  defined  in  subsection 

(ej),  and  is  (A)  a  citizen  of  the  United  States  or  (B)  an  alien 
laAvfully  admitted  for  permanent  residence  Avho  has  resided  in  the 
United  States  (as  defined  in  section  210 (i))  continuously  during 


1  EifecLivS  Taniiary  1,  1975,  "the  larger  of  $58.00  or  the  amount  most  recently  estab- 
lished In  lieu  thereof  l^nfler  section  215 (i)"  will  replace  "$58.00"  and  "the  larger  of 
.$29  00  or  the  amount  most  recent^'  established  in  lieu  thereof  under  section  215(1)" 
will  renlace  "$29.00"  wherever  they  appear  in  Sections  227  and  228.  (P.L.  92-336  sec. 
202fa)V4)). 

2  Applies  only  in  the  case  of  a  man  who  attains  (or  would  attain)  25^  62  after 
December  1974. 
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the  5  years  immediately  preceding  the  month  in  which  he  files 

application  under  this  section,  and 

(4)  has  filed  application  for  benefits  under  this  section, 
shall  (subject  to  the  limitations  in  this  section)  be  entitled  to  a  benefit 
under  this  section  for  each  month  beginning  with  the  first  month  after 
September  1966  in  which  he  becomes  so  entitled  to  such  benefits  and 
ending  with  the  month  preceding  the  month  in  which  he  dies.  No 
application  under  this  section  which  is  filed  by  an  individual  more  than 
3  months  before  the  first  month  in  which  he  meets  the  requirements  of 
paragraphs  (1),  (2),  and  (3)  shall  be  accepted  as  an  application  for 
purpo:!:es  of  this  section. 

Benefit  Amount 

(b)  (1)  Except  as  provided  in  paragraph  (2),  the  benefit  amount  to 
which  an  individual  is  entitled  under  this  section  for  any  month  shall 
be  $58.00. 

(2)  If  both  husband  and  wife  are  entitled  (or  upon  application 
would  be  entitled)  to  benefits  under  this  section  for  any  month,  the 
amount  of  the  husband's  benefit  for  such  month  shall  be  $58.00 
and  the  amount  of  the  wife's  benefit  for  such  month  shall  be  $29.00. 

Reduction  for  Governmental  Pension  System  Benefits 

(c)  (1)  The  benefit  amount  of  any  individual  under  this  section  for 
any  month  shall  be  reduced  (but  not  below  zero)  by  the  amount  of  any 
periodic  benefit  under  a  governmental  pension  system  for  which  he  is 
eligible  for  such  month. 

(2)  In  the  case  of  a  husband  and  wife  only  one  of  whom  is  entitled 
to  benefits  under  this  section  for  any  month,  the  benefit  amount,  after 
any  reduction  under  paragraph  (1),  shall  be  further  reduced  (but  not 
below  zero)  by  the  excess  (if  any)  of  (A)  the  total  amount  of  any  peri- 
odic benefits  under  governmental  pension  systems  for  which  the  spouse 
who  is  not  entitled  to  benefits  under  this  section  is  eligible  for  such 
month,  over  (B)  $29.00. 

(3)  In  the  case  of  a  husband  and  wife  both  of  Avhom  are  entitled 
to  benefits  under  this  section  for  any  month — 

(A)  the  benefit  amount  of  the  wife,  after  any  reduction  under 
paragraph  (1),  shall  be  further  reduced  (but  not  below  zero)  by 
the  excess  (if  any)  of  (i)  the  total  amount  of  any  periodic  benefits 
under  governmental  pension  systems  for  which  the  husband  is 
eligible  for  such  month,  over  (ii)  $58.00 ;  and 

(B)  the  benefit  amount  of  the  husband,  after  any  reduction 
under  paragraph  (1),  shall  be  further  reduced  (but  not  below 
zero)  by  the  excess  (if  any)  of  (i)  the  total  amount  of  any  periodic 
benefits  under  governmental  pension  systems  for  which  the  wife 
is  eligible  for  such  month,  over  (ii )  $29.00. 

(4)  For  purposes  of  this  subsection,  in  determining  whether  an 
individual  is  eligible  for  periodic  benefits  under  a  governmental 
pension  system — 


Sec.  228(d) 


782 


(A)  snch  inclividiial  shall  be  deemed  to  have  filed  application 
for  such  benefits, 

(B)  to  the  extent  that  entitlement  depends  on  an  apDlication 
bv  such  individuaVs  spouse,  such  spouse  shall  be  deemed  to  have 
filed  application,  and 

(C)  to  the  extent  that  entitlement  denends  on  «^uch  individual 
or  his  spouse  having  retired,  such  individual  and  his  spouse  shall 
be  deemed  to  have  retired  before  the  month  for  which  the  deter- 
mination of  elififibilitv  is  beinc:  made. 

(5)  For  purposes  of  this  subsection,  if  any  periodic  benefit  is  pay- 
able on  any  basis  other  than  a  calendar  month,  the  Secretarv  shall 
allocate  the  amount  of  such  benefit  to  the  appropriate  calendar  months. 

(6)  If,  under  the  foreiroinjr  provisions  of  this  section,  the  amount 
pavable  for  anv  month  would  be  less  than  $1,  such  amount  shall  be 
reduced  to  zero.  Tn  the  case  of  a  husband  and  wife  both  of  whom 
are  entitled  to  benefits  under  this  section  for  the  month,  the  preceding: 
sentence  shall  be  applied  with  respect  to  the  ago^reofate  amount  so 
pavable  -for  such  month. 

(7)  Tf  anv  benefit  amount  computed  under  the  forep-oino-  provisions 
o-F  this  section  is  not  a  multiple  of  $0.10.  it  shall  be  raised  to  the  next 
hio-her  multiple  of  $0.10. 

( 8)  Under  re.o-ulations  prescribed  bv  the  Secretary,  benefit  pavments 
under  this  section  to  an  individual  (or  ap*efre.orate  benefit  pavments 
under  this  section  in  the  case  of  a  husband  nnd  wife)  of  less  than  $5 
may  be  accumulated  until  they  equal  or  exceed  $5. 

Suspension  for  Months  in  Which  Cash  Payments  Are  Made  Under  Public 

Assistance 

( d)  The  benefit  to  which  anv  individual  is  entitled  under  this  section 
for  any  month  shall  not  be  paid  for  such  month  if — 

*  (1)  such  individual  re<"eives  aid  or  assistance  in  the  form  of 
money  pavments  in  such  month  under  a  State  plan  approved 
under  tit^e  T.  X-  XTV,  .YT^  or  XYI  or  part  A  of  ti^le  lY  or  sup- 
plemental security  wcome  henefits  under  title  XYI  (as  iii  effect 
after  Decewher  fi1.197S).OY 

(2)  such  individual's  husband  or  wife  receives  such  aid  or 
assistance  in  such  month,  and  under  the  State  plan  the  needs 
of  such  individual  were  taken  into  account  in  determining:  eli^ri- 
bility  for  (or  amount  of)  such  aid  or  assistance, 
unless  the  State  a<2:ency  administerin^r  or  supervising  the  administra- 
tion of  such  plan  notifies  the  Secretarv,  at  such  time  and  in  such 
manner  as  mav  be  prescribed  in  accordance  with  rejiulations  of  the 
Secretarv,  that  such  pavments  to  such  individual  (or  surh  indi- 
vidual's husband  or  wife)  under  such  plan  are  bein^r  terminated  with 
the  payment  or  payments  made  in  such  month. 

Suspension  Where  Individual  Is  Residing  Outside  the  United  States 

(e)  The  benefit  to  whicli  any  individual  is  entitled  under  this  sec- 
tion for  any  month  shall  not  be  paid  if,  during  such  month,  such 
individual  is  not  a  resident  of  the  United  States.  For  purposes  of  this 
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RiiKspotion,  the  term  "United  States"  means  the  50  States  and  the 
"Oistrict  of  Cohimbia. 

Treatment  as  Monthly  Insurance  Benefits 

(f)  For  purposes  of  subsections  (t)  and  of  section  202,  and  of 
section  1840  a  monthly  benefit  nJider  this  section  shall  be  treated  as  a 
monthly  insurance  benefit  payable  under  section  202. 

Annual  Reimbursement  of  Fede»*al  Old- Age  and  Survivors  Insurance 

Trust  Fund 

(g)  There  are  authorized  to  be  appropriated  to  the  Federal  Old- 
A^e  and  Survivors  Insurance  Trust  Fund  for  the  fiscal  year  ending 
June  30,  1969,  and  for  each  fiscal  year  thereafter,  such  sums  as  the 
Secretary  of  Health,  Education,  and  Welfare  deems  necessary  on 
account  of — 

(1)  payments  made  under  this  section  during  the  second  pre- 
ceding fiscal  year  and  all  fiscal  years  prior  thereto  to  individuals 
who,  as  of  the  beginning  of  the  calendar  year  in  which  falls  the 
month  for  which  payment  was  made,  had  less  than  3  quarters  of 
coverage, 

(2)  the  additional  administrative  expenses  resulting  from  the 
payments  described  in  paragraph  (1),  and 

(3)  any  loss  in  interest  to  such  Trust  Fund  resulting  from  such 
payments  and  expenses, 

in  order  to  place  such  Trust  Fund  in  the  same  position  at  the  end  of 
such  fiscal  year  as  it  would  have  been  in  if  such  payments  had  not 
been  made. 

Definitions 

(h)  For  purposes  of  this  section — 

(1)  The  term  "quarter  of  coverage"  includes  a  quarter  of  cover- 
age as  defined  in  section  5(1)  of  the  Eailroad  Retirement  Act  of 
1937. 

(2)  The  term  "governmental  pension  system"  means  the  in- 
surance system  established  by  this  title  or  any  other  system  or 
fund  established  by  the  United  States,  a  State,  any  political  sub- 
division of  a  State,  or  any  wholly  owned  instrumentality  of  an}^ 
one  or  more  of  the  foregoing  which  provides  for  payment  of  (A) 
pensions,  (B)  retirement  or  retired  pay,  or  (C)  annuities  or 
similar  amounts  payable  on  account  of  personal  services  per- 
formed by  any  individual  (not  including  any  payment  under  any 
workmen's  compensation  law  or  any  payment  by  the  Veterans' 
Administration  as  compensation  for  service-connected  disability 
or  death). 

(3)  The  term  "periodic  benefit"  includes  a  benefit  payable  in 
a  lump  sum  if  it  is  a  commutation  of,  or  a  substitute  for,  periodic 
payments. 

(4)  The  determination  of  whether  an  individual  is  a  husband 
or  wife  for  any  month  shall  be  made  under  subsection  (h)  of  sec- 
tion 216  without  regard  to  subsections  (b)  and  (f )  of  section  216. 
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Benefits  in  Case  of  Members  of  the  Uniformed  Services 

Sec.  229.  (a)  For  purposes  of  determining  entitlement  to  and  the 
amount  of  any  monthly  benefit  for  any  month  [after  December 
1967]  after  December  1972,^  or  entitlement  to  and  the  amount  of  any 
lump-sum  death  payment  in  case  of  a  death  after  such  month,  payable 
under  this  title  on  the  basis  of  the  wages  and  self-employment  income 
of  any  individual,  and  for  purposes  of  section  216 (i)  (3),  such  indi- 
vidual shall  be  deemed  to  have  been  paid,  in  each  calendar  quarter 
occurring  [after  1967]  after  1956  ^  in  which  he  was  paid  wages  for 
service  as  a  member  of  a  uniformed  service  (as  defined  in  section 
210 (m))  which  was  included  in  the  term  "employment"  as  defined 
in  section  210(a)  as  a  result  of  the  provisions  of  section  210(1),  wages 
(in  addition  to  the  wages  actually  paid  to  him  for  such  service)  Cof — 

[(1)  $100  if  the  wages  actually  paid  to  him  in  such  quarter 
for  such  services  were  $100  or  less, 

[(2)  $200  if  the  wages  actually  paid  to  him  in  such  quarter  for 
such  services  were  more  than  $100  but  not  more  than  $200,  or 

[(3)  $300  in  any  other  case.] 
of  $300:~ 

(b)  There  are  authorized  to  be  appropriated  to  the  Federal  Old- 
Age  and  Survivors  Insurance  Trust  Fund,  the  Federal  Disability  In- 
surance Trust  Fund,  and  the  Federal  Hospital  Insurance  Trust  Fund 
annually,  as  benefits  under  this  title  and  part  A  of  title  XYIII  are 
paid  after  December  1967,  such  sums  as  the  Secretary  determines  to 
be  necessary  to  meet  (1)  the  additional  costs,  resulting  from  subsection 
(a),  of  such  benefits  (including  lump-sum  death  payments),  (2)  the 
additional  administrative  expenses  resulting  therefrom,  and  (3)  any 
loss  in  interest  to  such  trust  funds  resulting  from  the  payment  of  such 
amounts.  Such  additional  costs  shall  be  determined  after  any  increases 
in  such  benefits  arising  from  the  application  of  section  217  have  been 
made. 

Adjustment  of  the  Contribution  and  Benefit  Base 

Sec.  230.  (a)  Whenever  the  Secretary  pursuant  to  section  215  (i) 
increases  benefits  effective  with  the  first  month  of  the  calendar  year 
following  a  cost-of-living  computation  quarter,  he  shall  also  deter- 
mine and  publish  in  the  Federal  Register  on  or  before  November  1  of 
the  calendar  year  in  which  such  quarter  occurs  (along  with  the  pub- 
lication of  such  benefit  increase  as  required  by  section  215 (i)  (2)  (D) ) 
the  contribution  and  benefit  base  determined  under  subsection  (b) 
which  shall  be  effective  (unless  such  increase  in  benefits  is  prevented 
from  becoming  effective  by  section  215(i)  (2)  (E) )  with  respect  to 
remuneration  paid  after  the  calendar  year  in  which  such  quarter 
occurs  and  taxable  years  beginning  after  such  year. 

(b)  The  amount  of  such  contribution  and  benefit  base  shall  be  the 
amount  of  the  contribution  and  benefit  base  in  effect  in  the  year  in 
which  the  determination  is  made  or,  if  larger,  the  product  of — 

(1)  the  contribution  and  benefit  base  which  was  in  effect  with 
respect  to  remuneration  paid  in  (and  taxable  years  beginning  in) 


1  Applies  to  benefits  for  months  after  December  1972  and  to  lump-sum  death  payments 
for  deaths  occurring  after  December  1972,  subject  to  exception  in  section  126(b)  of  the 
amendments. 

2  See  footnote  1. 
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the  calendar  year  in  which  the  determination  under  subsection 
(a)  with  respect  to  such  particular  calendar  year  was  made,  and 
(2)  the  ratio  of  (A)  the  average  of  the  taxable  wages  of  all 
employees  as  reported  to  the  Secretary  for  the  first  calendar 
quarter  of  the  calendar  year  in  which  the  determination  under 
subsection  (a)  with  respect  to  such  particular  calendar  year  was 
made  to  the  latest  [or]  of  (B)  the  average  of  the  taxable  wages  of 
all  employees  as  reported  to  the  Secretary  for  the  first  calendar 
quarter  of  1978  or  the  first  calendar  quarter  of  the  most  recent 
calendar  year  in  which  an  increase  in  the  contribution  and  benefit 
base  was  enacted  or  a  determination  resulting  in  such  an  increase 
was  made  under  subsection  (a), 
with  such  product,  if  not  a  multiple  of  $300,  being  rounded  to  the  next 
higher  multiple  of  $300  where  such  product  is  a  multiple  of  $150  but 
not  of  $300  and  to  the  nearest  multiple  of  $300  in  any  other  case. 

(c)  For  purposes  of  this  section,  and  for  purposes  of  determining 
wages  and  self -employment  income  under  sections  209,  211,  213,  and 
215  of  this  Act  and  sections  1402,  3121,  3122,  3125,  6413,  and  6654  of 
the  Internal  Revenue  Code  of  1954,  the  "contribution  and  benefit  base" 
with  respect  to  remuneration  paid  in  (and  taxable  years  beginning 
in)  any  calendar  year  after  1973  and  prior  to  the  calendar  year  with 
the  first  month  of  which  the  first  increase  in  benefits  pursuant  to  sec- 
tion 215  (i)  of  this  Act  becomes  effective  shall  be  $12,000  or  (if  appli- 
cable) such  other  amount  as  may  be  specified  in  a  law  enacted  subse- 
quent to  the  law  which  added  this  section. 

Benefits  in  Case  of  Certain  Individuals  Interned  During  World 

War  II 

Sec,  231.  (a)  For  the  purposes  of  this  section  the  term  ^Hntemee^^ 

means  an  individual  loho  loas  interned  during  any  peHod  of  time  from 
Decemher  7,  75^/,  through  December  31,  191^6^  at  a  place  within  the 
United  States  operated  hy  the  Government  of  the  United  States  for  the 
internment  of  United  States  citizens  of  Japanese  ancestry. 

(h)  (1)  For  purposes  of  determining  entitlement  to  and  the  amount 
of  any  monthly  benefit  for  any  month  after  December  1972^  or  entitle- 
ment to  and  the  amount  of  any  lump-sum  death  payment  in  the  case  of 
a  death  after  such  months  payable  under  this  title  on  the  basis  of  the 
wages  and  self -employment  income  of  any  individual^  and  for  purposes 
of  section  216 (i)  (3) ,  such  individual  shall  be  deemed  to  have  been  paid 
during  any  period  after  he  attained  age  18  and  for  which  he  was  an 
internee^  toages  (in  addition  to  any  wages  actually  paid  to  him)  at  a 
loeekly  rate  of  basic  pay  during  such  period  as  follows — 

(A)  in  the  case  such  individual  was  not  employed  prior  to  the 
beginning  of  such  period^  Ji.0  multiplied  by  the  minimum  hourly 
rate  or  rates  in  effect  at  any  such  time  under  section  206 {a)  (1)  of 
title  29^  United  States  Code^  for  each  full  loeek  during  such  pe- 
riod; and 

(B)  in  the  case  such  individual  who  was  employed  prior  to  the 
beginning  of  such  period^  IfO  multiplied  by  the  greater  of  (i)  the 
highest  hourly  rate  received  during  any  such  employment.,  or  (ii) 
the  minimum  hourly  rate  or  rates  in  effect  at  any  such  time  under 
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section  206(a)  (1)  of  title  29,  Vnited  States  Code,  for  each  full 
weeJc  during  such  period. 

(2)  This  subsection  shall  not  he  applicable  in  the  case  of  any  monthly 
benefit  or  lump-sum  death  payment  if — 

(J.)  «  larger  such  benefit  or  payment,  as  the  case  may  be^  would 
be  payable  without  its  application;  or 

(B)  a  benefit  {other  than  a  benefit  payable  in  a  lump-sum  unless 
it  is  a  commutation  of^  or  a  substitute  for,  periodic  payments) 
which  is  based,  in  whole  or  in  part,  upon  internment  during  any 
period  from  December  7,  WJ^l^  through  December  31,  191^6,  at  a 
place  within  the  United  States  operated  by  the  Govemrruent  of  the 
United  States  for  the  internment  of  United  States  citizem  of  Japa- 
nese ancestry,  is  determined  by  any  agency  or  loholly  owned  instru- 
mentality of  the  United  States  to  be  payable  by  it  under  any  other 
law  of  the  United  States  or  under  a  system  established  by  such 
agency  or  instrumentality, 
fhe  provisions  of  clause  (B)  shall  not  apply  in  the  case  of  any  m/)nthly 
benefit  or  lump-sinn  death  payment  under  this  title  if  its  application 
would  reduce  by  $0.50  or  less  the  primary  insurance  amount  (cls  com- 
puted under  section  215  prior  to  any  recomputation  thereof  pursuant 
to  subsection  (/)  of  such  section)  of  the  individual  on  tohose  wages  and 
self-employment  income  such  benefit  or  payment  is  based.  The  provi- 
sions of  clause  (B)  shall  also  not  apply  for  purposes  of  section  216 
{i){S)-^ 

(3)  Upon  application  for  benefits,  a  recalculation  of  benefits  {by 
reason  of  this  section),  or  a  lump-sum  death  payment  on  the  basis  of 
the  wages  and  self-employment  income  of  any  individual  loho  teas  an 
internee,  the  Secretary  of  Health,  Education,  and  Welfare  shall  accept 
the  certification  of  the  Secretary  of  Defense  or  his  designee  concerning 
any  period  of  time  for  which  an  internee  is  to  receive  credit  under  para- 
graph {1)  and  shall  make  a  decision  without  regard  to  clause  {B)  of 
paragraph  (2)  of  this  subsection  unless  he  has  been  notified  by  some 
other  agency  or  instrumentality  of  the  United  States  that,  on  the  basis 
of  the  period  for  which  such  individual  was  an  internee,  a  benefit  de- 
scribed in  clause  {B)  of  paragraph  {2)  has  been  determined  by  such 
agency  or  instrumentality  to  be  payable  by  it.  If  the  Secretary  of 
Health,  Education,  and  ^Y  elf  are  has  not  been  so  notified,  he  shall  then 
ascertain  whether  some  other  agency  or  wholly  owned  instrumentality 
of  the  United  States  has  decided  that  a  benefit  described  in  clause  {B) 
of  paragraph  {2)  is  payable  by  it.  If  any  such  agency  or  instrumental- 
ity has  decided,  or  thereafter  decides,  that  such  a  benefit  is  payable  by 
it,  it  shall  so  notify  the  Secretary  of  Health,  Education,  and  Welfare, 
and  the  Secretary  shall  certify  no  further  benefits  for  payment  or  shall 
recompute  the  amount  of  any  further  benefits  payable,  as  may  be  re- 
guired  by  this  section. 

{Jf)  Any  agency  or  wholly  oioned  instrumentality  of  the  United 
States  which  is  authorized  by  any  law  of  the  United  States  to  pay  bene- 
fits, or  has  a  system-  of  benefits  which  are  based,  in  whole  or  in  part,  on 
any  period,  for  which  any  individual  loas  an  internee  shall,  at  the  re- 
quest of  the  Secretary  of  Health,  Education,  and  Welfare,  certify  to 
him,  loith  respect  to  any  individual  who  was  an  internee  such  informa- 
tion as  the  Secretaru  deen}s  necessary  to  carry  out  his  functions  under 
paragraph  {3)  of  this  subsection. 
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(c)  In  the  case  of  any  individual  who  is  entitled^  on  the  basis  of  the 
wages  and  self-employment  income  of  any  individual  to  whom  this 
section  applies^  to  monthly  henefits  under  title  II  of  such  Act  for 
the  month  in  lohich  this  Act  is  enacted^  this  section  shall  apply  {!) 
only  if  a  loritten  request  for  a  recalculation  of  such  benefits  {by  rea- 
son of  this  section)  under  the  provisions  of  section  215  (h)  and  (d) 
of  such  Act^  as  in  eifect  at  the  time  such  request  is  filed^  is  filed  by  such 
individual^  or  any  other  individual^  entitled  to  benefits  under  such 
title  II  on  the  basis  of  such  wages  and  self -employment  income^  and  {2) 
only  imth  respect  to  such  benefits  for  months  beginning  tvith  lohich- 
ever  of  the  folloioing  is  later:  January  1973  or  the  twelfth  month  be- 
fore the  month  in  which  such  request  was  filed.  Recalculations  of  bene- 
fits as  required  to  carry  out  the  provisions  of  this  section  shall  be  made 
notioithstanding  the  provisions  of  section  215 {f)  (1)  of  the  Social  Se- 
curity Act,  and  no  such  recalculation  shall  be  regarded  as  a  recompu- 
tation  for  purposes  of  section  215  if)  of  such  Act. 

(d)  There  are  authorized  to  be  appropriated  to  the  Ti^st  Funds  and 
the  Federal  Hospital  Insurance  Trust  Fund  for  the  fiscal  year  ending 
June  30, 1978,  such  simis  as  the  Secretary  determines  tuoidd  place  the 
Trust  Funds  and  the  Federal  Hospital  Insurance  Trust  Fund  in  the 
same  position  in  which  they  ivould  have  been  if  the  preceding  pro- 
visions of  this  sectio7i  had  not  been  enacted. 
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[PART  A— AID  TO  FAMILIES  WITH  DEPENDENT 
CHILDREN 

[Appropriation 

[Section  401.  For  the  purpose  of  encouraging  the  care  of  dependent 
children  in  their  own  homes  or  in  the  homes  of  relatives  by  enabling 
each  State  to  furnish  financial  assistance  and  rehabilitation  and 
other  services,  as  far  as  practicable  under  the  conditions  in  such  State, 
to  needy  dependent  children  and  the  parents  or  relatives  with  whom 
they  are  living  to  help  maintain  and  strengtlien  family  life  and  to 
help  such  parents  or  relatives  to  attain  or  retain  capability  for  the 
maximum  self-support  and  personal  independence  consistent  with  the 
maintenance  of  continuing  parental  care  and  protection,  there  is  hereby 
authorized  to  be  appropriated  for  each  fiscal  year  a  sum  sufficient  to 
carry  out  the  purposes  of  this  part.  The  sums  made  available  under 
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this  section  sliall  be  used  for  making  payments  to  States  which  have 
submitted,  and  had  approved  by  the  Secretary  of  Health,  Education, 
and  Welfare,  State  plans  for  aid  and  services  to  needy  families  with 
children. 

[State  Plans  for  Aid  and  Services  to  Needy  Families  with 

Children 

[Section  402.  (a)  A  State  plan  for  aid  and  services  to  needy 
families  with  children  must 

[(1)  provide  that  it  shall  be  in  effect  in  all  political  subdivisions 
of  the  State,  and,  if  administered  by  them,  be  mandatory  upon  them ; 

[(2)  provide  for  financial  participation  by  the  State ; 

[(3)  either  provide  for  the  establishment  or  designation  of  a  single 
State  agency  to  administer  the  plan,  or  provide  for  the  establishment 
or  designation  of  a  single  State  agency  to  supervise  the  administration 
of  the  plan ; 

[(4)  provide  for  granting  an  opportunity  for  a  fair  hearing  before 
the  State  agency  to  any  individual  whose  claim  for  aid  to  families 
with  dependent  children  is  denied  or  is  not  acted  upon  with  reasonable 
promptness ; 

[(5)  provide  (A)  such  methods  of  administration  (including 
after  January  1, 1940,  methods  relating  to  the  establishment  and  main- 
tenance of  personnel  standards  on  a  merit  basis,  except  that  the  Secre- 
tary shall  exercise  no  authority  with  respect  to  the  selection,  tenure  of 
ofRce,  and  compensation  of  any  individual  employed  in  accordance 
with  such  methods)  as  are  found  by  the  Secretary  to  be  necessary  for 
the  proper  and  efficient  operation  of  the  plan,  and  (B)  for  the  training 
and  effective  use  of  paid  subprofessional  staff,  with  particular  em- 
phasis on  the  full-time  or  part-time  employment  of  recipients  and 
other  persons  of  low  income,  as  community  services  aides,  in  the  ad- 
ministration of  the  plan  and  for  the  use  of  nonpaid  or  partially  paid 
volunteers  in  a  social  service  volunteer  program  in  providing  services 
to  applicants  and  recipients  and  in  assisting  any  advisory  committees 
established  by  the  State  agency ;  and 

[(6)  provide  that  the  State  agency  will  make  such  reports,  in 
such  form  and  containing  such  information,  as  the  Secretary  may 
from  time  to  time  require,  and  comply  with  such  provisions  as  the 
Secretary  may  from  time  to  time  find  necessary  to  assure  the  correct- 
ness and  verification  of  such  reports ; 

[(7)  except  as  may  be  otherwise  provided  in  clause  (8),  provide 
that  the  State  agency  shall,  in  determining  need,  take  into  considera- 
tion any  other  income  and  resources  of  any  child  or  relative  claiming 
aid  to  families  Avith  dependent  children,  or  of  any  other  individual 
(living  in  the  same  home  as  such  child  and  relative)  whose  needs  the 
State  determines  should  be  considered  in  determining  the  need  of  the 
child  or  relative  claiming  such  aid,  as  well  as  any  expenses  reasonably 
attributable  to  the  earning  of  any  such  income ; 

[(8)  provide  that,  in  making  the  determination  under  clause  (7), 
the  State  agency — 

[(A)  shall  with  respect  to  any  month  disregard — 

[(i)  all  of  the  earned  income  of  each  dependent  child  re- 
ceiving aid  to  families  with  dependent  children  who  is  (as 
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determined  by  the  State  in  accordance  with  standards  pre- 
scribed by  the  Secretary)  a  full-time  student  or  part-time 
student  who  is  not  a  full-time  employee  attending  a  school, 
college,  or  university,  or  a  course  of  vocational  or  technical 
training  designed  to  fit  him  for  gainful  employment,  and 

[(ii)  in  the  case  of  earned  income  of  a  dependent  child  not 
included  under  clause  (i),  a  relative  receiving  such  aid,  and 
any  other  individual  (living  in  the  same  home  as  such  rela- 
tive and  child)  whose  needs  are  taken  into  account  in  making 
such  determination,  the  first  $30  of  the  total  of  such  earned 
income  for  such  month  plus  one-third  of  the  remainder  of 
such  income  for  such  month  (except  that  the  provisions  of 
this  clause  (ii)  shall  not  apply  to  earned  income  derived  from 
participation  on  a  project  maintained  under  the  programs 
established  by  section  432(b)  (2)  and  (3) ;  and 
[(B)  (i)  may,  subject  to  the  limitations  prescribed  by  the 
Secretary,  permit  all  or  any  portion  of  the  earned  or  other  income 
to  be  set  aside  for  future  identifiable  needs  of  a  dependent  child, 
and  (ii)  may,  before  disregarding  the  amounts  referred  to  in  sub- 
paragraph (A)  and  clause  (i)  of  this  subparagraph,  disregard 
not  more  than  $5  per  month  of  any  income;  except  that,  with 
respect  to  any  month,  the  State  agency  shall  not  disregard  any 
earned  income  (other  than  income  referred  to  in  subparagraph 
(B))of- 

[(C)  any  one  of  the  persons  specified  in  clause  (ii)  of  subpara- 
graph (A)  if  such  person — 

[(i)  terminated  his  employment  or  reduced  his  earned  in- 
come without  good  cause  within  such  period  (of  not  less  than 
30  days)  preceding  such  month  as  may  be  prescribed  by  the 
Secretary ;  or 

[(ii)  refused  without  good  cause,  within  such  period  pre- 
ceding such  month  as  may  be  prescribed  by  the  Secretary,  to 
accept  employment  in  which  he  is  able  to  engage  which  is 
offered  through  the  public  employment  offices  of  the  State,  or 
is  otherwise  offered  by  an  employer  if  the  offer  of  such  em- 
ployer is  determined  by  the  State  or  local  agency  administer- 
ing the  State  plan,  after  notification  by  him,  to  be  a  bona  fide 
offer  of  employment ;  or 
[(D)  any  of  such  persons  specified  in  clause  (ii)  of  subpara- 
graph (A)  if  with  respect  to  such  month  the  income  of  the  per- 
sons so  specified  (within  the  meaning  of  clause  (7) )  was  in  excess 
of  their  need  as  determined  by  the  State  agency  pursuant  to 
clause  (7)  (without  regard  to  clause  (8) ),  unless,  for  any  one  of 
the  four  months  preceding  such  month,  the  needs  of  such  person 
were  met  by  the  furnishing  of  aid  under  the  plan; 
[(9)  provide  safeguards  which  restrict  the  use  or  disclosure  of 
information  concerning  applicants  and  recipients  to  purposes  directly 
connected  with  the  administration  of  aid  to  families  with  dependent 
children ; 

[(10)  provide,  effective  July  1, 1951,  that  all  individuals  wishing  to 
make  application  for  aid  to  families  with  dependent  children  shall 
have  opportunity  to  do  so,  and  that  aid  to  families  with  dependent 
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children  shall  be  furnished  with  reasonable  promptness  to  all  eligible 
individuals ; 

[(11)  effective  July  1,  1952,  provide  for  prompt  notice  to  appro- 
priate law-enforcement  officials  of  the  furnishing  of  aid  to  families 
with  dependent  children  in  respect  of  a  child  who  has  been  deserted 
or  abandoned  by  a  parent ; 

[(12)  provide,  effective  October  1,  1950,  that  no  aid  will  be  fur- 
nished any  individual  under  the  plan  with  respect  to  any  period  Avith 
respect  to  which  he  is  receiving  old-age  assistance  under  the  State 
plan  approved  under  section  2  of  this  Act ; 

[(13)  provide  a  description  of  the  services  which  the  State  agency 
makes  available  to  maintain  and  strengthen  family  life  for  children, 
inchiding  a  description  of  the  steps  taken  to  assure,  in  the  provision 
of  such  services,  maximum  utilization  of  other  agencies  providing 
similar  or  related  services ; 

[(14)  provide  for  the  development  and  application  of  a  program 
for  such  family  services  as  defined  in  section  406(d)  and  child  welfare 
services,  as  defined  in  section  425,  for  each  child  and  relative  who  re- 
ceives aid  to  families  with  dependent  children  and  each  appropriate  in- 
dividual (living  in  the  same  home  as  a  relative  and  child  receiving  such 
aid  whose  needs  are  taken  into  account  in  making  the  determination  un- 
der clause  (7) ) ,  as  may  be  necessary  in  the  light  of  the  particular  home 
conditions  and  other  needs  of  such  child,  relative,  and  individuals,  in 
order  to  assist  such  child,  relative,  and  individuals  to  attain  or  retain 
capability  for  self-support  and  care  and  in  order  to  maintain  and 
strengthen  family  life  and  to  foster  child  development; 
[(15)  provide — 

[(A)  for  the  development  of  a  program,  for  each  appropriate 
relative  and  dependent  child  receiving  aid  under  the  plan,  and 
each  appropriate  individual  (living  in  the  same  home  as  a  relative 
and  child  receiving  such  aid)  whose  needs  are  taken  into  account 
in  making  the  determination  under  clause  (7),  for  preventing  or 
reducing  the  incidence  of  births  out  of  wedlock  and  otherwise 
strengthening  family  life,  and  for  implementing  such  program  by 
assuring  that  in  all  appropriate  cases  family  planning  services  are 
offered  to  them,  but  acceptance  of  family  planning  services  pro- 
vided under  the  plan  shall  be  voluntary  on  the  part  of  such  mem- 
bers and  individuals  and  shall  not  be  a  prerequisite  to  eligibility 
for  or  the  receipt  of  any  other  service  under  the  plan ;  and 

[(B)  to  the  extent  that  services  provided  under  this  clause  or 
clause  (14)  are  furnished  by  the  staff  of  the  State  agency  or  the 
local  agency  administering  the  State  plan  in  each  of  the  political 
subdivisions  of  the  State,  for  the  establishing  of  a  single  organi- 
zational unit  in  such  State  or  local  agency,  as  the  case  may  be,  re- 
sponsible for  the  furnishing  of  such  services ; 
[(16)  provide  tlmt  where  the  State  agency  has  reason  to  believe  that 
the  home  in  which  a  relative  and  child  receiving  aid  reside  is  unsuit- 
able for  the  child  because  of  the  neglect,  abuse,  or  exploitation  of  such 
child  it  shall  bring  such  condition  to  the  attention  of  the  appropriate 
court  or  law  enforcement  agencies  in  the  State,  providing  such  data 
with  respect  to  the  situation  it  may  have ; 
[(17)  provide — 
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[(A)  for  the  development  and  implementation  of  a  program 
under  which  the  State  agency  will  undertake — 

[(i)  in  the  case  of  a  child  born  out  of  wedlock  who  is  re- 
ceiving aid  to  families  with  dependent  children  to  establish 
the  paternity  of  such  child  and  secure  support  for  him,  and 
[(ii)  in  the  case  of  any  child  receiving  such  aid  who  has 
been  deserted  or  abandoned  by  his  parent,  to  secure  support 
for  such  child  from  such  parent  (or  from  any  other  person 
legally  liable  for  such  support),  utilizing  any  reciprocal  ar- 
rangements adopted  with  other  States  to  obtain  or  enforce 
court  orders  for  support,  and 
[(B)  for  the  establishment  of  a  single  organizational  unit  in  the 
State  agency  or  local  agency  administering  the  State  plan  in  each 
political  subdivision  which  will  be  responsible  for  the  administra- 
tion of  the  program  referred  to  in  clause  (A)  ; 
[(18)  provide  for  entering  into  cooperative  arrangements  with 
appropriate  courts  and  law  enforcement  officials  (A)  to  assist  the 
State  agency  in  administering  the  program  referred  to  in  clause  (17) 
(A),  including  the  entering  into  of  financial  arrangements  with  such 
courts  and  officials  in  order  to  assure  optimum  results  under  such  pro- 
gram, and  (B)  with  respect  to  any  other  matters  of  common  concern 
to  such  courts  or  officials  and  the  State  agency  or  local  agency  admin- 
istering the  State  plan ; 
[(19)  provide — 

[(A)  that  every  individual,  as  a  condition  of  eligibility  for  and 
under  this  part,  shall  register  for  manpower  services,  training, 
and  employment  as  provided  by  regulations  of  the  Secretary  of 
Labor,  unless  such  individual  is — 

[(i)  a  child  who  is  under  age  16  or  attending  school  full 
time; 

[(ii)  a  person  who  is  ill,  incapacitated,  or  of  advanced  age; 

[(iii)  a  person  so  remote  from  a  work  incentive  project 
that  his  effective  participation  is  precluded; 

[(iv)  a  person  whose  presence  in  the  home  is  required  be- 
cause of  illness  or  incapacity  of  another  member  of  the  house- 
hold; 

[(v)  a  mother  or  other  relative  of  a  child  under  the  age  of 
six  who  is  caring  for  the  child ;  or 

[(vi)  the  mother  or  other  female  caretaker  of  a  child,  if 
the  father  or  another  adult  male  relative  is  in  the  home  and 
not  excluded  by  clause  (i) ,  (ii) ,  (iii) ,  or  (iv)  of  this  subpara- 
graph (unless  he  has  failed  to  register  as  required  by  this 
subparagraph,  or  has  been  found  by  the  Secretary  of  Labor 
under  section  433(g)  to  have  refused  without  good  cause  to 
participate  under  a  work  incentive  program  or  accept  em- 
ployment as  described  in  subparagraph  (F)  of  this  para- 
graph) ; 

and  that  any  individual  referred  to  in  clause  (v)  shall  be  advised 
of  her  option  to  register,  if  she  so  desires,  pursuant  to  this  para- 
graph, and  shall  be  informed  of  the  child  care  services  (if  any) 
which  will  be  available  to  her  in  the  event  she  should  decide  so 
to  register; 
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[(B)  that  aid  under  the  plan  will  not  be  denied  by  reason  of 
such  registration  or  the  individual's  certification  to  the  Secretary 
of  Labor  under  subparagraph  (G)  of  this  paragraph,  or  by  reason 
of  an  indiA'iduaPs  participation  on  a  project  under  the  program 
established  by  section  432 (b)  (2)  or  (3)  ; 

[(C)  for  arrangements  to  assure  that  there  will  be  made  a 
non-Federal  contribution  to  the  work  incentive  programs  estab- 
lished by  part  C  by  appropriate  agencies  of  the  State  or  private 
organizations  of  10  per  centum  of  the  cost  of  such  programs,  a? 
specified  in  section  435(b)  ; 

[(D)  that  (i)  training  incentives  authorized  under  section 
434,  and  income  derived  from  a  special  work  project  under  the 
program  established  by  section  432  (b)  (3)  shall  be  disregarded 
in  determining  the  needs  of  an  individual  under  section  402(a) 
(7) ,  and  (ii)  in  determining  such  individuaPs  needs  the  additional 
expenses  attributable  to  his  participation  in  a  program  established 
bv  section  432  (b)  (2)  or  (3)  shall  be  taken  into  account : 
^[(E)  [Repealed]. 

[(F)  that  if  and  for  so  long  as  any  child,  relative,  or  individual 
(certified  to  the  Secretary  of  Labor  pursuant  to  subparagraph 
(G))  has  been  found  by  the  Secretary  of  Labor  under  section 
433(g)  to  have  refused  without  good  cause  to  participate  under  a 
work  incentive  program  established  by  part  C  with  respect  to 
which  the  Secretary  of  Labor  has  determined  his  participation  is 
consistent  with  the  purposes  of  such  part  C,  or  to  have  refused 
without  good  cause  to  accept  employment  in  which  he  is  able  to 
engage  which  is  offered  through  the  public  employment  offices  of 
the  State,  or  is  otherwise  offered  by  an  employer  if  the  offer  of 
such  employer  is  determined,  after  notification  by  him,  to  be  a 
bona  fide  offer  of  employment — 

[(i)  if  the  relative  makes  such  refusal,  such  relative's 
needs  shall  not  be  taken  into  account  in  making  the  deter- 
mination under  clause  (7),  and  aid  for  any  dependent  child 
in  the  family  in  the  form  of  payments  of  the  type  described 
in  section  406(b)  (2)  (which  in  such  a  case  shall  be  without 
regard  to  clauses  (A)  through  (E)  thereof)  or  section  408 
will  be  made ; 

[(ii)  aid  with  respect  to  a  dependent  child  will  be  denied 
if  a  child  who  is  the  only  child  receiving  aid  in  the  family 
makes  such  refusal ; 

[(iii)  if  there  is  more  than  one  child  receiving  aid  in 
the  family,  aid  for  any  such  child  will  be  denied  (and  his 
needs  will  not  be  taken  into  account  in  making  the  deter- 
mination under  clause  (7) )  if  that  child  makes  such  refusal; 
and 

[(iv)  if  such  individual  makes  such  refusal,  such  indi- 
vidual's needs  shall  not  be  taken  into  account  in  making  the 
determination  under  clause  (7)  ; 
except  that  the  State  agency  shall  for  a  period  of  sixty  days,  make 
payments  of  the  type  described  in  section  406  (b)  (2)  (without 
regard  to  clauses  (A)  through  (E)  thereof)  on  behalf  of  the  rela- 
tive specified  in  clause  (i),  or  continue  aid  in  the  case  of  a  child 
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specified  in  clause  (ii)  or  (iii),  or  take  the  individual's  needs  into 
account  in  the  case  of  an  individual  specified  in  clause  (iv),  but 
only  if  during  such  period  such  child,  relative,  or  individual  ac- 
cepts counseling  or  other  services  (which  the  State  agency  shall 
make  available  to  such  child,  relative,  or  individual)  aimed  at 
persuading  such  relative,  child,  or  individual,  as  the  case  may  be, 
to  participate  in  such  program  in  accordance  with  the  determina- 
tion of  the  Secretary  of  Labor ;  and 

Q(G)  that  the  State  agency  will  have  in  effect  a  special  program 
which  (i)  will  be  administered  by  a  separate  administrative  unit 
and  the  employees  of  which  will,  to  the  maximum  extent  feasible, 
perform  services  only  in  connection  with  the  administration  of 
such  program,  (ii)  w^ill  provide  (through  arrangements  with 
others  or  otherwise)  for  individuals  who  have  been  registered 
pursuant  to  subparagraph  (A),  in  accordance  with  the  order  of 
priority  listed  in  section  433(a),  such  health,  vocational  rehabili- 
tation, counseling,  child  care,  and  other  social  and  supportive 
services  as  are  necessary  to  enable  such  individuals  to  accept  em- 
ployment or  receive  manpower  training  provided  under  part  C, 
and  will,  when  arrangements  have  been  made  to  provide  neces- 
sary supportive  services,  including  child  care,  certify  to  the  Secre- 
tary of  Labor  those  individuals  who  are  ready  for  employment 
or  training  under  part  C,  (iii)  will  participate  in  the  develop- 
ment of  operational  and  employ  ability  plans  under  section  433  (b)  ; 
and  (iv)  provides  for  purposes  of  clause  (ii),  that,  when  more 
than  one  kind  of  child  care  is  available,  the  mother  may  choose 
the  type,  but  she  may  not  refuse  to  accept  child  care  services  if 
they  are  available ; 
£(20)  effective  July  1,  1969,  provide  for  aid  to  families  with  de- 
pendent children  in  the  form  of  foster  care  in  accordance  with  section 
408;  _ 

[(21)  provide  that  the  State  agency  will  report  to  the  Secretary, 
at  such  times  (not  less  often  than  once  each  calendar  quarter)  and  in 
such  manner  as  the  Secretary  may  prescribe — 

[(A)  the  name,  and  social  security  account  number,  if  known, 
of  each  parent  of  a  dependent  child  or  children  with  respect  to 
whom  aid  is  being  provided  under  the  State  plan — 

[(i)  against  whom  an  order  for  the  support  and  mainte- 
nance of  such  child  or  children  has  been  issued  by  a  court  of 
competent  jurisdiction  but  who  is  not  making  payments  in 
compliance  or  partial  compliance  Avith  such  order,  or  against 
whom  a  petition  for  such  an  order  has  been  filed  in  a  court 
having  jurisdiction  to  receive  such  petition,  and 

[(ii)  whom  it  has  been  unable  to  locate  after  requesting  and 
utilizing  information  included  in  the  files  of  the  Department 
of  Health,  Education,  and  Welfare  maintained  pursuant  to 
section  205, 

[(B)  the  last  known  address  of  such  parent  and  any  informa- 
tion it  has  w^ith  respect  to  the  date  on  which  such  parent  could 
last  be  located  at  such  address,  and 

[(C)  such  other  information  as  the  Secretary  may  specify  to 
assist  in  carrying  out  the  provisions  of  section  410 ; 
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[(22)  provide  that  the  State  agency  will,  in  accordance  with  stand- 
ards prescribed  by  the  Secretary,  cooperate  with  the  State  agency 
administering  or  supervising  the  administration  of  the  plan  of  another 
State  under  this  part — 

[(A)  in  locating  a  parent  residing  in  such  State  (whether  or  not 
permanently)  against  whom  a  petition  has  been  filed  in  a  court  of 
competent  jurisdiction  of  such  other  State  for  the  support  and 
maintenance  of  a  child  or  children  of  such  parent  with  respect  to 
whom  aid  is  being  provided  under  the  plan  of  such  other  State, 
and  in  securing  compliance  or  good  faith  partial  compliance  by  a 
parent  residing  in  such  State  (whether  or  not  permanently)  with 
an  order  issued  by  a  court  of  competent  jurisdiction  against  such 
parent  for  the  support  and  maintenance  of  a  child  or  children  of 
such  parent  with  respect  to  whom  aid  is  being  provided  under  the 
plan  of  such  other  State ;  and 
[(23)  provide  that  by  July  1,  1969,  the  amounts  used  by  the  State 
to  determine  the  needs  of  individuals  will  have  been  adjusted  to  re- 
flect fully  changes  in  living  costs  since  such  amounts  were  established, 
and  any  maximums  that  the  State  imposes  on  the  amount  of  aid  paid 
to  families  will  have  been  proportionately  adjusted. 


tions  specified  in  subsection  (a) ,  except  that  he  shall  not  approve  any 
plan  whicli  imposes  as  a  condition  of  eligibility  for  (aid  to  families 
with  dependent  children)  a  residence  requirement  which  denies  aid 
with  respect  to  any  child  residing  in  the  State  (1)  who  has  resided  in 
the  State  for  one  year  immediately  preceding  the  application  for  such 
aid,  or  (2)  who  was  born  within  one  year  immediately  preceding  the 
application,  if  the  parent  or  other  relative  with  whom  the  child  is  liv- 
ing has  resided  in  the  State  for  one  year  immediately  preceding  the 
birth. 

[(c)  The  Secretary  shall,  on  the  basis  of  his  review  of  the  reports 
received  from  the  States  under  clause  (15)  of  subsection  (a),  compile 
such  data  as  he  believes  necessary  and  from  time  to  time  publish  his 
findings  as  to  the  effectiveness  of  the  programs  developed  and  admin- 
istered by  the  States  under  such  clause.  The  Secretary  shall  annually 
report  to  the  Congress  (with  the  first  such  report  being  made  on  or 
before  July  1,  1970)  on  the  programs  developed  and  administered  by 
each  State  under  such  clause  (15). 


[Sec.  403.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
of  the  Treasurv  shall  (subiect  to  subsection  (d))  pay  to  each  State 
which  has  an  approved  plan  for  aid  and  services  to  needy  families 
wicli  eiii.uren,  lo.  eacn  quarter,  beginning  with  the  quarter  commenc- 
ing October  1, 1958 —  .      ^  . 
[(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  and  Guam,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  such  quarter 
as  aid  to  families  with  dependent  children  under  the  State  plan 
(including  expenditures  for  premiums  under  part  B  of  title  XVIII 
for  individuals  who  are  recipients  of  monev  ^avments  un^l^r  sn.ch 
plan  and  other  insurance  premiums  for  medical  or  any  other  type 
of  remedial  care  or  the  cost  thereof)  — 


[(b)  The  Secretary  shall 
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[(A)  five-sixths  of  such  expenditures,  not  counting  so  much 
of  any  expenditure  with  respect  to  any  month  as  exceeds 
the  product  of  $18  multiplied  by  the  total  number  of  recip- 


month  (which  total  number,  for  purposes  of  this  subsection, 
means  (i)  the  number  of  individuals  with  respect  to  whom 
such  aid  in  the  form  of  money  payments  is  paid  for  such 
month,  plus  (ii)  the  number  of  other  individuals  with  respect 
to  whom  expenditures  were  made  in  such  month  as  aid  to 
families  with  dependent  children  in  the  form  of  medical  or 
any  other  type  of  remedial  care,  plus  (iii)  the  number  of 
individuals,  not  counted  under  clause  (i)  or  (ii),  with  respect 
to  whom  payments  described  in  section  406(b)  (2)  are  made 
in  such  month  and  included  as  expenditures  for  purposes  of 
this  paragraph  or  paragraph  (2) )  ;  plus 

[(B)  the  Federal  percentage  of  the  amount  by  which  such 
expenditures  exceed  the  maximum  which  may  be  counted 
under  clause  (A),  not  counting  so  much  of  any  expenditure 
with  respect  .to  any  month  as  exceeds  (i)  the  product  of 
$32  multiplied  by  the  total  number  of  recipients  of  aid  to 
families  with  dependent  children  (other  than  such  aid  in  the 
form  of  foster  care)  for  such  month,  plus  (ii)  the  product  of 
$100  multiplied  by  the  total  number  of  recipients  of  aid  to 
families  with  dependent  children  in  the  form  of  foster  care 
for  such  month ;  and 
[(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  and  Guam, 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  aid  to  families  with  dependent  children 
under  the  State  plan  (including  expenditures  for  premiums  under 
part  B  of  Title  XVIII  for  individuals  who  are  recipients  of 
money  payments  under  such  plan  and  other  insurance  premiums 
for  medical  or  any  other  type  of  remedial  care  or  the  cost  thereof) 
not  counting  so  much  of  any  expenditure  with  respect  to  any 
month  as  exceeds  $18  multiplied  by  the  total  number  of  recipients 
of  such  aid  for  such  month ;  and 

[(3)  in  the  case  of  any  State,  an  amount  equal  to  the  sum  of 
the  following  proportions  of  the  total  amounts  expended  during 
such  quarter  as  found  necessary  by  the  Secretary  of  Health,  Ed- 
ucation, and  Welfare  for  the  proper  and  efficient  administration 
of  the  State  plan — 

[(A)  75  per  centum  of  so  much  of  such  expenditures  as  are 


[(i)  any  of  the  services  described  in  clauses  (14) 
and  (15)  of  section  402(a)  which  are  provided  to  any 
child  or  relative  who  is  receiving  aid  under  the  plan,  or 
to  any  other  individual  (living  in  the  same  home  as 
such  relative  and  child)  whose  needs  ai^  taken  into 
account  in  making  the  determination  under  clause  (7)  of 
such  section, 

[(ii)  any  of  the  services  described  in  clauses  (14)  and 
(15)  of  402(a)  which  are  provided  to  any  child  or  rela- 
tive who  is  applying  for  aid  to  families  with  dependent 
children  or  who,  within  such  period  or  periods  as  the 
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Secretary  may  prescribe,  has  been  or  is  likely  to  become 
an  applicant  for  or  recipient  of  such  aid, 

£(iii)  the  training  of  personnel  employed  or  preparing 
for  employment  by  the  State  agency  or  by  the  local 
agency  administering  the  plan  in  the  political 
subdivision, 

[(B)  one-half  of  the  remainder  of  such  expenditures. 
[The  services  referred  to  in  subparagraph  (A)  shall  include  only — 

[(C)  services  provided  by  the  staff  of  the  State  agency,  or 
of  the  local  agency  administering  the  State  plan  in  the  polit- 
ical subdivision :  Provided^  That  no  funds  authorized  under 
this  part  shall  be  available  for  services  defined  as  vocational 
rehabilitation  services  under  the  Vocational  Rehabilitation 
Act  (i)  which  are  available  to  individuals  in  need  of  them 
under  programs  for  their  rehabilitation  carried  on  under  a 
State  plan  approved  under  such  Act,  or  (ii)  which  the  State 
agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  approved  under  such  Act  are  able 
and  willing  to  provide  if  reimbursed  for  the  cost  thereof 
pursuant  to  agreement  under  subparagraph  (D),  if  provided 
by  such  staff,  and 

[(D)  subject  to  limitations  prescribed  by  the  Secretary, 
services  which  in  the  judgment  of  the  S^ate  agency  cannot  be 
as  economically  or  as  effectively  provided  by  the  staff  of  such 
State  or  local  agency  and  are  not  otherwise  reasonably  avail- 
able to  individuals  in  need  of  them,  and  which  are  provided, 
pursuant  to  agreement  with  the  State  agency,  by  the  S^ate 
health  authority  or  the  State  agency  or  agencies  administer- 
ing or  supervising  the  administration  of  the  State  plan  for 
vocational  rehabilitation  services  approved  under  the  Voca- 
tional Rehabilitation  Act  or  by  any  other  State  agency  which 
the  Secretary  may  determine  to  be  appropriate  (whether 
provided  by  its  staff  or  by  contact  with  public  (local)  or 
nonprofit  private  agencies) ; 
except  that  services  described  in  clause  (ii)  of  subparagraph  (C) 
hereof  may  be  provided  only  pursuant  to  agreement  with  such 
State  agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  for  vocational  rehabilitation  services  so 
approved ;  and  except  that,  to  the  extent  specified  by  the  Secretary, 
child-welfare  services,  family  planning  services,  and  family  serv- 
ices may  be  provided  from  sources  other  than  those  referred  to  in 
subparagraphs  (C)  and  (D).  The  portion  of  the  amount  ex- 
pended for  administration  of  the  State  plan  to  which  subpara- 
graph (A)  applies  and  the  portion  thereof  to  which  subpara- 
graph (B)  applies  shall  be  determined  in  accordance  with  such 
methods  and  procedures  as  may  be  permitted  by  the  Secretary. 
[[(4)  Repealed] 

[(5)  in  the  case  of  any  State  an  amount  equal  to  the  sum  of — 
[(A)  50  per  centum  of  the  total  amount  expended  under 
the  State  plan  during  such  quarter  as  emergency  assistance 
to  needy  families  with  children  in  the  form  of  payments  or 
care  specified  in  paragraph  (1)  of  section  406  (e),  and 
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[(B)  75  per  centum  of  the  total  amount  expended  under 
the  State  plan  during  such  quarter  as  emergency  assistance 
to  needy  families  with  children  in  the  form  of  services  speci- 
fied in  paragraph  (1)  of  section  406(e). 
[The  number  of  individuals  with  respect  to  whom  payments  de- 
scribed in  section  406(b)  (2)  are  made  for  any  month,  who  may  be 
included  as  recipients  of  aid  to  families  with  dependent  children  for 
purposes  of  paragraph  (1)  or  (2),  may  not  exceed  10  per  centum  of 
the  number  of  other  recipients  of  aid  to  families  with  dependent  chil- 
dren for  such  month.  In  computing  such  10  percent,  there  shall  not 
be  taken  into  account  individuals  with  respect  to  whom  such  pay- 
ments are  made  for  any  month  in  accordance  with  section  402(a)  (19) 

[(b)  The  method  of  computing  and  paying  such  amounts  shall  be 
as  follows : 

j[(l)  The  Secretary  of  Health,  Education,  and  Welfare  shall, 
prior  to  the  beginning  of  each  quarter,  estimate  the  amount  to 
be  paid  to  the  State  for  such  quarter  under  the  provisions  of 
subsection  (a),  such  estimate  to  be  based  on  (A)  a  report  filed 
by  the  State  containing  its  estimate  of  the  total  sum  to  be  ex- 
pended in  such  quarter  in  accordance  with  the  provisions  of  such 
subsection  and  stating  the  amount  appropriated  or  made  available 
by  the  State  and  its  political  subdivisions  for  such  expenditures 
in  such  quarters,  and  if  such  amount  is  less  than  the  State's  pro- 
portionate share  of  the  total  sum  of  such  estimated  expenditures, 
the  source  or  sources  from  which  the  difference  is  expected  to  be 
derived,  (B)  records  showing  the  number  of  dependent  children 
in  the  State,  and  (C)  such  other  investigation  as  the  Secretary 
may  find  necessary. 

[(2)  The  Secretary  of  Health,  Education,  and  Welfare  shall 
then  certify  to  the  Secretary  of  the  Treasury  the  amount  so  esti- 
mated by  the  Secretary  of  Health,  Education,  and  Welfare,  (A) 
reduced  or  increased,  as  the  case  may  be,  by  any  sum  by  which  the 
Secretary  of  Health,  Education,  and  Welfare  finds  that  his  esti- 
mate for  any  prior  quarter  was  greater  or  less  than  the  amount 
wliich  should  have  been  paid  to  the  State  for  such  quarter,  and 
(B)  reduced  by  a  sum  equivalent  to  the  pro  rata  share  to  Avhich 
the  United  States  is  equitably  entitled,  as  determined  by  the  Sec- 
retary of  Health,  Education,  and  Welfare,  of  the  net  amount  re- 
covered during  any  prior  quarter  by  the  State  or  any  political  sub- 
division thereof  with  respect  to  aid  to  families  with  dependent 
children  furnished  under  the  State  plan;  except  that  such  in- 
creases or  reductions  shall  not  be  made  to  the  extent  that  such 
sums  have  been  applied  to  make  the  amount  certified  for  any 
prior  quarter  greater  or  less  than  the  amount  estimated  by  the 
Secretary  of  Health,  Education,  and  Welfare  for  such  prior 
quarter. 

[(3)  The  Secretary  of  the  Treasury  shall  thereupon,  through 
the  Fiscal  Service  of  the  Treasury  Department  and  prior  to  audit 
or  settlement  by  the  General  Accounting  Office,  pay  to  the  State, 
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at  the  time  or  times  fixed  by  the  Secretary  of  Health,  Education, 

and  Welfare,  the  amount  so  certified, 
[(c)  Notwithstanding  any  other  provision  of  this  Act,  the  Federal 
share  of  assistance  payments  under  this  part  shall  be  reduced  with  re- 
spect to  any  State  for  any  fiscal  year  after  June  30,  1973,  by  one  per- 
centage point  for  each  percentage  point  by  which  the  number  of  indi- 
viduals certified,  under  the  program  of  such  State  established  pursuant 
to  section  402(a)  (19)  (G),  to  the  local  employment  office  of  the  State 
as  being  ready  for  employment  or  training  under  part  C,  is  less  than  15 
per  centum  of  the  average  number  of  individuals  in  such  State  who, 
during  such  year,  are  required  to  be  registered  pursuant  to  section 
402(a)  (19)  (A). 

11(d)(1)  Notwithstanding  subparagraph  (A)  of  subsection  (a)(3) 
the  rate  specified  in  such  subparagraph  shall  be  90  per  centum  (rather 
than  75  per  centum)  with  respect  to  social  and  supportive  services  pro- 
vided pursuant  to  section  402(a)  (19)  (G). 

[(2)  Of  the  sums  authorized  by  section  401  to  be  appropriated  for 
the  fiscal  year  ending  June  30, 1973,  not  more  than  $750,000,000  shall  be 
appropriated  to  the  Secretary  for  payments  with  respect  to  services  to 
which  paragraph  (1)  applies. 

[Operation  of  State  Plans 

[Sec.  404.  (a)  In  the  case  of  any  State  plan  for  aid  and  services 
to  needy  families  with  children  which  has  been  approved  by  the  Sec- 
retary of  Health,  Education,  and  Welfare,  if  the  Secretary,  after  rea- 
sonable notice  and  opportunity  for  hearing  to  the  State  agency  ad- 
ministering or  supervising  the  administration  of  such  plan,  finds — 

[  ( 1 )  that  the  plan  has  been  so  changed  as  to  impose  any  resi- 
dence requirement  prohibited  by  section  402  (b),  or  that  in  the 
administration  of  the  plan  any  such  prohibited  requirement  is 
imposed,  with  the  knowledge  of  such  State  agency,  in  a  substan- 
tial number  of  cases ;  or  (2)  that  in  the  administration  of  the  plan 
there  is  a  failure  to  comply  substantially  with  any  provision  re- 
quired by  section  402  (a)  to  be  included  in  the  plan; 
the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  affected 
by  such  failure)  until  the  Secretary  is  satisfied  that  such  prohibited 
requirement  is  no  longer  so  imposed,  and  that  there  is  no  longer  any 
such  failure  to  comply.  Until  he  is  so  satisfied  he  shall  make  no  fur- 
ther payments  to  such  State  (or  shall  limit  payments  to  categories 
under  or  parts  of  the  State  plan  not  affected  by  such  failure) . 

[(b)  No  payment  to  which  a  State  is  otherwise  entitled  under  this 
title  for  any  period  before  September  1,  1962,  shall  be  withheld  by 
reason  of  any  action  taken  pursuant  to  a  State  statute  which  requires 
that  aid  be  denied  under  the  State  plan  approved  under  this  part  with 
respect  to  a  child  been  use  of  the  conditions  in  the  home  in  which  the 
child  resides ;  nor  shall  any  such  payment  be  withheld  for  any  period 
beginning  on  or  after  such  date  by  reason  of  any  action  taken  pursu- 
ant to  such  a  statute  if  provision  is  otherwise  made  pursuant  to  a  State 
statute  for  adequate  care  and  assistance  with  respect  to  such  child. 
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[Use  of  Payments  for  Benefit  of  Child 

[Sec.  405.  Whenever  the  State  agency  has  reason  to  believe  that  any 
payments  of  aid  to  families  with  dependent  children  made  with  respect 
to  a  child  are  not  being  or  may  not  be  used  in  the  best  interests  of  the 
child,  the  State  agency  may  provide  for  such  counseling  and  guidance 
services  with  respect  to  the  use  of  such  payments  and  the  management 
of  other  funds  by  the  relative  receiving  such  payments  as  it  deems 
advisable  in  order  to  assure  use  of  such  payments  in  the  best  interests 
of  such  child,  and  may  provide  for  advising  such  relative  that  con- 
tinued failure  to  so  use  such  payments  will  result  in  substitution  there- 
for of  protective  payments  as  provided  under  section  406(b)  (2),  or  in 
seeking  appointment  of  a  guardian  or  legal  representative  as  provided 
in  section  1111,  or  in  the  imposition  of  criminal  or  civil  penalties 
authorized  under  State  law  if  it  is  determined  by  a  court  of  competent 
jurisdiction  that  such  relative  is  not  using  or  has  not  used  for  the  bene- 
fit of  the  child  any  such  payments  made  for  that  purpose;  and  the  pro- 
vision of  such  services  or  advice  by  the  State  agency  (or  the  taking  of 
the  action  specified  in  such  advice)  shall  not  serve  as  a  basis  for  with- 
holding funds  from  such  State  under  section  404  and  shall  not  prevent 
such  payments  with  respect  to  such  child  from  being  considered  aid  to 
families  with  dependent  children. 

[Definitions 

[Sec.  406.  When  used  in  this  part — 

[(a)  The  term  "dependent  child"  means  a  needy  child  (1)  who 
has  been  deprived  of  parental  support  or  care  by  reason  of  the 
death,  continued  absence  from  the  home,  or  physical  or  mental 
incapacity  of  a  parent,  and  who  is  living  with  his  father,  mother, 
grandfather,  grandmother,  brother,  sister,  stepfather,  step- 
mother, stepbrother,  stepsister,  uncle,  aunt,  first  cousin,  nephew, 
or  niece,  in  a  place  of  residence  maintained  by  one  or  more  of 
such  relatives  as  his  or  their  own  home,  and  (2)  who  is  (A) 
under  the  age  of  eighteen  or  (B)  under  the  age  of  twenty-one 
and  (as  determined  by  the  State  in  accordance  with  standards 
prescribed  by  the  Secretary)  a  student  regularly  attending  a 
school,  college,  or  university,  or  regularly  attending  a  course 
of  vocational  or  technical  training  designed  to  fit  him  for  gainful 
employment. 

[(b)  The  term  "aid  to  families  with  dependent  children"  means 
money  payments  with  respect  to,  or  (if  provided  in  or  after  the 
third  month  before  the  month  in  which  the  recipient  makes  ap- 
plication for  aid)  medical  care  in  behalf  of  or  any  type  of  re- 
medial care  recognized  under  State  law  in  behalf  of,  a  dependent 
child  or  dependent  children,  and  includes  (1)  money  payments 
or  medical  care  or  any  type  of  remedial  care  recognized  under 
State  law  to  meet  the  needs  of  the  relative  with  whom  any  de- 
pendent child  is  living  (and  the  spouse  of  such  relative  if  living 
with  him  and  if  such  relative  is  the  child's  parent  and  the  child  is  a 
dependent  child  by  reason  of  the  physical  or  mental  incapacity 
of  a  parent  or  is  a  dependent  child  under  section  407),  and  (2) 
payments  with  respect  to  any  dependent  child  (including  pay- 
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ments  to  meet  the  needs  of  the  relative,  and  the  relative's  spouse, 
with  whom  such  child  is  living,  and  the  needs  of  any  other  indi- 
vidual living  in  the  same  home  if  such  needs  are  taken  into 
account  in  making  the  determination  under  section  402(a)(1) 
which  do  not  meet  the  preceding  requirements  of  this  subsection 
but  which  would  meet  such  requirements  except  that  such  pay- 
ments are  made  to  another  individual  who  (as  determined  in  ac- 
cordance with  standards  prescribed  by  the  Secretary)  is  inter- 
ested in  or  concerned  with  the  welfare  of  such  child  or  relative, 
or  are  made  on  behalf  of  such  child  or  relative  directly  to  a  per- 
son furnishing  food,  living  accommodations,  or  other  goods, 
services,  or  items  to  or  for  such  child,  relative,  or  other  individual, 
but  only  with  respect  to  a  Stat^  whose  State  plan  approval  under 
section  402  includes  provision  for — 

[(A)  determination  by  the  State  agency  that  the  relative 
of  the  child  with  respect  to  whom  such  payments  are  made 
has  such  inability  to  manage  funds  that  making  payments 
to  him  would  be  contrary  to  the  welfare  of  the  child  and, 
therefore,  it  is  necessary  to  provide  such  aid  with  respect  to 
such  child  and  relative  through  payments  described  in  this 
clause  (2) ; 

[(B)  undertaking  and  continuing  special  efforts  to  de- 
velop greater  ability  on  the  part  of  the  relative  to  manage 
funds  in  such  manner  as  to  protect  the  welfare  of  the  family ; 

[(C)  periodic  review  by  such  State  agency  of  the  deter- 
mination under  clause  (A)  to  ascertain  whether  conditions 
justifying  such  determination  still  exist,  with  provision  for 
termination  of  such  payments  if  they  do  not  and  for  seek- 
ing judicial  appointment  of  a  guardian  or  other  legal  rep- 
resentative, as  described  in  section  1111,  if  and  when  it  ap- 
pears that  the  need  for  such  payments  is  continuing,  or  is 
likely  to  continue,  beyond  a  period  specified  by  the  Secre- 
tary; 

i(D)  aid  in  the  form  of  foster  home  care  in  behalf  of 
children  described  in  section  408  (a)  ;  and 

[(E)  opportunity  for  a  fair  hearing  before  the  State 
agency  on  the  determination  referred  to  in  clause  (A)  for 
any  individual  with  respect  to  whom  it  is  made; 
[(c)  The  term  "relative  with  whom  any  dependent  child  is  liv- 
ing" means  the  individual  who  is  one  of  the  relatives  specified 
in  subsection  (a)  and  with  whom  such  child  is  living  (within  the 
meaning  of  such  subsection)  in  a  place  of  residence  maintained 
by  such  individual  (himself  or  together  with  any  one  or  more  of 
the  other  relatives  so  specified)  as  his  (or  their)  own  home. 

[(d)  The  term  "family  services"  means  services  to  a  family  or 
any  member  thereof  for  the  purpose  of  preserving,  rehabilitat- 
ing, reuniting,  or  strengthening  the  family,  and  such  other  serv- 
ices as  will  assist  members  of  a  family  to  attain  or  retain  ca- 
pability for  the  maximum  self-support  and  personal  independence. 

[(e)  (1)  The  term  "emergency  assistance  to  needy  families  with 
children"  means  any  of  the  following,  furnished  for  a  period  not 
in  excess  of  30  days  in  any  12-month  joeriod,  in  the  case  of  a  needy 
child  under  the  age  21  who  is  (or,  within  such  period  as  may  be 
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specified  by  the  Secretary,  has  been)  living  with  any  of  the  rela- 
tives specified  in  subsection  (a)  (1)  in  a  place  of  residence  main- 
tained by  one  or  more  of  such  relatives  as  his  or  their  own  home, 
but  only  where  such  child  is  without  available  resources,  the  pay- 
ments, care,  or  services  involved  are  necessary  to  avoid  destitu- 
tion of  such  child  or  to  provide  living  arrangements  in  a  home 
for  such  child,  and  such  destitution  or  need  for  living  arrange- 
ments did  not  arise  because  such  child  or  relative  refused  without 
good  cause  to  accept  employment  or  training  for  employment — 

[(A)  money  payments,  payments  in  kind,  or  such  other 
payments  as  the  State  agency  may  specify  with  respect  to,  or 
medical  care  or  any  other  type  of  remedial  care  recognized 
under  State  law  on  behalf  of,  such  child  or  any  other  member 
of  the  household  in  which  he  is  living,  and 

[(B)  such  services  as  may  be  specified  by  the  Secretary; 
but  only  with  respect  to  a  State  whose  State  plan  approved  under 
section  402  includes  provision  for  such  assistance. 

[(2)  Emergency  assistance  as  authorized  under  paragraph  (1) 
may  be  provided  under  the  conditions  specified  in  such  paragraph 
to  migrant  workers  with  families  in  the  State  or  in  such  part  or 
parts  thereof  as  the  State  shall  designate. 

[Dependent  Children  of  Unemployed  Fathers 

[Sec.  407.  (a)  The  term  "dependent  child"  shall,  notwithstanding 
section  406(a),  include  a  needy  child  who  meets  the  requirements  of 
section  406(a)(2),  who  has  been  deprived  of  parental  support  or 
care  by  reason  of  the  unemployment  (as  determined  in  accordance 
with  standards  prescribed  by  the  Secretary)  of  his  father,  and  who 
is  living  with  any  of  the  relatives  specified  in  section  406(a)  (1)  in 
a  place  of  residence  maintained  by  one  or  more  of  such  relatives  as 
his  (or  their)  own  home. 

[(b)  The  provisions  of  subsection  (a)  shall  be  applicable  to  a  State 
if  the  State's  plan  approved  under  section  402 — 

[(1)  requires  the  payment  of  aid  to  families  with  dependent 
children  with  respect  to  a  dependent  child  as  defined  in  subsection 
(a)  when — 

[(A)  such  child's  father  has  not  been  employed  (as  deter- 
mined in  accordance  with  the  standards  prescribed  by  the  Sec- 
retary) for  at  least  30  days  prior  to  the  receipt  of  such  aid, 

[(B)  such  father  has  not  without  good  cause,  within  such 
period  (of  not  less  than  30  days)  as  may  be  prescribed  by  the 
Secretary,  refused  a  bona  fide  offer  of  employment  or  training 
for  employment,  and 

[(C)  (i)  such  father  has  6  or  more  quarters  of  work  (as 
defined  in  subsection  (d)(1))  in  any  13-calendar-quarter 
period  ending  within  one  year  prior  to  the  application  for 
such  aid  or  (ii)  he  received  unemployment  compensation 
under  an  unemployment  compensation  law  of  a  State  or  of 
the  United  States,  or  he  was  qualified  (within  the  meaning  of 
subsection  (d)(3))  for  unemployment  compensation  under 
the  unemployment  compensation  law  of  the  State,  within  one 
year  prior  to  the  application  for  such  aid ;  and 


Sec.  407(c) 


804 


[(2)  provides — 

[(A)  for  such  assurances  as  will  satisfy  the  Secretary  that 
fathers  of  dependent  children  as  defined  in  subsection  (a) 
will  be  certified  to  the  Secretary  of  Labor  as  provided  in 
section  402(a)  (19)  within  thirty  days  after  receipt  of  aid 
with  respect  to  such  children ; 

[(B)  for  entering  into  cooperative  arrangements  with  the 
State  agency  responsible  for  administering  or  supervising  the 
administration  of  vocational  education  in  the  State,  designed 
to  assure  maximum  utilization  of  available  public  vocational 
education  services  and  facilities  in  the  State  in  order  to 
encourage  the  retraining  of  individuals  capable  of  being 
retrained;  and 

[(C)  for  the  denial  of  aid  to  families  with  dependent  chil- 
dren to  any  child  or  relative  specified  in  subsection  (a)  — 
[(i)  if,  and  for  so  long  as,  such  child's  father  is  not 
currently  registered  with  the  public  employment  offices 
in  the  State,  and 

[(ii)  with  respect  to  any  week  for  which  such  child's 
father  receives  unemployment  compensation  under  an 
unemployment  compensation  law  of  a  State  or  of  the 
United  States. 

[(c)  Notwithstanding  any  other  provisions  of  this  section,  expend] 
tures  pursuant  to  this  section  shall  be  excluded  from  aid  to  families 
with  dependent  children  (A)  where  such  expenditures  are  made  under 
the  plan  with  respect  to  any  dependent  child  as  defined  in  subsection 
(a) ,  (i)  for  any  part  of  the  30-day  period  referred  to  in  subparagraph 

(A)  of  subsection  (b)(1),  or  (ii)  for  any  period  prior  to  the  time 
when  the  father  satisfies  subparagraph  (B)  of  such  subsection,  and 

(B)  if,  and  for  as  long  as,  no  action  is  taken  (after  the  30-day  period 
referred  to  in  subparagraph  (A)  of  subsection  (b)(2),  under  the 
program  therein  specified,  to  certify  such  father  to  the  Secretary  of 
Labor  pursuant  to  section  402  (a)  (19) . 

[(d)  For  purposes  of  this  section — 

[(1)  the  term  "quarter  of  work"  with  respect  to  any  individual 
means  a  calendar  quarter  in  which  such  individual  received  earned 
income  of  not  less  than  $50  (or  which  is  a  "quarter  of  coverage" 
as  defined  in  section  213(a)(2)),  or  in  which  such  individual 
participated  in  a  community  work  and  training  program  under 
section  409  or  any  other  work  and  training  program  subject  to  the 
limitations  in  section  409,  or  the  work  incentive  program  estab- 
lished under  part  C ; 

[(2)  the  term  "calendar  quarter"  means  a  period  of  3  con- 
secutive calendar  months  ending  on  March  31,  June  30,  Septem- 
ber 30,  or  December  31 ;  and 

[(3)  an  individual  shall  be  deemed  qualified  for  unemployment 
compensation  under  the  State's  unemployment  compensation  law 
if — 

[(A)  he  would  have  been  eligible  to  receive  such  unem- 
ployment compensation  upon  filing  application,  or 

[(B)  he  performed  work  not  covered  under  such  law  and 
such  work,  if  it  had  been  covered,  would  (together  with  any 
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covered  work  he  performed)  have  made  him  eligible  to  receive 
such  unemployment  compensation  upon  filing  application. 

[Federal  Payments  for  Foster  Home  Care  of  Dependent  Children 

[Sec.  408.  Effective  for  the  period  beginning  May  1,  1961 — 
[(a)  The  term  "dependent  child"  shall,  notwithstanding  section  406 
(a) ,  also  include  a  child  (1)  who  would  meet  the  requirements  of  such 
section  406  (a)  or  of  section  407,  except  for  his  removal  after  April  30, 
1961,  from  the  home  of  a  relative  (specified  in  such  section  406(a)) 
as  a  result  of  a  judicial  determination  to  the  effect  that  continuation 
therein  would  be  contrary  to  the  welfare  of  such  child,  (2)  whose  place- 
ment and  care  are  the  responsibility  of  (A)  the  State  or  local  agency 
administering  the  State  plan  approved  under  section  402,  or  (B) 
any  other  public  agency  with  whom  the  State  agency  administering 
or  supervising  the  administration  of  such  State  plan  has  made  an  agree  - 
ment which  is  still  in  effect  and  which  includes  provision  for  assurin/^ 
development  of  a  plan,  satisfactory  to  such  State  agency,  for  such 
child  as  provided  in  paragraph  (f )  (1)  and  such  other  provisions  as 
may  be  necessary  to  assure  accomplishment  of  the  objectives  of  the  State 
plan  approved  under  section  402,  (3)  who  has  been  placed  in  a  fost(3r 
family  home  or  child-care  institution  as  a  result  of  such  determination, 
and  (4)  who  (A)  received  aid  under  such  State  plan  in  or  for  the 
month  in  which  court  proceedings  leading  to  such  determination  were 
initiated,  or  (B)  (i)  would  have  received  such  aid  in  or  for  such  month 
if  application  had  been  made  therefor,  or  (ii)  in  the  case  of  a  child 
who  had  been  living  with  a  relative  specified  in  section  406  (a)  within 
six  months  prior  to  the  month  in  which  such  proceedings  were  initi- 
ated, would  have  received  such  aid  in  or  for  such  month  if  in  such 
month  he  had  been  living  with  (and  removed  from  the  home  of)  such 
a  relative  and  application  had  been  made  therefor; 

[(b)  the  term  "aid  to  families  with  dependent  children"  shall  not- 
withstanding section  406(b),  include  also  foster  care  in  behalf  of  a 
child  described  in  paragraph  (a)  of  this  section — 

[  ( 1 )  in  the  foster  family  home  of  any  individual,  whether  the 
payment  therefor  is  made  to  such  individual  or  to  a  public  or 
nonprofit  private  child-placement  or  child-care  agency,  or 

[(2)  in  a  child-care  institution,  whether  the  payment  therefor 
is  made  to  such  institution  or  to  a  public  or  nonprofit  private 
child-placement  or  child-care  agency,  but  subject  to  limitations 
prescribed  by  the  Secretary  with  a  view  to  including  as  "aid  to 
families  with  dependent  children"  in  the  case  of  such  foster  care 
in  such  institutions  only  those  items  which  are  included  in  such 
term  in  the  case  of  foster  care  in  the  foster  family  home  of  an 
individual ; 

[(c)  the  number  of  individuals  counted  under  clause  (A)  of 
section  403(a)  (1)  for  any  month  shall  include  individuals  (not  other- 
wise included  under  such  clause)  with  respect  to  whom  expenditures 
were  made  in  such  month  as  aid  to  families  with  dependent  children 
in  the  form  of  foster  care ;  and 

[(d)  services  described  in  parairraph  (f )  f  2)  of  this  section  shall  be 
considered  as  part  of  the  administration  of  the  State  plan  for  purposes 
of  section  403  (a)  (3) ; 
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but  only  with  respect  to  a  State  whose  State  plan  approved  under 
section  402— 

[(e)  includes  aid  for  any  child  described  in  paragraph  (a)  of  this 
section,  and 

[(f)  (e)  includes  provision  for  (1)  development  of  a  plan  for  each 
such  child  (including  periodic  review  of  the  necessity  for  the  child's 
being  in  a  foster  family  home  or  child-care  institution)  to  assure  that 
he  receives  proper  care  and  that  services  are  provided  which  are  de- 
signed to  improve  the  conditions  in  the  home  from  which  he  was  re- 
moved or  to  otherwise  make  possible  his  being  placed  in  the  home  of  a 
relative  specified  in  section  406(a),  and  (2)  use  by  the  State  or  local 
agency  administering  the  State  plan,  to  the  maximum  extent  practi- 
cable, in  placing  such  a  child  in  a  foster  family  home  or  child-care 
institution,  of  the  services  of  employees,  of  the  State  public-welfare 
agency  referred  to  in  section  522(a)  (relating  to  allotments  to  States 
for  child  welfare  services  under  part  8  of  title  V)  or  of  any  local 
agency  participating  in  the  administration  of  the  plan  referred  to  in 
such  section,  Avho  perform  functions  in  the  administration  of  such 
plan. 

[For  the  purposes  of  this  section,  the  term  "foster  family  home" 
means  a  foster  family  home  for  children  which  is  licensed  by  the  State 
in  which  it  is  situated  or  has  been  approved,  by  the  agency  of  such 
State  responsible  for  licensing  homes  of  this  type,  as  meeting  the  stand- 
ards established  for  such  licensing;  and  the  term  "child-care  institu- 
tion" means  a  nonprofit  private  child-care  institution  which  is  licensed 
by  the  State  in  which  it  is  situated  or  has  been  approved,  by  the  agency 
of  such  State  responsible  for  licensing  or  approval  of  institutions  of 
this  type,  as  meeting  the  standards  established  for  such  licensing. 

[Community  Work  and  Training  Programs 

[Sec.  409.  (a)  For  the  purpose  of  assisting  the  States  in  Encourag- 
ing, through  community  work  and  training  programs  of  a  construc- 
tive nature,  the  conservation  of  work  skills  and  the  development  of 
new  skills  for  individuals  who  have  attained  the  age  of  18  and  are 
receiving  aid  to  families  with  dependent  children,  under  conditions 
which  are  designed  to  assure  protection  of  the  health  and  welfare  of 
such  individuals  and  the  dependent  children  involved,  expenditures 
(other  than  for  medical  or  any  other  type  of  remedial  care)  for  any 
month  with  respect  to  a  dependent  child  (including  payments  to  meet 
the  needs  of  any  relative  or  relatives,  specified  in  section  406(a),  with 
whom  he  is  living)  under  a  State  plan  approved  under  section  402 
shall  not  be  excluded  from  aid  to  families  with  dependent  children 
because  such  expenditures  are  made  in  the  form  of  payments  for 
work  performed  in  such  month  by  any  one  or  more  of  the  relatives 
with  whom  such  child  is  living  if  such  work  is  performed  for  the 
State  agency  or  any  other  public  agency  under  a  program  (which 
need  not  be  in  effect  in  all  political  subdivisions  of  the  State)  admin- 
istered by  or  under  the  supervision  of  such  State  agency,  if  there  is 
State  financial  participation  in  such  expenditures,  and  if  such  State 
plan  includes — 

[(1)  provisions  which,  in  the  judgment  of  the  Secretary,  pro- 
vide reasonable  assurance  that — 
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[(A)  appropriate  standards  for  health,  safety,  and  other 
conditions  applicable  to  the  performance  of  such  work  by 
such  relatives  are  established  and  maintained; 

[(B)  payments  for  such  work  are  at  rates  not  less  than 
the  minimum  rate  (if  any)  provided  by  or  under  State  law 
for  the  same  type  of  work  and  not  less  than  the  rates  prevail- 
ino:  on  similar  work  in  the  community ; 

[(C)  such  work  is  performed  on  projects  w^hich  serve  a 
useful  public  purpose,  do  not  result  either  in  displacement  of 
regular  workers  or  in  the  performance  by  such  relatives  of 
work  that  would  otherwise  be  performed  by  employees  of 
public  or  private  agencies,  institutions,  or  organizations,  and 
(except  in  cases  of  projects,  which  involve  emergencies  or 
which  are  generally  of  a  nonrecurring  nature)  are  of  a  type 
Avhich  has  not  normally  been  undertaken  in  the  past  by  the 
State  or  community,  as  the  case  may  be ; 

[(D)  in  determining  the  needs  of  any  such  relative,  any 
additional  expenses  reasonably  attributable  to  such  work  will 
be  considered ; 

[(E)  any  such  relative  shall  have  reasonable  opportunities 
to  seek  regular  employment  and  to  secure  any  appropriate 
training  or  retraining  which  may  be  available; 

[(F)  any  such  relative  will,  with  respect  to  the  work  so  per- 
formed, be  covered  under  the  State  workmen's  compensation 
law  or  be  provided  comparable  protection ;  and 

[(G)  aid  under  the  plan  will  not  be  denied  with  respect  to 
any  such  relative  (or  the  dependent  child)  for  refusal  by  such 
relative  to  perform  any  such  work  if  he  has  good  cause  for 
such  refusal ; 

[(2)  provision  for  entering  into  cooperative  arrangements  with 
the  system  of  public  employment  officers  in  the  State  looking  to- 
w^ard  employment  or  occupational  training  of  any  such  relatives 
performing  work  under  such  program,  including  appropriate 
provision  for  registration  and  periodic  reregistration  of  such  rela- 
tives and  for  maximum  utilization  of  the  job  placement  services 
and  other  services  and  facilities  of  such  offices; 

[(3)  provision  for  entering  into  cooperative  arrangements  with 
the  State  agency  or  agencies  responsible  for  administering  or  su- 
pervising the  administration  of  vocational  education  and  adult 
education  in  the  State,  looking  toward  maximum  utilization  of 
available  public  vocational  or  adult  education  services  and  facili- 
ties in  the  State  in  order  to  encourage  the  training  or  retraining 
of  any  such  relatives  performing  work  under  such  program  and 
otherwise  assist  them  in  preparing  for  regular  employment; 

[(4)  provision  for  assuring  appropriate  arrangements  for  the 
care  and  protection  of  the  child  during  the  absence  from  the  home 
of  any  such  relative  performing  work  under  such  program  in 
order  to  assure  that  such  absence  and  work  will  not  be  inimical 
to  the  welfare  of  the  child ; 

[(5)  provision  that  there  be  no  adjustment  or  recovery  by 
the  State  or  any  political  subdivision  thereof  on  account  of  any 
payments  which  are  correctly  made  for  such  work ;  and 
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[(6)  such  other  provisions  as  the  Secretary  finds  necessary  to 
assure  that  the  operation  of  such  program  ^Yill  not  interfere  with 
achievement  of  the  objectives  set  forth  in  section  401. 
[(b)  In  the  case  of  any  State  which  makes  expenditures  in  the  form 
described  in  subsection  (a)  under  its  State  plan  approved  under  sec- 
tion 402,  the  proper  and  efficient  administration  of  the  State  plan,  for 
purposes  of  section  403(a)  (3)  and  (4)  may  not  include  the  cost  of 
making  or  acquiring  materials  or  equipment  in  connection  with  the 
work  performed  under  a  program  referred  to  in  subsection  (a)  or  the 
cost  of  supervision  of  work  under  such  program,  and  may  include  only 
such  other  costs  attributable  to  such  programs  as  are  permitted  .by  the 
Secretary. 

[Assistance  by  Internal  Revenue  Service  in  Locating  Parents 

[Sec.  410.  (a)  Upon  receiving  a  report  from  a  State  agency  made 
pursuant  to  section  402(a)  (21),  the  Secretary  shall  furnish  to  the 
Secretary  of  the  Treasury  or  his  delegate  the  names  and  social  security 
account  numbers  of  the  parents  contained  in  such  report,  and  the  name 
of  the  State  agency  which  submitted  such  report.  The  Secretary  of  the 
Treasury  or  his  delegate  shall  endeavor  to  ascertain  the  address  of 
each  such  parent  from  the  master  files  of  the  Internal  Revenue  Serv- 
ice, and  shall  furnish  any  address  so  ascertained  to  the  State  agency 
which  submitted  such  report. 

[(b)  There  are  hereby  authorized  to  be  appropriated  such  sums 
as  may  be  necessary  to  carry  out  the  provisions  of  subsection  (a).  The 
Secretary  shall  transfer  to  the  Secretary  of  the  Treasury  from  time  to 
time  sufficient  amounts  out  of  the  monies  appropriated  pursuant  to 
this  subsection  to  enable  him  to  perform  his  functions  under  subsection 
(a).l 

PART  A— AID  TO  FAMILIES  WITH  DEPENDENT 
CHILDREN 

Appropriation 

Sec.  Jf.01.  For  the  pur  eposes  of  {1)  encouraging  the  care  of  dependent 
children  in  their  otcn  homes  or  in  the  homes  of  relatives  by  enabling 
each  jState^  to  the  extent  it  deems  appropriate  under  State  laio,  to  fur- 
nish financial  assistance  and  rehabilitation  and  other  services,  as  far 
as  practicable  under  the  conditions  in  such  State,  to  needy  dependent 
childi^en  and  the  parents  or  relatives  loith  whom  they  are  living  to  help 
maintain  and  strengthen  family  life  and  to  help  such  parents  or  rela- 
tives to  attain  or  retain  capability  for  the  maximum  self-support  and 
personal  independence  consistent  loith  the  maintenance  of  continuing 
parental  care  and  protection,  (2)  aiding  in  obtaining  siipport^  pay- 
ments for  such  children  from  absent  parents^  and  {3)  aiding  in  the 
determination  of  the  paternity  of  such  children  ivho  are  born  out  of 
loedlock^  there  is  hereby  auth  'oAzed  to  be  appropriated  for  earh  fiscal 
year  a  sum  sufficient  to  carry  out  the  purposes  of  this  part.  The  sums 
made  available  under  this  section  shall  be  used  for  making  payments 
to  States  lohich  have  submitted,  and  had  approved  by  the  Secretary  of 
Health.  E duration,  and  Welfare,  State  plans  for  aid  to  families  loith 
dependent  children. 
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SUBPART  1— STATE  PLANS  FOR  AID  TO  FAMILIES 
WITH  DEPENDENT  CHILDREN 

General  Administrative  Provisions 

Sfc.  Jt.02.  A  State  plan  for  aid  to  families  loith  dependent  children 
must — 

(a)  provide  that^  except  to  the  extent  permitted  hy  the  Secre- 
tary loith  respect  to  services  under  section  Jf07^  it  shall  he  in  effect 
in  all  political  subdivisions  of  the  State^  and,  if  administered  hy 
them,  he  mandatory  upon  them; 

( h )  provide  for  financial  participation  hy  the  State; 

(c)  provide  fo?'  the  estahlishment  or  designation  of  a  single 
State  agency  either  to  administer  the  plan  or  to  supervise  the 
administration  of  the  plan; 

(d)  set  forth  the  methods  of  administration  to  he  folloioed  in 
carrying  out  the  State  plan  lohich — 

(!)  in  chide  meth  ods  relating  to  the  estahlishment  and  main- 
tenance of  personnel  standards  on  a  merit  hasis,  and 

(2)  provide  for  the  traini7ig  and  effective  use  of  paid  suh- 
professional  staff,  loith  particular  emphasis  on  the  full-time 
or  part-time  employment  of  recipients  of  puhlic  assistance  -> 
,  participants  in  the  employment  program  operated  pursuant 
to  title  XX,  <r-  ^  and  other  persons  of  loiv  income,  as  commu- 
nity services  aides,  in  the  administration  of  the  plan  and  for 
the  use  of  nonpaid  or  partially  p>aid  volunteers  in  a  social 
service  volunteer  program  in  providing  services  to  applicants 
and  recipients; 

(e)  provide  that  the  State  agency  loill  make  such  reports,  in 
such  form  and  containing  such  information,  as  the  Secretary  may 
from  time  to  time  require,  and  comply  toith  such  provisions  as 
the  Secretary  may  from  time  to  time  find  necessary  to  assure  the 
correctness  and  verification  of  such  reports; 

(/)  provide  for  prompt  notice  {including  the  transmittal  of  all 
relevant  information)  to  the  Attorney  General  of  the  United 
States  {or  the  appropriate  State  official  or  agency  {if  any)  des- 
ignated hy  him  pursuant  to  part  D)  of  the  furnishing  of  aid  to 
families  with  dependent  children  loith  respect  to  a  child  toho  has 
heen  deserted  or  ahandoned  hy  a  parent  {including  a  child  horn 
out  of  wedlock  loithout  regard  to  lohether  the  paternity  of  such 
child  has  heen  estahlished) ; 

{g)  provide  {1)  that,  as  a  condition  of  eligihility  under  the 
plan,  each  applicant  for  or  recipient  of  aid  shall  furnish  to  the 
State  agency  his  social  security  account  numher  {or  numhers,  if 
he  has  more  than  one  such  numher),  and  {2)  that  such  State 
agency  shall  utilize  such  account  numhers,  in  addition  to  any 
other  means  of  identification  it  may  determine  to  employ,  in  the 
administration  of  such  plan; 

{h)  {!)  provide  that,  as  a  condition  of  eligihility  for  aid,  each 
applicant  or  recipient  will  he  required  to  assign  to  the  United 
States  any  rights  to  support  from  any  other  person  he  may  have — 
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(i)  in  his  own  'behalf  or  in  'behalf  of  any  other  family  mem- 
bers for  tchom  he  is  applying  for  or  receiving  aid.  and 

(ii)  ichich  have  accrued  at  the  time  such  assignment  is 
executed^  a^nd  ichich  will  accrue  during  the  period  ending 
with  the  third  month  following  the  month  in  which  he  {or 
such  other  family  members)  will  have  received  aid  under  the 
plan  or  loith  such  later  month  as  may  be  determined  wider 
section  1^55 (b) ;  arid 

{2)  contain  such  provisions  pertaining  to  determining  paternity 
and  securing  support  and  locating  absent  parents  as  are  pre- 
scribed by  the  Attorney  General  of  the  United  States  in  order 
to  comply  with  the  requirements  of  part  D ; 

(^)  provide — 

(1)  that  aid  to  families  with  dependent  children  shall  not 
he  furnished  to  any  individual  unless  such  individual  (A) 
is  a  resident  of  the  State^  and  (B)  has  resided  in  the  State 
continuously  for  ninety  consecutive  days  immediately  pre- 
ceding the  application  for  such  aid; 

(2)  that  such  aid  shall  be  furnished  under  the  State  plan 
for  a  period  of  ninety  co7isecutive  days  to  any  individual  who 
{A)  has  moved  out  of  such  State  regardless  of  whether  he 
has  terminated  his  resdence  in  such  State.  (B)  was  receiving 
aid  under  such  State  plan  in  the  month  before  the  month  in 
which  he  moved  out  of  such  State.  {C)  continues  to  meet  the 
eligibility  requirements  of  such  State  plan  except  for  resi- 
dency^ and  (D)  is  not  receiving  aid  to  families  with  de- 
pendent children  under  a  plan  of  the  State  in  which  he  is 
p-resent  solely  because  he  does  not  meet  the  duration  of  resi- 
dency requirements  imposed  wider  subclause  (1) ; 

(S)  that  for  the  purpose  of  furnishing  aid  under  the  State 
plan  to  any  individual  described  in  subclause  (^),  appropri- 
ate agreements  {including  provisions  for  reimbursejnent) 
will  be  made  with  the  State  agency  administering  or  super- 
vising the  administration  of  the  plan  approved  under  this 
part  of  the  other  State  so  that  the  agency  of  such  other  State 
will  determine  the  continuing  eligibility  of  and  make  pay- 
ments to  such  individual ;  and 

{Jf  )  that  the  State  agency  will  enter  into  agreements  with 
the  State  agency  administering  or  supervising  the  adminis- 
tration of  the  plan  under  this  part  of  other  States  to  carry 
out  for  them  the  functions  described  in  subclause  {3)  ;  and 
{])  provide  that,  if  the  State  plan  contains  provisions  limit- 
ing to  a  specified  period  of  time  eligibility  of  iridividuals  for  aid 
under  the  plan  based  on  any  approved  application  for  such  aid^ 
such  period  of  time  shall  not  be  less  than  two  years;  and  provide 
that  the  right  of  any  individual,  whose  eligibility  for  such  aid 
is  affected  by  such  provisions,  to  reapply  for  such  aid  shall  not  be 
adversely  affected  by  reason  of  such  provisions. 
At  the  option  of  the  State,  the  State  plan  for  aid  to  families  with 
dependent  children  may  provide  that  manuals  and,  other  policy  issu- 
ances will  be  furnished  to  persons  icithout  charge  for  the  reasonable 
cost  of  such  materials,  but  such  provision  shall  not  be  required  'by  the 
Secretary  as  a  condition  for  the  approval  of  such  plan  under  this  part. 
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Sec.  4.03.  A  State  plan  for  aid  to  families  with  dependent  children 
must  p)rovide  that  such  aid  will  he  furnished  to  all  individuals  who 
apply  and  are  determined  to  he  eligible  therefor  under  such  plan. 

Determining  Eligibility  and  Amount  of  Aid 

Sec.  4.04'  A  State  plan  for  aid  to  families  with  dependent  children — 

(a)  must  provide  that  aid  furnished  for  any  month  under  the 
plan  shall  not  he  less  than — 

(/)  $66.67,  in  the  case  of  a  family  ivith  one  member, 

(2)  $133.33,  in  the  case  of  a  family  with  two  members, 

(3)  $166.67,  in  the  case  of  a  family  with  three  members, 
and 

{4)  $200.00,  in  the  case  of  a  family  with  four  or  more 
members, 

{or,  if  less,  the  amount  lohich  a  family  of  such  size  with  no  other 
income  would  have  received  for  June  1972  under  the  State  plan 
approved  under  this  part)  reduced  by  all  income  not  required 
to  he  disregarded  by  clause  {d)  ; 

(b)  must  provide  that  eligibility  for  aid  to  families  with  de- 
pendent children  will  not  be  determined  solely  on  the  basis  of 
declarations  concerning  eligibility  factors  and  other  relevant  facts 
by  an  applicant  for  or  recipient  of  such  aid,  and  that  relevant 
information  will  he  verified  to  the  maximum  extent  feasible  from 
independent  or  collateral  sources  and  additional  information  ob- 
tained as  necessary  in  order  to  insure  that  such  aid  is  only  pro- 
vided to  eligible  persons  and  that  the  amounts  of  such  aid  are 
correct; 

{c)  except  as  otherwise  provided  in  clause  {d),  must  provide 
that  the  State  agency  shall,  in  determining  need,  take  into  con- 
sideration any  other  income  or  resources  of  any  child  or  relative 
claiming  aid  to  families  loith  dependent  children  or  of  any  other 
individual  whose  needs  the  State  determines  should  he  considered 
in  determining  the  need  of  the  child  or  relative  claiming  such  aid, 
hut  in  no  event  loill  the  needs  of  any  other  individual  he  con- 
sidered for  purposes  of  making  the  determination  under  this  clause 
(c)  unless  such  individual  is — 

(1)  living  in  the  same  home  a^s  such  child  and  relative,  and 

(2)  one  of  the  relatives  of  such  child  specified  in  section 
411  (a)  (1)  (A)  (but  not  including  a  brother,  sister,  step- 
brother, or  step-sister  of  such  child  loho  does  not  meet  the 
requirements  of  section  4II  {(^)  (1)  (A)  (ii) ) ; 

(d)  must  provide  that,  in  making  the  determination  under  clause 
{c),  the  State  agency — 

[  (i )  shall  vnth  respect  to  any  month  disregard — 

Ji{A )  all  of  the  earned  income  of  each  dependent  child 
receiving  aid  to  families  with  dependent  children  who  is 
a  full-time  student  or  part-time  student  who  is  not  a 
full-time  employee  attending  a  school,  college,  or  uni- 
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versity^  or  a  course  of  vocational  or  technical  training 
designed  to  fit  him  for  gainful  emjyloyment^ 

Ji(B)  in  the  case  of  the  earned  income  of  a  dependent 
child  not  included  in  subclause  {1)  {A)^a  relative  receiv- 
ing such  aid^  and  any  other  individual  {living  in  the 
same  home  as  such  relative  and  child)  lohose  needs  are 
taken  into  account  in  making  such  determination^  the  first 
$60  {or,  if  such  individual  is  not  toorking  at  least  Jfi 
hours  per  week,  or  at  least  35  hours  per  iceek  and  earning 
per  week  an  amount  at  least  equal  to  J^O  times  the  hourly 
minimum  wages  specified  in  section  6{a)  {1)  of  the  Fair 
Labor  Standards  Act  of  1938,  the  first  $30)  of  such 
earned  income  for  such  month,  plu^  one-third  of  the  next 
$300  of  such  income  for  such  month,  plus  one-fifth  of  the 
remainder  of  such  income  for  such  month,  except  that 
{i)  reasonable  child  care  expenses  {subject  to  such  limita- 
tions as  the  Secretary  may  prescribe  in  regulations)  will 
first  be  deducted  before  computing  such  individual's 
earned  income  and  {ii)  the  provisions  of  this  subclause 
{1){B)  shall  not  apply  to  eanxed  income  derived  from 
participation  on  a  project  maintained  under  the  program 
established  by  section  If.08  or  by  clause  {2)  or  {3)  of 
section  Jf32 {b),and 

[  ( O)  $20  per  month,  loith  respect  to  the  dependent  child 
{or  children) ,  relative  with  whom  the  child  {or  children) 
are  living,  and  other  individual  {living  in  the  same  home 
as  such  child  {or  children) )  whose  needs  are  taken  into 
account  in  making  such  determination,  of  all  income  de- 
rived from  support  payments  collected  pursuant  to  part 
D  ;  arid 

[(^)  {A)  may,  subject  to  the  limitations  prescribed  by  the 
Secretary,  permit  all  or  any  portion  of  the  earned  or  other 
income  to  be  set  aside  for  future  identifiable  needs  of  a  de- 
pendent child,  and  {B)  may,  before  disregarding  the  amounts 
referred  to  in  subclause  {!)  and  subclause  {2)  {A),  disregard 
not  more  than  $5  per  month  of  any  income; 
except  that,  with  respect  to  any  month,  the  State  agency  shall  not 
disregard  any  earned  income  {other  than  income  referred  to  in 
subclause  {2) )  of — 

\_{3)  any  one  of  the  persons  specified  in  subclause  {1)  {B)  if 
such  person — 

l{A)te7'minated  his  employment  or  reduced  his  earned 
income  without  good  cause  within  such  period  (of  not 
less  than  30  days)  preceding  such  month  as  may  he  pre- 
scribed by  the  Secretary;  or 

\_{B)  refused  icithout  good  cause,  ivithin  such  period 
preceding  such  month  as  may  be  prescribed  by  the  Secre- 
tary, to  accept  employment  in  which  he  is  able  to  engage 
which  is  offered  through  the  public  employment  offices 
of  the  State,  or  is  otherwise  offered  by  an  employer  if  the 
offer  of  such  employer  is  determined  by  the  State  or  local 
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agency  administering  the  State  plan^  after  notification 
hy  him,  to  he  a  bona  fide  offer  of  employment;  or 
[(4)  any  of  such  persons  specified  in  subclause  (1)  (B)  if 
with  respect  to  such  month  the  income  of  the  persons  so  speci- 
fied (within  the  meaning  of  clause  (c))  was  in  excess  of  their 
need  a^  determined  hy  the  State  agency  pursuant  to  clause 
(c)  (without  regard  to  this  clause  (d))  unless,  for  any  one 
of  the  four  months  preceding  such  month,  the  needs  of  such 
person  were  not  met  hy  the  furnishing  of  aid  under  the 
plan;  ^ 

-^(d)  must  provide  that,  in  rwaking  the  determination  under 
clause  (c)  — 

(1)  the  State  agency  shall,  with  respect  to  any  month,  dis- 
regard $20,  with  respect  to  the  dependent  child  (or  children) , 
relative  with  whom  the  dependent  child  (or  children)  is  liv- 
ing^ and  other  individual  (living  in  the  same  home  as  such 
child  (or  children))  whose  needs  are  taken  into  account  in 
making  such  determination,  of  all  incoTne  derived  from  sup- 
port payments  collected  pursuant  to  part  D ; 

(2)  in  the  case  of  a  family  other  than  a  fdmily  headed  hy 
an  employable  person  (as  defined  in  section  4-^1  (g)),  the 
State  agency  shall,  ivith  respect  to  any  month,  disregard  (in 
addition  to  any  amount  disregarded  pursuant  to  subclause 
(1))  $20  of  any  income  other  than  (i)  income  derived  from 
support  payments  collected  pursuant  to  part  D  or  (ii)  income 
paid  to  any  member  of  such  family  on  the  basis  of  the  need  of 
such  member  or  family ;  and 

(3)  in  the  case  of  a  family  headed  by  an  employable  person 
or  of  a  family  ivith  earned  income  in  excess  of  $200  per  month, 
that  portion  of  the  earned  income  of  such  family  (regardless 
of  lohether  such  family  headed  by  an  employable  person  does 
in  fact  receive  any  such  income)  for  any  month  which  is  not 
in  excess  of  $300  (or,  if  the  minimum  \cage  specified  in  section 
6{a)(l)  of  the  Fair  Labor  Standards  Act  of  1938  exceeds 
$1.60  per  hour,  187 S  times  such  minimum  wage,  but  in  no 
event  more  than  $375) ,  shall  he  counted  for  purposes  of  this 
part  as  $200  of  such  income  for  such  month;  ^ 

(e)  may  provide  for  the  State  agency  to  make  rent  payments 
for  any  month  directly  to  a  public  housing  agency  on  behalf  of  an 
individual  or  family  receiving  aid  under  the  plan  or  on  behalf  of 
groups  of  such  individuals  or  families,  and  that  the  State  agency 
may  make  rent  payments  directly  to  any  private  person  on  behalf 
of  an  individual  or  family  receiving  aid  under  the  plan,  and  that 
if  the  State  plan  provides  for  such  payments  to  private  persons, 
such  payments  loill  be  made  only  if  (1)  such  individual  or  family 
has  failed  without  good  cause  under  State  law  to  make  rent  pay- 
ments for  which  he  ivas  obligated,  ivhether  or  not  to  his  or  their 
current  landlord,  for  any  tivo  consecutive  months  loithin  the 
twelve-month  period  immediately  preceding  the  month  for  which 
the  State  agency  commences  to  make  such  rent  payments,  (2) 
such  rent  payments  with  respect  to  such  individual  or  family  are 


1  Section  404(d)  above  is  deleted  January  1,  1974. 

2  Section  404(d)  appearing  between  arrows  effective  January  1,  1974. 
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for  any  month  equal  to  the  least  of  {A)  the  amount  of  aid  under 
the  plan  for  which  such  individual  or  family  is  eligible  for  such 
months  (B)  the  full  rent  owed  by  such  individual  or  family  for 
such  ?7ionth,  or  (C)  the  amount  itsed  hy  the  State  for  such  month 
to  determiTie  the  need  for  rent  of  an  individual  or  family  {of  the 
same  size  as  such  family)  with  no  income  other  than  aid  under 
the  State  plan^  and  {3)  such  person  agrees  to  accept  the  payment 
hy  the  State  agency  of  the  amount  described  in  subclause  (2)  (B) 
or  (2)  (O)  as  the  full  rent  oived  for  such  month;  and 

(/)  must  provide  that  in  any  case  in  lohich  more  or  less  than 
the  correct  amount  of  aid  for  any  month  was  paid  with  respect 
to  a  family  under  the  plan, 

(1)  in  the  case  of  underpayments,  proper  adjustment  shall 
be  made  in  future  payments  with  respect  to  such  family 
which  are  made  loithin  such  maximum  period  of  time  as  the 
State  agency  may  prescribe,  and 

(2)  in  the  case  of  overpayments — 

(A)  proper  adjustment  or  recovery  shall  be  made  by 
adjustment  in  future  payments  with  respect  to  such  fam- 
ily or  by  recovery  from  such  family  in  accordance  with 
procedures  of  the  State  for  collection  of  overpayments, 

Of 

(B)  if  such  adjustment  or  recovery  carinot  be  made, 
the  State  agency  will  so  notify  the  Secretary  so  that  he 
may  make  appropriate  adjustments  to  or  recovery  from 
other  amounts  ivhich  may  be  oioed  to  any  member  of  such 
family  by  the  United  States  pursuant  to  section  JflJt,. 

Statutory  Rights  of  Applicants  for  and  Recipients  of  Aid  to 
Families  With  Dependent  Children 

Sec.  40s.  A  State  plan  for  aid  to  families  with  dependent  children 
must — 

{a)  provide  that  all  individuals  wishing  to  make  application  for 
aid  to  families  with  dependent  children  shall  have  opportunity  to 
do  so,  and  that  such  aid  will  only  be  furnished  to  or  with  respect 
to  eligible  persons  {as  defined  in  section  J^ll{f))  and  will,  sub- 
ject to  subsections  {q),  {h),and  (^)  of  section  Jf02,  subsections  {b) 
and  (/)  of  section  40%,  and  subsections  {a)  and  {e)  of  section  Jfi9 , 
be  furnished  with  reasonable  promptness; 

(b)  provide  {!)  for  granting  an  opportunity  for  an  evidentiary 
hearing  before  the  State  agency  or,  if  the  State  plan  is  adminis- 
tered in  each  of  the  political  subdivisions  of  the  State  by  a  local 
agency,  before  such  local  agency,  to  any  individual  whose  claim 
for  aid  to  families  with,  dependent  children  is  denied^  or  is  not 
acted  upon  with  reasonable  promptness  or  to  any  individual  loho  is 
receiving  aid  under  the  plan  which  aid  such  State  or  local  agency 
determines  should  be  terminated  or  the  amount  of  which  should 
be  reduced^  {2)  that  any  hearing  held  at  the  request  of  any  indi- 
vidual to  determine  the  matter  of  whether  the  aid  provided  to  su^h 
individual  {or  to  members  of  his  family)  under  the  State  plan 
should  be  terminated  or  the  amount  thereof  reduced  shall  be  com- 
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pleted  and  the  agency  hefore  which  such  hearing  is  held  shall  make 
a  decision  on  the  basis  of  such  evidentiary  hearing  with  respect  to 
such  matter  not  later  than  thirty  days  after  the  date  such  indi- 
vidual is  notified  of  the  intention  of  sioch  agency  to  terminate  or 
reduce  the  amount  of  such  aid^  (3)  that  the  agency  he  fore  which 
such  hearing  is  held  may  put  its  decision  into  effect  immediately 
upon  its  issuance^  (4)  that  if  the  evidentiary  hearing  is  held  hy  a 
local  agency  administering  the  State  plan  in  a  political  subdivi- 
sion of  such  State ^  the  individual  will  he  provided  an  opportunity 
to  appeal  such  decision  to  the  State  agency^  and  (5)  if  any  indi- 
vidual (or  family)  is  determined  under  a  final  decision  of  the 
State  agency  (or  of  the  local  agency  if  no  appeal  is  taken  there- 
from) to  have  received^  prior  to  such  decision^  aid  under  the  plan 
in  any  amount  to  which  he  (or  his  family)  was  not  entitled^  ap- 
propriate adjustment  or  recovery  of  such  amount  will  he  made  as 
required  hy  section  JfiJ^.{f) ;  except  that  no  individual  whose 
eligihility  for  aid  under  the  State  plan  is  terminated  hy  reason  of 
the  provisions  (referred  to  in  section  402  (j)  ^'^^  relating  to  limita- 
tion of  duration  of  eligihility  hased  on  any  approved  application 
for  aid)  in  a  State  plan  shall  he  entitled  to  a  hearing  on  account 
of  termination  of  his  eligihility  arising  from  the  application  of 
such  provisions  ;  and 

(c)  provide  safeguards  which  permit  the  use  or  disclosure  of 
information  concerning  applicants  or  recipients  only  (1)  to  public 
officials  who  require  such  information  in  connection  with  their  of- 
ficial duties^  or  (2)  to  other  persons  for  purposes  directly  con- 
nected with  the  administration  of  aid  to  families  with  dependent 
children. 

Protection  of  Children 

Sec.  406.  (a)  A  State  plan  for  aid  to  families  with  dependent  chil- 
dren must — 

(1)  provide  that  where  the  State  agency  ha^  reason  to  believe 
that  the  home  in  which  a  relative  and  child  receiving  aid  reside 
is  unsuitable  for  the  child  because  of  the  neglect.,  abuse.,  or  exploi- 
tation of  such  child,  it  shall  bring  such  condition  to  the  attention 
of  the  appropriate  court  or  laio  enforcement  agencies  in  the  State., 
and  shall  provide  such  data  with  respect  to  the  situation  as  it  may 
have; 

(2)  provide  that^  whenever  the  State  agency  has  reason  to 
believe  that  any  payments  of  aid  to  families  with  dependent 
children  made  ivith  respect  to  a  child  are  not  being  or  may  not  he 
used  in  the  best  interests  of  the  child.,  the  State  agency  shall 
provide  for  such  counseling  and  guidance  services  with  respect  to 
the  use  of  such  payments  and  the  management  of  other  fu/nds 
by  the  relative  receiving  such  payments  as  it  deems  advisable  in 
order  to  assure  use  of  such  payments  in  the  best  interests  of  such 
child,  and  shall  provide  for  advising  such  relative  that  continued 
failure  to  so  use  such  payments  loill  result  in  substitution  there- 
for of  protective  payments  as  defined  in  subsection  (?>),  or  in 
seeking  appointment  of  a  guardian  or  legal  representative  as  pro- 
vided in  section  1111.,  or  in  the  imposition  of  criminal  or  civil  pen- 
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alties  authorized  under  State  law  if  it  is  determined  hy  a  court  of 
competent  jurisdiction  that  such  relative  is  not  using  or  has  not 
used  for  the  henefit  of  the  child  such  payments  made  for  that  pur- 
pose; and  the  provision  of  such  services  or  advice  hy  the  State 
agency  {or  the  taking  of  the  action  specified  in  such  advice)  shall 
not  serve  as  a  basis  for  loithholding  funds  from  such  State  under 
section  Jfl3  and  shall  not  prevent  such  payments  loith  respect  to 
such  child  from  being  considered  aid  to  families  with  dependent 
children; 

{3)  provide  for  aid  to  families  with  dependent  children  in  the 
form  of  foster  care^  including  provision  for — 

{A)  development  of  a  plan  for  each  such  child  {including 
periodic  review  of  the  necessity  for  the  child'' s  being  in  a  foster 
family  home  or  child-care  institution)  to  assure  that  he  re- 
ceives proper  care  and  that  services  are  provided  which  are 
designed  to  improve  the  conditions  in  the  home  from  which 
he  was  removed  or  to  otherwise  make  possible  his  being  placed 
in  the  home  of  a  relative  specified  in  section  Ji.ll  {a)  (i),  and 
{B)  use  by  the  State  or  local  agency  administering  the 
State  plan^  to  the  maximum  extent  practicable^  in  placing 
such  a  child  in  a  foster  family  home  or  child-care  institution^ 
of  the  services  of  employees  of  the  State  public-ioelfare  agen- 
cy referred  to  in  section  ^21  {a)  {relating  to  allotments  to 
States  for  child  welfare  services  under  part  B)  or  of  any  local 
agency  participating  in  the  administration  of  the  plan  re- 
ferred to  in  such  section^  who  perform  functions  in  the  admin- 
istration of  such  plan;  and 
{Jf)  provide  that  protective  payments  {as  defined  in  subsection 
(b)  but  without  regard  to  paragraphs  {1)  through  {5)  thereof) 
will  be  made  to  meet  the  needs  of  a  dependent  child  in  any  case 
in  which  the  relative  with  whom  such  child  is  living  is  not  an 
eligible  person  by  reason  of — 

Ji{A)  his  refusal  to  accept  employment  or  to  participate  in 
any  employment  or  training  program  if  his  acceptance  or 
participation  is  otherimse  required  by  this  parfj  ^ 

(B)  her  failure  to  cooperate  with  any  official  or  agency  of 
the  State  or  of  the  United  States  in  establishing  the  paternity 
of  such  child  {where  such  relative  is  the  mother  of  a  depend- 
ent child  born  out  of  vjedlock),  or  in  obtaining  support  pay- 
ments for  herself  or  such  child, 

{O)  a  medical  determination  that  such  relative  is  a  drug 
addict  or  alcoholic  if  and  for  so  long  as  he  is  not  receiving 
payment  directly  under  title  XV,  or 

{D)  his  failure  to  agree  to  permit  inspection  of  the  home 
in  which  such  relative  lives,  at  reasonable  times  and  with 
reasonable  notice,  by  a  duly  authorized  person  employed  by 
or  on  behalf  of  such  State  in  the  administration  of  the  State 
plan  approved  under  this  part, 
{b)  For  purposes  of  this  part^  the  term  ^'■protective  payments^''  means 
payments  with  respect  to  any  dependent  child  {including  payments  to 


1  This  subsection  406(a)  (4)  (A)  is  deleted  January  1, 1974. 
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meet  the  needs  of  the  relative^  and  the  relative'^s  spouse^  with  whom 
such  child  is  living ^  and  the  needs  of  any  other  individual  living  in  the 
same  home  if  such  needs  are  taken  into  account  in  making  the  deter- 
mination under  section  JfOJf{c) )  which  are  made  to  another  individual 
loho  (as  determined  in  accordance  with  standards  prescribed  hy  the 
Secretary)  is  interested  in  or  concerned  with  the  welfare  of  such  child^ 
relative^  or  other  individually  or  are  made  on  behalf  of  such  child  or 
relative  directly  to  a  person  furnishing  food^  living  accommodations ^ 
or  other  goods^  services^  or  items  to  or  for  such  child^  relative^  or  other 
individual^  but  only  with  respect  to  a  State  whose  State  plan  approved 
under  this  part  includes  provision  for — 

(/)  determination  by  the  State  agency  that  the  relative  of  the 
child  loith  respect  to  whom  such  payments  are  made  has  such 
inability  to  manage  funds  that  making  payments  to  him  would  be 
contrary  to  the  best  interests  of  the  child  and^  therefore^  it  is 
necessary  to  provide  such  aid  with  respect  to  such  child  and  rela- 
tive through  payments  described  in  this  subsection  (h) ; 

(B)  undertaking  and  continuing  special  efforts  to  develop 
greater  ability  on  the  part  of  the  relative  to  manage  funds  in 
such  manner  as  to  protect  the  welfare  of  the  family; 

(3)  periodic  review  by  such  State  agency  of  the  determination 
under  clause  (1)  to  ascertain  whether  conditions  justifying  such 
determination  still  exist^  with  provision  for  termination  of  such 
payments  if  they  do  not  and  for  seeking  judicial  appointment 
of  a  guardian  or  other  legal  representative ^  as  described  in  section 
1111  y^  if  and  when  it  appears  that  the  need  for  such  payments  is 
continuing^  or  is  likely  to  continue^  beyond  a  period  specified  in 
regulations  prescribed  by  the  Secretary; 

(4)  aid  in  the  form  of  foster  home  care  in  behalf  of  children 
described  in  section  Ji,ll{a)  {3) ;  and 

(5)  opportunity  for  an  evidentiary  hearing  before  the  State 
agency  or^  if  the  State  plan  is  administered  in  each  of  the  political 
subdivisions  of  the  State  by  a  local  agency ^  before  such  local 
agency  on  the  determination  referred  to  in  clause  (1)  for  any 
individual  with  respect  to  whom  it  is  made; 

but  such  term  does  not  include  any  amount  to  meet  the  needs  of  an 
individual  who  is  not  an  eligible  person. 

Social  Services 

Sec.  407.  (a)  A  State  plan  for  aid  to  families  with  dependent  chil- 
dren must — 

(1)  provide  a  description  of  the  services  to  families  with  de- 
pendent children  tohich  the  State  agency  {using  whatever  internal 
organizational  arrangement  it  finds  appropriate  for  this  purpose) 
makes  available  to  maintain  and  strengthen  family  life  for  chil- 
dren, including  a  description  of  the  steps  taken  to  assure^  in  the 
provision  of  such  services.,  maximum  utilization  of  other  agencies 
providing  similar  or  related  services; 

(2)  provide^  in  such  cases  as  the  State  agency  finds  appropriate, 
for  the  development  and  application  of  a  program  for  such  serv- 
ices to  families  with  dependent  children.,  as  defined  in  subsection 
(6) ,  for  each  child  and  relative  who  receives  aid  to  families  with 
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dependent  children^  and  each  appropriate  individual  {living  in 
the  same  home  as  a  relative  and  child  receivi7ig  such  aid  whose 
needs  are  taken  into  account  in  making  the  determination  under 
section  40J/.{g)  ) ,  as  may  he  necessary  in  the  light  of  the  particular 
home  conditions  and.  other  needs  of  such  child^  relative^  and 
individual^  in  order  to  assist  such  child,  relative,  and  individual 
to  attain  or  retain  capability  for  self-support  and  care  and  in  order 
to  maintain  and  strengthen  family  life  and  to  foster  child 
development ; 

{S)  provide  for  the  development  of  a  program  for  each  appro- 
priate relative  and  dependent  child  receiving  aid  under  the  plan^ 
and  each  appropriate  individual  {living  in  the  same  home  as  a 
relative  and  child  receiving  such  aid)  ivhose  needs  are  taken  into 
account  in  making  the  det elimination  under  section  JfOJf{c)^  for 
preventing  or  reducing  the  incidence  of  hirths  out  of  toedlock  and 
otherwise  strengthening  family  life^  and  for  implementing  such 
program  by  assuring  that  in  all  appropriate  cases  family  plan- 
ning services  {including  supplies)  are  offered  them  and  are  pro- 
vided promptly  to  all  individuals  requesting  such  services^  hut 
acceptance  hy  such  child^  relative^  or  individual  of  family  plan- 
ning services  under  the  plan  shall  he  voluntary  on  the  part  of  such 
child^  relative^  or  individual  and  shall  not  he  a  prerequisite  to 
eligihility  for  or  the  receipt  of  any  other  service  or  aid  wider  the 
plan;  and 

{i)  provide  that  to  the  extent  that  services  provided  under  the 
State  plan  are  furnished  hy  the  staff  of  the  State  agency  or  the 
local  agency  administering  the  State  plan  in  each  of  the  political 
subdivisions  of  the  State^  for  the  establishment  of  a  single  orga- 
nizational unit  in  such  State  or  local  agency^  as  the  case  may  he. 
responsible  for  the  furnishing  of  such  services:  and 

{5)  provide  for  the  referral  to  the  State  or  appropriate  local 
agency  administering  the  plan  of  such  State  approved  under  title 
XV  of  any  individual  applying  for  aid  to  families  with  dependent 
children  who  is  medically  determined  to  be  a  drug  addict  or  al- 
coholic but  who  otherwise  would  be  eligible  for  such  aid  under  the 
State  plan  approved  under  this  part, 
{h)  The  term  services  to  families  with  dependent  children'''  means 
services  to  a-  family  or  any  member  thereof  for  the  purpose  of  preserv- 
ing, rehabilitating,  reuniting^  or  strengthening  the  family,  and  such 
other  semnces  as  will  assist  members  of  a  family  to  attain  or  retain 
capahility  for  the  maximum  self-support  and  personal  independence. 

\Community  Work  and  Training  Programs  ^ 

X^Sec.  Ji08.  {a)  For  the  purpose  of  assisting  the  States  in  encouraging, 
through  community  work  and  training  programs  of  a  constructive 
nature^  the  conservation  of  loork  skills  and  the  development  of  new 
skills  for  relatives  with  whom  a  dependent  child  is  living  and  other 
individuals  whose  needs  are  taken  into  account  in  making  the  deter- 
mination under  section  JfOJf.{c)  and  who  are  receiving  aid  to  families 
loith  dependent  children^  under  conditions  lohich  are  designed  to  assure 
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\  protection  of  the  health  and  welfare  of  such  individuals  and  the  de- 
1  pendent  children  involved^  expenditures  {other  than  for  medical  or 
I  any  other  type  of  remedial  care)  for  any  month  with  respect  to  a  de- 
\  pendent  child  {including  payments  to  meet  the  needs  of  any  relative 
I  or  relatives^  specified  in  section  Ii.ll  {a)  {1){A)^  with  whom  he  is  living ) 
!  under  a  State  plan  approved  under  this  part  shall  not  l>e  excluded 
||  from  aid  to  families  loith  dependent  children  Ijecause  such  expendi- 

tures  are  made  in  the  form  of  payments  for  worh  performed  in  such 
\  month  hy  any  one  or  more  of  the  relatives  specified  in  section  ^11  {a) 
j  {!)  {A)  with  whom  such  child  is  living  if  such  work  is  performed  for 
'j  the  /State  agency  or  any  other  public  agency  under  a  program  {which 

need  not  he  in  effect  in  all  political  subdivisions  of  the  State)  adminis- 
I  tered  hy  or  under  the  supervision  of  such  State  agency^  if  there  is  State 
I  financial  participation  in  such  expenditures^  and  if  such  State  plan 
I  includes — 

j  [(i)  provisions  which,  in  the  judgment  of  the  Secretary^  pro- 

1         vide  reasonable  assurance  that — 

\_{A)  appropriate  standards  for  health  safety,  and  other 

I  conditions  applicable  to  the  performance  of  such  loorlc  by  such 

relatives  are  established  and  maintained; 

'  ^{B)  payments  for  Mich  work  are  at  rates  not  less  than  the 

I  minimum  rate  {if  any)  provided  by  or  under  State  law  for 

the  same  type  of  loork  and  not  less  than  the  rates  prevailing 

I  on  similar  work  in  the  community; 

\_{C)  such  work  is  performed  on  projects  ivhich  serve  a  use- 
ful public  purpose^  do  not  result  either  in  displacement  of 
regular  workers  or  in  the  performance  by  such  relatives  of 

'  work  that  would  otherwise  be  performed  by  employees  of 

\  public  or  private  agencies^  institutions^  or  organizations^  and 

{except  in  cases  of  projects  which  involve  emergencies  or 
which  are  generally  of  a  nonrecumng  nature)  are  of  a  type 
which  has  not  normally  been  u/ndertaken  in  the  past  by  the 
State  or  community.^  as  the  ca^e  may  be; 

\_{D)  in  determining  the  needs  of  any  such  relative^  any 
additional  expenses  reasonably  attributable  to  such  work  will 
be  considered; 

^{E)  any  such  relative  shall  have  reasonahle  opportunities 
to  seek  regular  employment  and  to  secure  any  appropriate 
training  or  retraining  which  may  be  available;  and 

\_{F)  aid  under  the  plan  will  not  he  denied  with  respect 
to  any  such  relative  {or  the  dependent  child)  for  refusal 
hy  such  relative  to  perform  any  such  work  if  he  has  good 
cause  for  such  refusal; 
[(^)  provision  for  entering  into  cooperative  arrangements  loith 
the  system  of  public  employment  offices  in  the  State  looking  to- 
ward employment  or  occupational  training  of  any  such  relatives 
performing  work  under  such  program,  including  appropriate  pro- 
vision for  registration  and  periodic  re  registration  of  such  relatives 
and  for  maximum  utilization  of  the  job  placement  services  and 
other  services  and  facilities  of  such  offices  ; 

[(J)  provision  for  entering  into  cooperative  arrangements  loithy 
the  State  agency  or  agencies  responsible  for  administering  or 
siopervising  the  administration  of  vocational  education  and  adult 
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education  in  the  State ^  loohing  toioard  maximum  utilization  of 
available  fuhlic  vocational  or  adult  education  services  and  facili- 
ties in  the  State  in  order  to  encourage  the  training  or  retraining 
of  any  such  relatives  pei^fomiing  loork  under  such  program  arid 
otherwise  assist  them  in  preparing  for  regular  employment; 

[(^)  provision  for  assuring  appropriate  arrangements  for  the 
care  and  protection  of  the  child  during  the  absence  from  the  home 
of  any  such  relative  performing  loorh  under  such  program  in 
order  to  assure  that  such  absence  and  loork  will  not  be  inimical 
to  the  loelfare  of  the  child; 

[(5)  provision  that  there  will  be  no  adjustment  or  recovery  by 
tlie  State  or  any  political  subdivision  thereof  on  axicount  of  any 
payments  which  are  correctly  made  for  such  work ;  and 

t{6)  such  other  provisions  as  the  Secretary  finds  necessary  to 
assure  that  the  operation  of  such  program  will  not  interfere  with 
achievement  of  the  objectives  set  forth  in  section  JfOl. 
[(6)  I 01  the  case  of  any  State  lohich  makes  expenditures  in  the  form 
described  in  subsection  (a)  under  its  State  plan  approved  under  this 
pa.rt^  the  proper  and  efficient  administration  of  the  State  plan^  for 
purposes  of  section  4-12  (a)  {3)  may  not  include  the  cost  of  making  or 
acquiring  materials  or  equipment  in  connection  loith  the  work  per- 
formed under  a  program  referred  to  in  subsection  (a)  or  the  cost  of 
supervision  of  work  under  such  program,  and  may  include  only  such 
other  costs  attributable  to  such  programs  as  are  permitted  by  the 
Secretary. ^ 

^Relationship  With  Work  Incentive  Program^ 

IS  EC.  409.  A  State  plan  for  aid  to  families  loith  dependent  children 
must  provide — 

\_{a)  that  every  individual.,  as  a  condition  of  eligibility  for  aid 
under  this  part,  shall  register  for  manpower  services,  training, 
and  employment  as  provided  by  regulations  of  the  Secretary  of 
Labor,  unless  such  individual  is — 

[(i)  a  child  who  is  under  age  16  or  attending  school  full 
time; 

1,(2)  a  person  loho  is  ill,  incapacitated,  or  of  advanced  age; 
a  person  so  remote  from  a  work  incentive  project  that 
his  effective  participation  is  precluded; 

[(4)  a  person  whose  presence  in  the  home  is  required  be- 
cause of  illness  or  incapamty  of  another  member  of  the 
household; 

[(<5)  a  mother  or  other  relative  of  a  child  wider  the  age  of 
six  ivho  is  caring  for  the  child;  or 

1(6)  the  mother  or  other  female  caretaker  of  a  child,  if  the 
father  or  another  adult  male  relative  is  in  the  home  and  not 
excluded  by  subclause  (1),  (2),  (S),  or  (4)  of  this  clause 
(unless  he  has  failed  to  register  as  required  by  this  clause,  or 
has  been  found  by  the  Secretary  of  Labor  under  section  4S3 (g) 
to  have  refused  loithout  good  cause  to  participate  under  a 

1  Section  408  of  this  Act  is  repealed  January  1.  1974. 
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work  incentive  program  or  accept  employment  as  described  in 

clause  (e)  of  this  section)  / 
and  that  any  individual  referred  to  in  subclause  {5)  shall  be 
advised  of  her  option  to  register^  if  she  so  desires^  pursuant  to  this 
paragraph,  and  shall  be  informed  of  the  child  care  services  {if 
any)  lohich  will  be  available  to  her  in  the  event  she  should  decide 
so  to  register,' 

[(5)  that  aid  under  the  plan  will  not  be  denied  by  reason  of 
such  registration  or  the  individual's  certification  to  the  Secretary 
of  Labor  under  clause  (/)  of  this  section^  or  by  reason  of  an  in- 
diAiiduaV s  participation  on  a  project  under  the  program  estab- 
lished by  section  4^2 (b)  (2)  or  (3)  so  long  as,  in  making  the 
determination  required  under  section  J^OJf.{c)^  the  State  agency 
finds  that  such  individual  {and  his  family)  remain  eligible  for 
such  aid; 

[((?)  for  arrangements  to  assure  that  there  loill  be  made  a  non- 
Federal  contribution  to  the  tvork  incentive  programs  established 
by  part  C  by  appropriate  agencies  of  the  State  or  private  organi- 
zations of  10  per  centum  of  the  cost  of  such  programs,  as  specified 
in  section  1^35 {b) ; 

\^{d)  that  {!)  training  incentives  authorized  under  section  4dJf, 
shall  be  disregarded  in  determining  the  needs  of  an  individual 
under  section  iOi{c)^  and  {2)  in  determining  such  individuals 
needs  the  additional  expenses  attributable  to  his  participation  in 
a  program  established  by  section  IfS2{b)  {2)  or  {3)  shall  be  taken 
into  account; 

[(e)  that  if  and  for  so  long  as  any  child^  relative^  or  individual 
{certified  to  the  Secretary  of  Labor  pursuant  to  clause  (/) )  has 
been  found  by  the  Secretary  of  Lahor  under  section  4^33 {g)  to 
have  refused  without  good  cause  to  participate  under  a  loork  in- 
centive program  established  by  part  G  loith  respect  to  lohich  the 
Secretary  of  Labor  has  determined  his  participation  is  consistent 
with  the  purposes  of  such  part  0^  or  to  have  refused  without  good 
cause  to  accept  employment  in  which  he  is  able  to  engage  which 
is  offered  through  the  public  employment  offices  of  the  State,  or 
is  otherivise  offered  by  an  employer  if  the  offer  of  such  employer  is 
determined,  after  notification  by  him,  to  be  a  bona  fide  offer  of 
employment — 

[(i)  if  the  relative  makes  such  refusal,  such  relative'' s  needs 
shall  not  be  taken  into  account  in  making  the  determination 
under  section  404{g),  and  aid  for  any  dependent  child  in  the 
family  in  the  form  of  protective  payments  as  defined  in  sec- 
tion l06{b)  {which  in  such  a  case  shall  be  tvithout  regard  to 
clauses  {!)  through  {5)  thereof)  or  section  ^06 {a)  {3)  will 
be  made; 

^{2)  aid  toith  respect  to  a  dependent  child  loill  be  denied  if 
a  child  who  is  the  only  child  receiving  aid  in  the  family  nmkes 
such  refuySal; 

\_{3)  if  there  is  more  than  one  child  receiving  aid  in  the 
family,  aid  for  any  such  child  will  be  denied  {and  his  needs 
uiill  not  be  taken  into  account  in  making  the  determinatior 
under  section  W4{c) )  if  that  child  makes  such  refusal;  and 

[(^)  if  such  individual  makes  such  refusal,  such  individ- 
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uaVs  needs  loill  not  he  taken  into  account  in  making  the  deter- 
mination under  section  J^OIf  (c) ; 
except  that  the  State  agency  shall  for  a  period  of  sixty  days^  make 
payments  of  the  type  described  in  section  4-06 (h)  (without  re- 
gard to  clauses  (1)  through  {5)  thereof)  on  hehalf  of  the  relative 
specified  in  subclause  (i),  or  continue  aid  in  the  case  of  a  child 
specified  in  subclause  {2)  or  (3),  or  take  the  individuaVs  needs 
into  account  in  the  case  of  an  individual  specified  in  subclause 
(^),  but  only  if  dinnng  such  period  such  child^  relative^  or  indi- 
vidual accepts  counseling  or  other  services  {which  the  State  agency 
shall  make  available  to  such  child ^  relative,  or  individual)  aimed 
at  persuading  such  child,  relative,  or  individual,  as  the  case  may 
be,  to  participate  in  such  program  in  accordance  with  the  deter- 
mination of  the  Secretary  of  Labor;  and 

[(/)  tliat  the  State  agency  loill  have  in  effect  a  special  program 
which  (1)  icill  be  administered  by  a  separate  administrative  unit 
and  the  employees  of  which  will,  to  the  maximum  extent  feasible, 
perform  services  only  m  connection  with  the  administration  of 
such  program,  {2)  will  provide  {through  arrangements  with 
others  or  otherwise)  for  individuals  loho  have  been  registered  pur- 
suant to  clause  {a) ,  in  accordance  ivith  the  order  of  priority  listed 
in  section  Jf33{a),  such  health,  vocational  rehabilitation,  counsel- 
ing, child  care,  and  other  social  and  supportive  services  as  are 
necessary  to  enable  such  individuals  to  accept  employment  or  re- 
ceive manpower  training  provided  under  part  C,  and  will,  when 
arrangements  have  been  made  to  provide  necessary  supportive 
services,  including  child  care,  certify  to  the  Secretary  of  Labor 
those  individuals  who  are  ready  for  employment  or  training  under 
part  C,  {3)  will  participate  in  the  development  of  operational  and 
employ  ability  plans  under  section  ItS3{b),  and  {Jf.)  loill  provide 
for  purposes  of  clause  {2) ,  that,  when  more  than  one  kind  of  child 
care  is  available,  the  mother  may  choose  the  type,  but  she  may  not 
refuse  to  accept  child  care  services  if  they  are  available."! 

-^Relationship  With  Employment  Program  ^ 

-^Sec.  409.  A  State  plan  for  aid  to  families  with  dependent  children 
must  provide  that,  in  the  case  of  any  family  which  is  headed  by  an 
employable  person  {as  defined  in  section  4^1  {g))  ivho  is  a  mother 
{described  in  paragraph  {2)  of  section  Jfll{g) )  who  is  applying  for  or 
receiving  aid  under  the  plan,  and  refuses  to  participate  in  the  employ- 
ment program  operated  pursuant  to  title  XX.  if  and  for  so  long  as 
any  such  refusal  continues  after  the  close  of  the  thirty-day  period 
during  ivhich  the  Work  Administration  has  provided  appropHate 
counseling  pursuant  to  section  2056 {b),  such  person'' s  needs  shall  not 
be  taken  into  account  in  making  the  determination  under  section  JfO^ 
{c),  she  shall  not  be  considered  a  member  of  the  family  for  purposes 
of  section  Jfi4,{d)  {3),  and  aid  for  any  dependent  child  in  the  family 
in  the  form  of  payments  of  the  type  descmbed  in  section  JfiSifi) 
{tohich  in  such  a  case  shall  be  loithout  regard  to  clauses  {!)  through 
(-5)  thereof)  or  section  4-06 {a)  {3)  will  be  made,  and  if  such  person  is 
a  recipient  at  the  time  of  her  refusal,  the  State  agency  shallA- 


1  Section  409  (includine  the  heading)  appearing  between  arrows,  effective  January  1, 
1974. 


823 


Sec.  411(a) 


-^(1)  if,  dt  the  end  of  such  thirty  days,  she  has  not  agreed  to 
participate  in  such  program,  determine  whether  she  is  incapaci- 
tated, and,  if  so,  refer  her  to  the  State  agency  administering  the 
State  plan  for  ^vocational  rehabilitation  services  approved  under 
the  Vocational  Rehabilitation  Act  and  require  that,  as  a  condition 
of  eligibility  for  aid  to  families  with  dependent  children,  she  ac- 
cept such  rehabilitation  services  as  are  made  available  to  her 
under  such  State  plan,  and 

->(^)  if  such  person  refuses  to  accept  vocational  rehabilitation 
services  folloimng  a  referral  pursuant  to  subclause  (1)  or  is  de- 
termined not  to  be  incapacitated  and  refuses  to  participate  in  such 
employm^ent  program,  such  person  shall  not  be  considered  an  eli- 
gible person  and  payments  of  the  type  desciihed  in  section  406(b) 
(lohich  in  such  a  case  shall  be  made  loithout  regard  to  clauses  (1) 
through  (S)  thereof)  or  section  4-06 (a)  (S)  shall  be  made  with  re- 
spect to  the  dependent  children  living  with  such  person.-^  ^ 

Emergency  Assistance 

Sec.  410.  {a)  A  State  plan  for  aid  to  families  with  dependent 
children — 

(1)  may  provide  emergency  assistance  to  needy  families  with 
children  (as  defined  in  subsection  {b)),  and 

(2)  must  provide  emergency  assistance  to  needy  families  ivith 
children  (as  so  defined)^  on  a  stateioide  basis,  to  needy  migrant 
icorkers  tvith  children  in  the  State, 

(b)  The  term  ''''emergency  assistance  to  needy  families  with  chil- 
dren'''' means  any  of  the  following,  furnished  for  a  period  not  in 
excess  of  SO  days  in  any  12 -month  period,  in  the  case  of  a  needy  child 
under  age  21  who  is  (or,  within  such  period  as  may  be  specified  in 
regulations  prescribed  by  the  Secretary,  has  been)  living  loith  any 
of  the  relatives  specified  in  section  411{a)  (1)  (A)  in  a  place  of  resi- 
dence maintained  by  one  or  more  of  such  relatives  as  his  or  their  own 
home,  but  only  ivhere  such  child  is  without  availahle  resources,  the 
payments,  care,  or  services  involved  are  necessary  to  avoid  destitution 
of  such  child  or  to  provide  living  arrangements  in  a  home  for  such 
child,  and  such  destitution  or  need  for  living  arrangements  did  not 
arise  because  such  child  or  relative  refused  toithout  good  cause  to  accept 
employment  or  training  for  em,ployment : 

(1)  money  payments,  payments  in  kind,  or  such  other  pay- 
ments as  the  State  agency  may  specify  toith  respect  to,  or  medical 
care  or  any  other  type  of  reinedial  care  recognized  under  State 
law  on  behalf  of,  such  child  or  any  other  member  of  the  house- 
hold in  which  he  is  living,  and 

(2)  such  services  as  may  be  specif. ed  in  regulations  prescribed 
by  the  Secretary. 

SUBPART  2— DEFINITIONS 

Sec.  411.  When  used  in  this  part — 

{a)  {l)(A)  The  term  '•''dependent  cMW  means  a  needy  child  loho 
has  been  born  and  (i)  who  has  been  dejynred  of  parental  support  or 

1  Section  409  (including  the  heading)  appearing  between  arrows,  effective  January  1, 
1974. 


Sec.  411(a)  824  I 

I 

care  hy  reason  of  the  death^  continued  absence  froin  the  home,  or  ' 
j>hysical  or  mental  incapacity  of  a  parent,  and  ivho  is  living  with  his  \ 
father,  mother,  grandfather^  grandmother,  brother,  sister,  stepfather,  I 
stepinother,  stepbrother,  stepsister,  uncle,  aunt,  first  cousin,  nepheio,  , 
or  niece,  in  a  place  of  residence  maintained  by  one  or  more  of  such  ' 
relatives  at  his  or  their  oion  home,  and  (ii)  who  is  (/)  under  the  age  \ 
of  eighteen  or  {II)  under  the  age  of  twenty-one  and  {as  determined'  I 
by  the  State)  a  student  regularly  attending  a  school,  college,  or  uni-  | 
versity,  or  {HI)  under  the  age  of  twenty-one  and  {as  determined  by 
the  State)  a  student  regularly  attending  a  course  of  vocational  or  1 
technical  training  designed  to  fit  him  for  gainfid  employment.  ! 

{B){i)  The  term  ''^parenf\  when  used  with  respect  to  any  child,  i 
means  such  child^s  natural  parent  or  his  adoptive  parent,  and,  at  the  j 
option  of  the  State,  may  also  include  (/)  his  stepparent,  or  {II)  if  \ 
Such  child^s  father  or  stepfather  is  deceased  or  continuously  absent  \ 
from  the  home,  any  other  adult  individual  {regardless  of  whether  such  \ 
other  individual  is  living  in  the  same  home  as  such  child  and  the  rela-  j 
tive  with  lohom  the  child  is  living)  if  and  for  so  long  as  there  exists  | 
a  continuing  parent-child  type  retationshi])  betiveen  such  child  and 
such  individual  if  such  individual  is  not  the  grandfather,  grand-  \ 
mother,  brother,  sister,  stepbrother,  stepsister,  uncle,  aunt,  first  cousin, 
nephew,  or  niece  of  such  child,  but  no  child  shall  be  found  to  be  de- 
prived of  parental  support  or  care  by  reason  of  the  continued  absence 
from  the  home  of  such  individual. 

{ii)  For  purposes  of  determining  whether  a  continuing  parent-  \ 
child  type  relationship  exists  between  a  child  and  such  an  adult  in-  j 
dividual,  only  the  following  factors  may  be  taJcen  into  account:  (/)  | 
the  frequency  with  which  such  child  and  such  individual  appear  to-  \ 
gether  in  puhlic,  {II)  lohether  such  individual  is  the  parent  of  a  half  | 
brother  or  half  sister  of  such  child,  {III)  lohether  such  individual  ex-  I 
ercises  parental  control  over  such  child.  (/F)  whether  substantial  j 
gifts  are  made  by  such  individual  to  such  child  or  to  members  of  the  i 
family  of  such  child,  (F)  whether  such  individual  claims  such  child 
as  a  dependent  for  income  tax  purposes,  {VI)  whether  such  individual 
cares  for  or  arranges  for  the  care  of  such  child  lohen  the  relative  with 
lohom  such  child  is  living  is  ill  or  absent  from  home,  {VII)  whether 
such  individual  assumes  responsibility  for  such  child  when  a  crisis 
occurs  in  such  child'^s  life,  such  as  illness  or  detention  of  such  child 
by  public  authorities,  {VIII)  lohether  such  individual  is  listed  as  the 
parent  or  guardian  of  such  child  in  school  records  vjhich  are  designed 
to  indicate  the  parents  or  guardians  of  children,  {IX)  ujhether  such 
individual  makes  frequent  visits  to  such  household,  {X)  whether  such 
individual  gives  or  uses  as  his  address  the  address  of  such  household 
in  dealing  with  his  employer,  his  creditors,  postal  authorities,  other 
public  authorities,  or  others  with  whom  he  may  have  dealings,  rela- 
tionships, or  obligations.  Such  a  relationship  may  be  determined  to 
exist  in  any  case  only  after  an  evaluation  of  the  factors  specified  in  the 
preceding  sentence,  as  well  as  any  evidence  which  may  refute  any 
infei'ence  supported  by  evidence  related  to  such  factors. 

{2)  {A)  At  the  option  of  the  State,  the  term  ''dependent  child/'  may 
include  a  needy  child  who  meets  the  requirements  of  section  1^11  {a) 
{1)  {A)  {ii),  who  has  been  deprived  of  parental  support  or  care  by 
reason  of  the  unemployment  {as  determined  in  accordance  with  stand- 
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j  ards  prescribed  hy  the  Secretary)  of  Ms  father^  and  who  is  living  with 
any  of  the  relatives  specified  in  section  1^.11  {a)  (i)  (J.)  in  a  place  of 
residence  maintained  hy  such  relative  {himself  or  together  with  any 
j'   one  or  more  of  the  other  relatives  so  specified)  as  his  (or  their)  oiun 
I   home;  Provided,  that  for  purposes  of  this  suh paragraph,  an  individual 
\   loho  IS  the  father  of  a  dependent  child  shall  not  he  considered  to  he 
i  unemployed  for  any  loeek  in  lohich  his  unemployment  is  on  account  of 
\  a  labor  dispute  at  the  establishment  lohere  he  loas  previously  employed, 
\  unless  such  individual  (1)  is  not  directly  interested  in  and  has  not 
I   participated  in  such  dispute,  and  (2)  is  not  a  member  of  any  group  of 
employees  lohich  is  directly  interested  in,  financing  or  participating  in, 
,   such  dispute. 

I  {B)  The  provisions  of  subparagraph  {A)  shall  he  applicable  to  a 
I   State  if  the  Staters  plan  approved  under  this  part — 

(^)  requires  the  payment  of  aid  to  families  with  dependent 
children  with  respect  to  a  dependent  child  as  defined  in  subpar- 
agraph (A)  when — 

(/)  such  child^s  father  has  not  been  employed  {as  deter- 
mined in  accordance  with  standards  prescrihed  by  the  Sec- 
retary) for  at  least  30  days  prior  to  the  receipt  of  such  aid, 
{II)  such  father  has  not  loithout  good  cause,  within  such 
I  period  {of  not  less  than  SO  days)  as  may  be  prescribed  by  the 

Secretary,  refused  a  bona  fide  offer  of  employment  or  train- 
ing, and 

{III)  {a)  such  father  has  6  or  more  quarters  of  work  {as 
defined  in  subparagraph  {D)  (^) )  in  any  IS -calendar- quarter 
period  ending  loithin  one  year  prior  to  the  application  for 
f  such  aid  or  {b)  he  received  unemployment  compensation  un- 

der an  unemployment  compensation  laio  of  a  State  or  of  the 
United  States,  or  he  was  qualified  {within  the  meaning  of 
subparagraph  {D){iii))  for  unemployment  compensation 
under  the  unemployment  compensation  laio  of  the  State,  with- 
in one  year  prior  to  the  application  for  such  aid;  and 
{ii)  provides — 

(/)  for  such  assurances  as  will  satisfy  the  Secretary  that 
,1  fathers  of  dependent  children  as  defined  in  subparagraph 

1!  {A)  loill  be  certified  to  the  Secretary  of  Labor  as  provided  in 

I  section  J^OO  loithin  SO  days  after  the  receipt  of  aid  with  respect 

I  to  such  children; 

\  {II)  for  entering  into  cooperative  arrangemjcnts  with  the 

State  agency  responsible  for  administering  or  su2)ervising  the 
administi^ation  of  vocational  education  in  the  State,  designed 
to  assure  maximum  utilization  of  available  piihlic  vocational 
education  services  and  facilities  in  the  State  in  order  to  en- 
courage the  reti-'oining  of  individuals  capable  of  being  re- 

j  trained;  and 

i  i^^I)  for  the  denial  of  aid  to  families  with  dependent  chil- 

\  dren  to  any  child  or  relative  specified  in  subparagraph  {A) 

if,  and  for  as  long  as,  such  child'' s  father— 

{a)  is  not  currently  registered  with  the  public  employ- 
ment offices  in  the  State,  or 
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(h)  receives  unemployment  compensation  under  an  un- 
employment compensation  laio  of  a  State  or  of  the  United 
States. 

(C)  For  purposes  of  this  section — 

(^)  the  term  ^^quarter  of  work'^  ivith  respect  to  any  individual 
means  a  calendar  quarter  in  lohich  such  individual  received  earned 
income  of  not  less  than  $50  {or  lohich  is  a  quarter  of  coverage"''  as 
defined,  in  section  213 {a)  (^)),  or  in  which  such  individual  par- 
ticipated in  a  community  loork  and  ti^aining  program  under  sec- 
tion If08  or  any  other  work  and  training  program  subject  to  the 
limitations  in  section  Jf08^  or  the  loorh  incentive  program  estab- 
lished under  part  G ; 

iii)  the  term  ''^calendar  quarter'^''  means  a  period  of  3  consecutive 
calendar  months  ending  on  March  31.,  June  30,  September  30,  or 
December  31 ;  and 

(Hi)  an  individual  shall  be  deemed  qualified  for  unemployment 
compensation  under  the  Staters  unemployment  compensation  laio 

(/)  he  loould  have  been  eligible  to  receive  such  unemploy- 
ment  compensation  upon  filing  application,  or 

(II)  he  performed  work  not  covered  under  such  laio  and 
such  loork,  if  it  had  been  covered,  would  (together  luith  any 
covered  work  he  performed)  have  made  him  eligible  to 
receive  such  unemployment  compensation  upon  filing 
application. 

(3)  The  term  ''''dependent  child^''  shall  also  include  a  child  (A)  who 
would  meet  the  requirements  of  paragraph  (1)  or  (2)  except  for  his 
removal  from  the  home  of  a  relative  (specified  in  such  paragraph  (1)) 
as  a  result  of  a  judicial  determination  to  the  effect  that  continuation 
therein  loould  be  contrary  to  the  welfare  of  such  child,  (B)  whose 
placement  and  care  are  the  responsibility  of  (i)  the  State  or  local 
agency  administering  the  State  plan  approved  under  this  part,  or  (ii) 
any  other  public  agency  with  whom  the  State  agency  administemng 
or  supervising  the  administration  of  such  State  plan  has  made  an 
agreement  which  is  still  in  effect  and  which  includes  provision  for 
assuring  development  of  a  plan,  satisfactory  to  such  State  agency,  for 
such  child  as  provided  in  section  Jf06(a)  (3)  (A)  and  such  other  pro- 
visions as  may  be  necessary  to  assure  accomplishment  of  the  objectives 
of  the  State  plan  approved  under  this  part,  (C)  who  has  been  placed 
in  a  foster  family  home  or  child-care  institution  as  a  result  of  such 
determination,  and  (D)  who  (i)  received  aid  under  such  State  pilan 
in  or  for  the  month  in  which  court  proceedings  leading  to  such  deter- 
mination were  initiated,  or  (ii)  (I)  would  have  received  such  aid  in 
or  for  such  month  if  application  had  been  made  therefor,  or  (II)  in 
the  case  of  a  child  who  had  been  living  with  a  relative  specified  in  para- 
graph (1)  (A)  within  6  months  prior  to  the  month  in  which  such  pro- 
ceedings were  initiated^  would  have  received  such  aid  in  or  for  such 
month  if  in  such  month  he  had  been  living  with  (and  removed  from 
the  home  of)  such  a  relative  and  application  had  been  made  therefor, 
(b)  The  term  '•^aid  to  families  with  dependent  children''- — 

(1)  means  money  payments^  rent  payments  meeting  the  require- 
ments of  section  1^0%(e),  and  protective  payments  as  defined  in 
section  Jfi6(b),  with  respect  to  a  dependent  child  or  dependent 
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children  and  includes  any  such  payments  to  meet  the  needs  of  the 
relative  loith  whom  the  child  is  living  {and  the  spouse  of  such 
relative  if  living  loith  him  and  if  such  relative  is  the  child''s  parent 
and  the  child  is  a  dependent  child  hy  reason  of  the  physical  or 
mental  incapacity  of  a  parent  or  is  a  dependent  child  under  sec- 
tion Jfll  (a)  (2) )  /  and 

(2)  also  includes  foster  care  in  behalf  of  a  child  described  in 
paragraph  {a)  {3)  of  this  section — 

{A)  in  the  foster  family  home  of  any  individual^  lohether 
the  payment  therefor  is  made  to  such  individual  or  to  a  public 
or  nonprofit  private  child-placement  or  child-care  agency^  or 
(B)  in  a  child-care  institution  {other  than  one  lohich  meets 
the  definition  contained  in  section  2118) ,  whether  the  pay- 
ment therefor  is  made  to  such  institution  or  to  a  public  or 
nonprofit  private  child-placement  or  child-care  agency^  but 
subject  to  limitations  prescribed  by  the  Secretary  with  a  vieio 
to  including  as  '''"aid  to  families  with  dependent  children'^  in 
the  case  of  such  foster  care  in  such  institutions  only  those  items 
which  are  included  in  such  term  in  the  case  of  foster  care  in 
the  foster  family  home  of  an  individual, 
{c)  The  term  ^'relative  with  whom  any  dependent  child  is  living^'' 
means  the  individual  who  is  one  of  the  relatives  specified,  in  subsection 
{a)  {!)  and  toith  lohom  such  child  is  living  {loithin  the  meaoiing  of 
such  subsection)  in  a  place  of  residence  maintained  by  such  individual 
{himself  or  together  loith  any  one  or  more  of  the  other  relatives  so 
specified)  as  his  {or  their)  own  home. 

{d)  The  term  foster  family  home  ''  means  a  foster  family  home  for 
children  lohich  is  licensed^  by  the  State  in  which  it  is  situated  or  has 
been  approved^  by  the  agency  of  such  State  resfonsible  for  licensing 
homes  of  this  type^  as  meeting  the  standards  established  for  such  licens- 
ing;  and  the  term  ^"child-care  institution'^  means  a  nonprofit  private 
child -care  institution  v)hich  is  licensed  by  the  State  in  which  it  is  sit- 
uated, or  has  been  approved^  by  the  agency  of  such  State  responsible 
for  licensing  or  approval  of  institutions  of  this  type,  as  meeting  the 
standards  estahlished  for  such  licensing. 

{e)  The  term  ''''physical  or  mental  incapacity^''  means  the  inability 
to  engage  in  any  suhstantial  gainful  activity  by  reason  of  any  medically 
determinahle  physical  or  mental  impairment. 

(/)  The  term  ''''eligible  person''\  in  the  case  of  any  State,  means  a 
dependent  child,  a  relative  with  who?n  any  dependent  child  is  living, 
or  any  other  individual  {living  in  the  same  home  as  such  a  child  and 
relative)  whose  needs  such  State  determines  should  be  considered  in 
determining  the  need  of  the  child  or  relative  claimhig  aid,  under  the 
plan  of  sue]}  State  approved  under  this  part,  except  such  term,  does  not 
include  any  such  child,  relative,  or  individual  who  for  any  month — 
{I)   {other  than  a  memher  of  a  migrant  family,  for  purposes 
of  emergency  assistance  under  section  .IflO)  has  resided,  in  such 
State  for  a  period  of  less  than  90  consecutive  days  or^  in  the  case 
of  a  child  born  within  three  months  immpdiately  preceding  the 
application  for  such  aid.  is  living  u)ith  a  parent  or  other  relative 
who  has  resided  in  such  State  for  a  period,  of  less  than  90  con- 
secutive days; 
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(2)  is  neither  a  citizen  nor  an  alien  laio fully  admitted  for  per- 
manent residence  {or  otherioise  permanently  residing  in  the 
United  States  under  color  of  laiv)  / 

(3)  is  outside  the  United  States  during  all  of  such  month  {and 
an  iiidividual  who  has  heen  outside  the  United  States  for  any 
period  of  30  consecutive  days  shall  he  treated  as  remaining  out- 
side the  United  States  until  he  has  heen  hi  the  United  States  for 
a  period  of  30  consecutive  days) ; 

(4)  is  a  m,other  of  a  child  horn  out  of  wedlock  with  respect  to 
whom  such  aid  is  claimed  and  loho  fails  to  cooperate  with  the  State 
agency  or  loith  the  United  States  in  estahlishing  the  paternity  of 
such  child; 

{5)  is  the  parent  of  a>  child  with  respect  to  ivhom  such  aid  is 
claimed  who  fails  to  cooperate  with  any  agency  or  official  of  the 
State  or  of  the  United  States  in  ohtaining  support  payments  for 
herself  or  such  child  or  in  ohtaining  any  other  payments  or  prop- 
erty due  herself  or  such  child; 

{6)  is  medically  deterinined  to  he  a  drug  addict  or  alcoholic; 

(7)  is^  prior  to  January  1. 1971^^  receiving  aid  under  title^  XVI, 
or  after  Decemher  31,  1973  is  receiving  suj^plemental  security  in- 
come henefits  under  such  title; 

{8)  has  refused  without  good  cause  to  participate  in  the  loork 
incentive  program  under  part  or  who  refuses  without  good 
cause  as  determined  hy  the  Secretary  of  Lahor  to  accept  employ- 
ment; 

{9)  within  one  year  immediately  preceding  his  application  . 
for  aid  to  families  with  dependent  children  transferred  property 
{of  any  type)  to  a  relative  for  less  than  fair  market  value,  if  the 
retention  of  such  property  looidd  have  caused  him  to  he  found 


and  {hut  only  if  the  State,  at  its  option,  so  provides  in  its  plan  ap- 
proved under  this  part)  does  not  include  any  one  or  more  of  the 
following — 

{10)  an  individual  loho  is  absent  from  such  State  for  a  period 
in  excess  of  90  consecutive  days  {regardless  of  whether  he  main- 
tains his  residence  in  the  State  during  such  period)  until  he  has 
heen  present  in  the  State  for  30  consecutive  days  in  the  case  of 
such  an  iiidividual  who  has  maintained  his  residence  in  such  State 
during  such  period  or  90  consecutive  days  in  the  case  of  any  other 
such  individual; 

{11)  an  individual  loho  will  not  agree,  as  a  condition  of  initial 
or  continuing  eligihility  for  such  aid,  to  permit  inspection  of  his 
home,  at  reasonahle  times  and,  with  reasonahle  notice,  hy  any  duly 
authorized  person  employed  hy  or  on  hehalf  of  such  State  in  the 
administration  of  such  plan;  or 

{12)  a  child  and  the  relative  with  whom  the  child  is  living  if^ — 


{A)  such  relative  is  not  the  child'' s  natural  or  adoptive 
parent  or  legal  guardian  and  would  not  himself  he  an  eligihle 
person  if  such  child  were  not  living  with  him,  an d 

{B)  the  chiWs  natural  or  adoptive  parent  is  receiving  aid 
pursuant  to  a  State  plan  approved  under  this  part. 
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-^(g)  The  term  family  headed  hy  an  eiufloydble  person^''  means 
any  family  lohich — 

-^(7)  includes  a  father  who  is  not  incapacitated; 
-^(2)  includes  a  mother  with  no  child  under  six,  unless  the 
mother  is — 

-^(A)  ill,  incajyacitated,  or  of  advanced,  age; 
— too  remote  from  an  employment  program  operated 
pursuant  to  title  XX  to  he  ahle  to  participate  in  such  pro- 
gram; 

-^{C)  needed  at  home  to  care  for  an  incapacitated  family 
memher;  or 

->(/>)  attending  school  on  a  full-time  basis;  or 
->  (3)  includes  an  individual  who  is  pa7'ticipati?ig  in  the  e?}iploy- 
ment  program  operated  pursuant  to  title  XX. 

SUBPART  3— PAYMENT  TO  STATES 

Sec.  Jfl2.  (a)  (1)  (A)  From  the  sums  appropriated  therefor,  the 
Secretary  shall,  for  the  calendar  year  beginning  January  1, 1973,  pay 
to  each  State  which  has  an  apjyroved  plan  for  aid  to  families  with 
dependent  children  a7i  amount  equal  to  the  greater  of — 

(^)  an  amount  equal  to  110  per  centum  of  the  Federal  share  {as 
defined  in  suhparagi^aph  (B)  (i))  for  such  State  for  quarters  in 
calendar  year  1972;  or 

(ii)  an  amount  equal  to  whichever  of  the  folloioing  is  the  lesser: 
(/)  the  Federal  share  for  such  State  for  quarters  in  calen- 
dar year  1972,  plus  one-half  of  the  Staters  share  {as  defined 
in  subparagraph  {B)  {ii))  for  such  quarters ;  or 

{II)  an  amount  equal  to  the  total  exj^enditures  as  aid  to 
families  with  dependent  children  {as  defined  in  section 
If06{b),  as  such  section  was  in  effect  during  quarters  in  cal- 
endar year  1972)  which  ivould  have  been  made  in  such  quar- 
ters if,  for  each  of  such  quarters,  the  State  plan  had  pro- 
vided {a)  for  the  furnishing  of  such  aid  in  the  form  of 
money  payments  to  families  loith  no  other  income,  of  $66.67 
per  month  {in  the  case  of  a  family  with  one  memher), 
$133.33  per  month  {in  the  case  of  a  family  with  two  mem- 
bers), $166.67  per  month  {in  the  case  of  a  family  icith  three 
members),  and  $200.00  per  month  {in  the  case  of  a  family 
icith  four  or  more  members),  and  {b)  for  a  reduction  in  the 
amount  of  such  aid  payable  to  any  such  family  for  any 
month  by  an  amount  equal  to  any  other  income  such  family 
received  for  such  month  lohich  loould,  not  have  been  disre- 
garded under  section  I^OIi.{d) , 
but  such  payment  shall  be  made  only  if  the  State  does  not  require  its 
political  subdivisions  to  provide  financial  participation  in  expendi- 
tures for  aid  under  the  plan  in  excess  of  the  difference  between  such 
payment  and  such  expenditures.  In  the  case  of  any  State  lohich  did 
not  have  in  effect  a  State  plan  approved  under  title  XIX  for  quarters 
in  calendar  year  1972,  the  amount  described  in  clause  {A)  may,  at 
the  option  of  such  State,  be  determined  by  application  of  the  Federal 
medical  assistance  percentage  {as  defined  in  section  1905),  instead  of 


1  Subsection  (g)  becomes  effective  January  1,  1974. 
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the  percentages  provided  under  paragvapli  (1)  or  (2)  of  section 
403(a)  (as  such  sections  were  in  effect  during  calendar  year  1972),  to 
the  expenditures  under  its  State  plan  approved  under  part  A  of  title 
IV  (as  such  part  was  in  effect  during  such  calendar  year)  which  would 
he  included  in  determining  the  amount  of  the  Federal  payments  to 
lohich  such  State  is  entitled  under  such  section,  hut  irithout  regard  to 
any  maximum  on  the  dollar  amounts  per  recipient  which  may  he 
counted  under  such  section. 

Notioithstanding^  any  other  provisions  of  this  section,  the  Federal 
payment  under  this  paragraph  shall  he  reduced  hy  an  amount  equal 
to  any  expenditures  made  under  the  plan  witli  respect  to  any  depend- 
ent child  as  defined  in  section  4^  1(a)  (1)  (A)  (i),  (I)  for  any  part  of 
the  30-day  period  referred  to  in  suhclause  (I)  of  section  411(a)  (2) 
(B)(i),  or  (11)  for  any  period  prior  to  the  time  when  the  father 
satisfies  suhclause  (II)  of  such  section,  and  (ii)  if,  and  for  as  long  as, 
no  action  is  taJcen  (after  the  30-day  period  referred  to  in  suhclause 
(I)  of  suhparagraph  (B)(ii)),  under  the  program  therein  specified, 
to  certify  such  father  to  the  Secretary  of  Lahor  pursuant  to  section 
409. 

(B)  As  used  in  this  vciragraph — 

(^)  the  term  ''^Federal  share''\  with  respect  to  any  State,  means 
the  amount  determined  for  such  State  under  suhsection  (a)  (1) 
or  (2)  of  section  A03,  section  1118,  and  section  9  of  the  Act  of 
April  19,  1950,  ^rith  respect  to  total  eo'penditures  as  aid  to  fami- 
lies with  dependent  children  (as  defined  in  section  406(h) )  under 
the  plan  of  such  State  approved  under  this  part  (as  the  ahove  re- 
ferred to  sections  v:ere  in  effect  during  the  quarters  for  udiich  such 
amount  was  determined) ,  and 

(ii)  the  term  '''"State  share^\  with  respect  to  any  State,  means 
such  total  expenditures  reduced  hy  the  Federal  Rhare  with  respect 
to  such  State. 

(2)  (A)  From  the  amounts  appropriated  therefor,  the  Secretary 
shall  pay  to  each  State  (in  addition  to  the  amounts  paid  to  such  State 
under  any  other  provision  of  this  section)  for  each  rpiarter  an  amount 
equal  to  the  total  amount  hy  which  payments  of  aid  to  families  with  \ 
dependent  children  under  the  State  plan  with  respect  to  any  family  ! 
(lohen  increased  hy  the  other  income  of  the  family  ta'ken  into  account 
after  application  of  section  404(d) )  exceed  the  adjusted  payment  level 
(as  defined  in  suhparagraph  (B) )  of  such  State,  hut  not  counting  so 
much  of  any  such  payments  v:hen  so  increased  as  exceeds  the  sum  of 
such  adjusted  payment  level  plus  the  honus  value  of  food  stamps  (as 
deffned  in  suhparagra.ph  (C)). 

(B)  (i)  As  used  in  this  paragraph,  the  term  ^"adjusted  payment 
leveV\  in  the  case  of  any  State,  means  the  amount  of  the  money  pay- 
ment wliich  a  family  of  a  given  size  with  no  other  income  would  hare 
received  under  the  State  plan  approved  under  this  part  for  Octoher 
1972,  increased  hy  a  payment  level  modif  cation. 

(ii)  As  used  in  this  suhparagraph.  the  term  ''^payment  level  modifi- 
cation'^''.; in  the  case  of  any  State,  means  that  amount  hy  which  such 
State  (which  for  Octoher  1072  made  money  paipnent-^  under  its  plan 
approved  under  this  part  to  families  with  no  other  income  which  were 
less  than  100  per  centum  of  its  standard  of  need)  coidd  have  in- 
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I     creased  such  money  payments  without  increasing  {if  it  reduced  its 
I     standard  of  need  under  such  plan  so  that  such  increased  money  pay- 
i     merits  equaled  100  per  centum  of  such  standard  of  need)  the  non-Fed- 
eral share  of  expenditures  for  such  money  payments  for  Octoher  1972 
{as  defined  in  suhparagrapli  {D)). 

{G)  As  used  in  this  paragraph^  the  term  ^^honus  value  of  food 
stamps''^  Qneans — 

(^)  the  face  value  of  the  coupon  allotment  which  would  have 
been  j^rovided  for  October  1972  to  a  family  of  a  given  size  under 
I  the  Food  Stamp  Act  of  196 If ^  reduced  by 

\  {ii)  the  charge  which  such  family  would  have  paid  for  such 

j  coupon  allotment, 

I  if  the  inco7ne  of  such  family  for  such  month  had  been  equal  to  the 
adjusted  payment  level.  The  face  value  of  food  stamps  and  the  charge 
therefor  in  October  1972  shall  be  determined  in  accordance  vnth  rules 
prescribed  by  the  Secretary  of  Agriculture  in  effect  for  such  month. 

{D)  As  used  in  this  paragraph  the  term  ^''non-Federal  share  of  ex- 
penditures for  money  payments  for  June  1972'\  in  the  case  of  any 
I  .  State^  means — 

{i)  total  expenditures  by  such  State  for  money  payments  for 
\  such  month  under  its  Stale  plan  approved  under  this  part  re- 

duced by 

{ii)  the  amount  determined  for  such  State  for  such  month 
under  subsection  {a)  {1)  or  {2)  of  section  1^03,  section  1118.  and 
section  9  of  the  Act  of  April  19.  1950  {as  such  sections  were  in 
effect  during  such  month) . 
{3)  In  addition  to  the  amounts  paid  pursuant  to  paragraphs  {1) 
and  {2)  the  Secretary  shall,  subject  to  section  1130.  pay  to  each  State 
an  amount  equal  to  the  sum  of  the  following  proportions  of  the  total 
amounts  expended  during  each  quarter,  commencing  n^ith  the  quarter 
beginning  January  7,  1973.,  as  are  found  necessary  by  the  Secretary 
for  the  proper  and  efficient  administration  of  the  plan  {except  that 
the  Secretary  shall  exercise  no  authority  with  respect  to  the  selection, 
tenure  of  office,  and  compensation  of  any  individual  employed  in 
accordance  loith  the  methods  of  administration  included'  in  the  State 
plan  pibrsuan  t  to  section  Ii02{d)  {1))  — 

{A)  100  per  centum  of  so  much  of  such  expenditures  as  are 
for  family  planning  services ; 

{B)  90  per  centum  of  so  much  of  such  expenditures  as  are  for 
services  (other  than  family  planning  services)  which  are  provided 
pursuant  to  section  Ii.09  { f) ; 

{C)  76  per  centum  of  so  much  of  such  expenditures  as  are  for — 
(^)  the  training  of  personnel  employed  or  preparing  for 
employment  by  the  State  agency  or  by  the  local  agency  ad- 
ministering the  plan  in  the  political  subdivision,  and 

{ii)  emergency  assistance  provided  pursuant  to  section 
m{a){2); 

{D)  except  as  otherwise  provided  under  the  preceding  sub- 
paragraphs, 75  per  centum  of  so  much  of  such  expenditures  as  are 
for — 

(^)  any  services  to  families  with  dependent  children  njhich 
are  provided  pursuant  to  section  1^07  to  any  child  or  relative 
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who  is  receiving  aid  under  the  plan^  or  to  any  other  individual 
(living  in  the  same  ho?ne  as  such  relative  and  child)  ivhose 
needs  are  taken  into  account  in  making  the  determination 
under  section  JfOJf  ( c ) , 

(^^)  any  such  services  which  are  provided  to  any  child  or 
relative  tvho  is  applying  for  aid  to  families  ivith  dependent 
children  or  who,  loithin  such  period  or  periods  as  the  Secre- 
tary may  hy^  regulation  prescrihe,  has  heen  or  is  likely  to 
hecome  a  recipient  of  such  aid,  and 

(E)  one-half  the  remainder  of  such  exp>enditures ,  including — 

[i)  expenditures  for  emergency  assistance  to  families  other 
than  families  of  migrant  u^orhers, 

(ii)  exp>enditures  hy  the  State  agency,  or  the  local  agency 
administering  the  plan  in  the  political  subdivision,  or  a  State 
or  local  laiD  enforcement  agency,  in  connection  ivith  the  prose- 
cution of  cases  involving  fi-aud  related  to  the  program 
operated  pursuant  to  the  State  plan  approved  under  this 
part,  and 

(Hi)  services  2)7'ovided  j^ursuant  to  section  406(a)  (3)  (B). 
Payment  hy  the  Secretary  with  respect  to  expenditures  described  in 
subparagraph  (E)  (ii)  by  agencies  other  than  the  State  agency  shall 
be  made  only  to  the  extent  that  the  State  agency  reimburses  such  local 
agencies  by  the  amount  of  such  payment.  The  services  referred  to  in 
subparagraphs  (A)  and  (B)  shall  include  only — 

(F)  services  provided  by  the  staff  of  the  State  agency,  or  of 
the  local  agency  administering  the  State  plan  in  the  political  sub- 
division: Provided,  That  no  funds  authorized  under  this  part 
shall  be  available  for  services  defined  as  vocational  rehabilitation 
services  under  the  Vocational  Rehabilitation  Act  (i)  ivhich  are 
availahle  to  individuals  in  need  of  them  under  programs  for  their 
rehabilitation  carried  on  under  a  State  plan  approved  under  such 
Act,  or  (ii)  which  the  State  agency  or  agencies  administering  or 
supervising  the  administration  of  the  State  plan  approved  under 
such  Act  are  able  and  willing  to  provide  if  reimbursed  for  the  cost 
thereof  pursuant  to  agreement  under  subparagraph  (G).  if  pro- 
vided by  such  staff,  and 

(G)  suhject  to  limitations  prescribed  by  the  Secretary,  services 
which  in  the  iudgment  of  the  State  agency  cannot  be  as  economi- 
cally or  as  effectively  provided  by  the  staff  of  such  State  or  local 
agency  and  are  not  otherwise  reasonably  available  to  individuals 
in  need  of  them,  and  which  are  provided,  pursuant  to  agreement 
with  the  State  agency,  by  the  State  health  authority  or  the  State 
agency  or  agencies  administering  or  supervising  the  administra- 
tion of  the  State  plan  for  vocational  rehabilitation  services  ap- 
proved under  the  Vocational  Rehabilitation  Act  or  by  any  other 
State  agency  which  the  Secretary  may  determine  to  be  appro- 
pmate  (whether  provided  by  its  staff  or  by  contract  with  public 
(local)  or  nonprofit  private  agencies)  ; 

except  that  services  described  in  subparagraph  (E)  (ii)  hereof  may 
be  provided  only  pursuant  to  agreement  with  such  State  agency  or 
agencies  (tdministering  or  ^supervising  the  administration  of  the  State 
plan  for  vocational  rehabilitation  services  so  approved ;  and  except 
that,  to  the  extent  sp)ecified  by  the  Secretary,  services  to  families  with 
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dependent  children  may  he  provided  from  sources  other  than  those 
referred  to  in  each  of  subparagraphs  (F)  and  (G).  The  portion  of 
the  amount  expended  for  administration  of  the  State  plan  to  which 
each  of  subparagraphs  {A)  through  (D)  apply  shall  he  determined  in 
accordance  with  such  methods  and  procedures  as  may  he  permitted  hy 
the  Secretary. 

(h)  The  method  of  computing  and  paying  such  amounts  shall  he  as 
follows : 

(i)  The  Secretary  shall^  prior  to  the  beginning  of  each  quarter.^ 
estimate  the  amount  to  he  paid  to  the  State  for  such  quarter  under 
the  provisions  of  subsection  (a),  such  estimate  to  he  based  on  {A)  one- 
quarter  of  the  amount  determined  for  such  State  {for  the  calendar 
year  in  which  such  quarter  occurs)  under  paragraph  {!)  of  such  sub- 
section, {B)  a  report  filed  hy  the  State  containing  its  estimate  of  the 
total  sum  to  he  expended  in  such  quarter  in  accordance  loith  the  other 
provisions  of  such  subsection  and  stating  the  amount  appropriated  or 
made  available  hy  the  State  and  its  political  subdivisions  for  such  ex- 
penditures in  such  quarters,  and  if  such  amount  is  less  than  the  Staters 
proportionate  share  of  the  total  sum  of  such  estimated  expenditures, 
the  source  or  sources  from  lohich  the  difference  is  expected  to  he  de- 
rived, {C)  records  shoioing  the  number  of  dependent  children  in  the 
State,  and  (Z>)  such  other  investigation  as  the  Secretary  may  find 
necessary. 

{2)  The  Secretary  shall  then  certify  to  the  Secretary  of  the  Treas- 
ury the  amount  so  estimated  hy  the  Secretary,  {A)  reduced  or  in- 
creased, as  the  case  may  he,  hy  any  sum  hy  which  the  Secretary  fimls 
that  his  estimate  for  any  prior  quarter  was  greater  or  less  than  the 
amount  lohich  should  have  been  paid  to  the  State  for  such  quarter,  and 
(B)  adjusted  by  a  sum  equivalent  to  the  pro  rata  share  to  which  the 
United  States  or  such  State  is  equitahly  entitled,  as  determined  hy  the 
Secretary  of  the  net  amount  recovered  during  any  prior  quarter  hy 
the  State  or  any  political  subdivision  thereof  loith  respect  to  aid^  to 
families  with  dependent  children  furnished  under  the  State  plan  or 
by  the  United  States;  except  that  such  increases  or  reductions  shall  not 
he  made  to  the  extent  that  such  sums  have  been  applied  to  make  the 
amount  certified  for  any  prior  quarter  greater  or  less  than  the  amount 
estimated  hy  the  Secretary  for  such  prior  quarter. 

(3)  The  Secretary  of  the  Treasury  fshall  thereupon,  through  the 
Fiscal  Service  of  the  Treasury  Department  and^  prior  to  audit  or  set- 
tlement by  the  General  Accounting  Office,  pay  to  the  State,  at  the  time 
or  times  fixed  by  the  Secretary,  the  amount  so  certified. 

[((?)  N otwithstanding  any  other  provision  of  this  Act,  the  Federal 
share  of  assistance  payments  under  this  part  shall  be  reduced  loith 
respect  to  any  State  for  each  of  the  first  two  quarters  of  the  fiscal  year 
ending  June  30,  1074,  hy  one  percentage  point  for  each  percentage  by 
ujhich  the  number  of  individuals  certified,  under  the  program  of  such 
State  established  pursuant  to  section  409(f),  to  the  local  employment 
offi.ce  of  the  State  as  being  ready  for  employment  or  training  under 
part  C.  is  less  than  15  per  centum  of  the  average  number  of  indi- 
ridiials  in  such  State  who,  durina  such  year,  are  reou,irpd  to  he  reois- 
te red.  p u ) 's u an  t  to  section  409  ( a ) .]  ^ 
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-^{c)  N otiDithstanding  subsection  (a)^  the  amount  payable  to  any 
State  under  this  part  for  quarters  in  fiscal  years  beginning  after 
June  30, 1975,  shall— 

-^{1)  be  reduced  by  2  per  centum  {calculated  without  regard  to 
any  ^-eduction  under  paragraph  (2) )  of  such  amount  if  such  State, 
in  the  immediately  preceding  fiscal  year,  failed  to  carry  out  fully 
the  provisions  of  section  4.07 {a)  (3)  requiring  the  o^ering  and 
provision  of  family  planning  services  and  supplies;  or 

-^(2)  with  respect  to  quarters  in  fiscal  years  beginning  after 
June  30, 1975,  be  reduced  by  2  per  centum  {calculated  loithout  re- 
gard to  any  reduction  under  paragraph  {1))  of  such  amount  if 
such  State,  in  the  immediately  preceding  fiscal  year,  fails  to — 

-^{A)  inform  all  adults  in  the  State  receiving  aid  to  fami- 
lies with  dependent  children  or  participating  in  the  employ- 
ment program  operated  pursuant  to  title  XX  of  the  avail- 
ability of  child  health  screening  services  under  the  plan  of 
such  State  approved  under  title  XIX, 

-^{B)  provide  or  arrange  for  the  provision  of  such  services 
in  all  casCrS  lohere  they  are  requested,  or 

-^{G)  arrange  for  {directly  or  through  referral  to  appro- 
priate agencies,  organizations,  or  individuals^  corrective 
treatment  the  need  for  which  is  disclosed  by  such  child  health 
screening  services. <r-'^ 

Of  the  sums  authorized  by  section  IfOl  to  be  appropriated  for 
the  fiscal  year  ending  June  30,  1973,  not  more  than  $750,000,000  shall 
be  appropriated  to  the  Secretary  for  payments  with  respect  to  services 
to  ivhich  subsection' {a)  {3)  {B)  applies.^  - 

-^{d)  From^  the  sums  appropriated  therefor,  the  Secretary  shall  pay 
to  each  State  which  has  an  approved  plan  for  aid  to  families  with 
dependent  children — 

for  the  calendar  year  beginning  January  1,  197 Jf,  an 
amount  equal  to  the  amount  determined  under  subsection  {a)  {1) 
for  such  State  reduced  by  that  percentage  of  such  amount  deter- 
mined under  such  suhsection  which,  ivhen  increased  by  10  percent- 
age points,  bears  the  same  ratio  to  100  as  the  average  number  of 
families  receiving  aid  under  such  State  plan  for  months  in  calen- 
dar year  1973  luhich  were  headed  by  a  father  {including  a  step- 
father) who  teas  not  disabled  or  by  a  mother  with  no  child  under 
the  age  of  six  bears  to  the  average  number  of  cdl  families  receiving 
aid  under  such  State  plan  for  months  i7i  such  year,  and 

-^{2)  for  calender  years  begimiing  after  December  31, 197 Jf,  an 
amount  which  bears  the  same  ratio  to  the  amount  determined  for 
such  State  under  clause  {1)  as  the  population  of  such  State  in  the 
calendar  year  for  which  the  determination  under  this  clause  {2) 
is  made  bears  to  the  population  of  such  State  in  the  calendar  year 
beginning  January  1, 197 Ji. 
In  order  for  a  State  to  be  eligible  for  payments  under  this  suhsection, 
any  official  or  agency  of  such  State  which  makes  cash  assistance  pay- 
ments based  on  need  under  any  program  of  the  State  shall  apply  the 
provisions  of  .^ectio?!  4^4 (d)  {3)  in  determining  eligibility  for  and  the 


1  Effective  January  1,  1974.  the  first  subsection  412(c)  is  deleted  and  replaced  by  the 
next  following  subsection  412(c)  appearing  between  arrows. 
-  See  footnote  1  on  page  835. 
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amount  of  such  payments  in  the  same  manner  and  to  the  same  extent 
as  provided  in  the  plan  of  such  State  approved  under  this  part.  <-  ^ 

\e)  N otivithstanding  any  other  2)rovision  of  this  part,  the  payment 
lohich  would  otherioise  he  made  to  a  State  pursuant  to  subsection  (a) 
(1)  (A)  shall  he  reduced  hy  1  percentage  point  for  each  percentage  in 
I  excess  of  10  per  centum  hy  which  the  average  monthly  number  of  indi- 
I  viduals  {for  months  in  the  year  for  which  such  payment  would  he 
I  made)  with  respect  to  whom  protective  payments,  as  defined  in  section 
\  406 {h),  are  made  exceeds  the  average  monthly  number  of  all  indi- 
I  viduals  {for  months  in  such  year)  receiving  aid  under  the  plan.  In 
\  computing  such  10  per  centum,  there  shall  not  he  taken  into  account 
i  individuals  loith  respect  to  whom  such  payments  are  made  for  any 
i    month  in  accordance  with  section  ^06  {a)  {4)  or  4-09  {e) . 

SUBPART  ^—FEDERAL  RESPONSIBILITY 

Operation  of  State  Plans 

Sec.  il3.  {a)  The  Secretary  shall  approve  any  State  plan  which 
~  meets  the  requirements  of  this  part. 

{h)  In  the  case  of  any  State  plan  for  aid  to  families  with  dependent 

I  children  which  has  been  approved  under  this  part,  if  the  Secretary, 
after  reasonable  notice  and  opportunity  for  hearing  to  the  State 
agency  administering  or  supervising  the  administration  of  such  plan, 
finds  that  in  the  administration  of  the  plan  there  is  a  failure  to  comply 
suhstantially  with  any  provision  required  by  this  part  to  be  included  in 
the  plan  {other  than  clause  {i)  of  such  section  Jf02  to  the  extent  it  pro- 

I  hihits  the  furnishing  of  aid  to  persons  who  have  not  resided  in  the 
State  for  90  days),  the  Secretary  shall  notify  such  State  agency  that 
further  payments  shall  not  be  made  to  the  State  {or,  in  his  discretion, 
that  payment  will  he  limited  to  categories  under  or  parts  of  the  State 
plan  not  affected  for  such  failure)  until  the  Secretary  is  satisfied  that 
there  is  no  longer  any  such  failure  to  comply.  Until  he  is  so  satisfied 
he  shall  make  no  further  payments  to  such  State  {or  shall  limit  pay- 
ments to  categories  under  or  parts  of  the  State  plan  not  affected  hy 
such  failure). 

{c)  No  payment  to  which  a  State  is  otherwise  entitled  under  this 
title,  shall  he  withheld  by  reason  of  any  action  taken  pursuant  to  a. 
State  statute  which  requires  that  aid  he  denied  under  the  State  plan 
approved  under  this  part  with  respect  to  a  child  because  of  the  condi- 
tions in  the  home  in  luhich  the  child  o^esides  if  j^t'ovision  is  otherwise 
made  pursuant  to  a  State  statute  for  adequate  care  and  assistance  with 
respect  to  such  child. 

Recovery  of  Overpayments  of  Aid  to  Families  With  Dependent 

Children 

Sec.  4H'  I'f'^  ^^^^  ^'^  which  a  State  agency  has  notified  the  Secre- 
tary that  it  cannot  recover  from  members  of  a  family  overpayments 
of  aid  to  families  loith  dependent  children  to  such  family,  the  Secre- 
tary shall  recover  the  amount  of  such  overpayment  from  any  amounts 
{other  than  lump-sum  death  benefits  pay  aide  under  section  202{i)) 
otherwise  due  a  member  of  such  family  or  becoming  due  such  memher 


1  Effective  January  1,  1974,  the  first  subsection  412(d)  is  deleted  and  replaced  by  the 
next  following  subsection  412(d)  appearing  between  arrows. 
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from  any  o-fficer  or  agency  of  the  United  States  or  under  any  Federal 
prograrri.  Any  amounts  recovered  under  the  preceding  sentence  shall 
he  credited  to  the  State  lohich  made  such  overpayment. 

Part  B— Child-Welfare  Services 

Appropriation  j 

Sec.  420.  For  the  purpose  of  enabling  the  United  States,  through  ! 
the  Secretary,  to  cooperate  with  State  public  welfare  agencies  in 

establishing,  extending,  and  strengthening  child-welfare  services,  the  : 
following  sums  are  hereby  authorized  to  be  appropriated :  [$55,000,000 
for  the  fiscal  year  ending  June  30, 1968,  $100,000,000  for  the  fiscal  year 

ending  June  30, 1969,  and  $110,000,000  for  each  fiscal  year  thereafter]  : 

$200,000,000  for  the  fiscal  year  ending  June  30, 1973,  $215,000,000  for  \ 

the  fiscal  year  ending  June  30, 197 If.,  and  $230,000,000  for  the  fiscal  year  \ 

ending  June  30,  1975,  $250,000,000  for  the  fiscal  year  ending  June  30,  | 

1976,  and  $270,000,000  for  each  fiscal  year  thereafter,  \ 

I 

Allotments  to  States 

Sec.  421.  The  sum  appropriated  pursuant  to  section  420  for  each 
fiscal  year  shall  be  allotted  by  the  Secretary  for  use  by  cooperating 
State  public  welfare  agencies  which  have  plans  developed  jointly  by 
the  State  agency  and  the  Secretary,  as  follows :  He  shall  allot  $70,000 
to  each  State,  and  shall  allot  to  each  State  an  amount  which  bears  the  ; 
same  ratio  to  the  remainder  of  the  sum  so  appropriated  for  such  year 
as  the  product  of  (1)  the  population  of  such  State  under  the  age  of  | 
21  and  (2)  the  allotment  percentage  of  such  State  (as  determined 
under  section  423)  bears  to  the  sum  of  the  corresponding  products 
of  all  the  States.  ! 

Payment  to  States 

Sec.  422.  (a)  From  the  sums  appropriated  therefor  and  the  allot- 
ment available  under  this  part,  the  Secretary  shall  from  time  to  time  . 
pay  to  each  State —  | 
(1)  that  has  a  plan  for  child- welfare  services  which  has  been  \ 
developed  as  provided  in  this  part  and  which —  | 

(A)  provides  that  (i)  the  State  agency  designated  pursuant  ^ 
to  section  402(a)  (3)  to  administer  or  supervise  the  adminis- 
tration of  the  plan  of  the  State  approved  under  part  A  of 
this  title  will  administer  or  supervise  the  administration  of 
such  plan  for  child- welfare  services  and  (ii)  to  the  extent  1; 
that  child-welfare  services  are  furnished  by  the  staff  of  the  ; 
State  agency  or  local  agency  administering  such  plan  for  | 
child-welfare  services,  the  organizational  unit  in  such  State  j 
or  local  agency  established  pursuant  to  section  402(a)  (15)  i 
will  be  responsible  for  furnishing  such  child-welfare  services,  | 

(B)  provides  for  coordination  between  the  services  pro-  \ 
vided  under  such  plan  and  the  services  provided  for  depend-  . 
ent  children  under  the  State  plan  approved  under  part  A 
of  this  title,  with  a  view  to  provision  of  welfare  and  related  , 
services  which  will  best  promote  the  welfare  of  such  children 
and  their  families,  and  -i 
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[(C)  provides,  with  respect  to  day  care  services  (includ- 
ing the  provision  of  such  care)  provided  under  this  title — 

[(i)  for  cooperative  arrangements  with  the  State 
health  authority  and  the  State  agency  primarily  respon- 
sible for  State  supervision  of  public  schools  to  assure 
maximum  utilization  of  such  agencies  in  the  provision  of 
necessary  health  services  and  education  for  children  re- 
ceiving day  care, 

[(ii)  for  an  advisory  committee,  to  advise  the  State 
public  welfare  agency  on  the  general  policy  involved  in 
the  provision  of  day  care  services  under  the  plan,  which 
shall  include  among  its  members  representatives  of  other 
State  agencies  concerned  with  day  care  or  services  related 
thereto  and  persons  representative  of  professional  or 
civic  or  other  public  or  nonprofit  private  agencies,  orga- 
nizations, or  groups  concerned  with  the  provision  of  day 
care, 

[(iii)  for  such  safeguards  as  may  be  necessary  to  as- 
sure provision  of  day  care  under  the  plan  only  in  cases  in 
which  it  is  in  the  best  interest  of  the  child  and  the  mother 
and  only  in  cases  in  which  it  is  determined,  under  criteria 
established  by  the  State,  that  a  need  for  such  care  exists ; 
and,  in  cases  in  which  the  family  is  able  to  pay  part  or 
all  of  the  costs  of  such  care,  for  payment  of  such  fees  as 
may  be  reasonable  in  the  light  of  such  ability, 

i  (iv)  for  giving  priority,  in  determining  the  existence 
of  need  for  such  day  care,  to  members  of  low-income  or 
other  groups  in  the  population,  and  to  geographical 
areas,  which  have  the  greatest  relative  need  for  extension 
of  such  day  care,  and 

[(v)  that  day  care  provided  under  the  plan  will  be 
provided  only  in  facilities  (including  private  homes) 
which  are  licensed  by  the  State,  or  approved  (as  meeting 
the  standards  established  for  such  licensing)  by  the  State 
agency  responsible  for  licensing  facilities  of  this  type, 
and 

[(vi)  for  the  development  and  implementation  of  ar- 
rangements for  the  more  effective  involvement  of  the 
parent  or  parents  in  the  appropriate  care  of  the  child 
and  the  improvement  of  the  health  and  development  of 
the  child,  and] 

(2)  that  makes  a  satisfactory  showing  that  the  State  is  extend- 
ing the  provision  of  child- welfare  services  in  the  State,  with 
priority  being  given  to  communities  with  the  greatest  need  for 
such  services  after  giving  consideration  to  their  relative  financial 
need,  and  with  a  view  to  making  available  by  July  1,  1975,  in 
all  political  subdivisions  of  the  State,  for  all  children  in  need 
thereof,  child- welfare  services  provided  by  the  staff  (which  shall 
to  the  extent  feasible  be  composed  of  trained  child-welfare  per- 
sonnel) of  the  State  public  welfare  agency  or  of  the  local  ajjency 
participating  in  the  administration  of  the  plan  in  the  political 
subdivision. 
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except  that  (effective  July  1,  1969,  or,  if  earlier,  on  the  date  as  of 
which  the  modification  of  the  State  plan  to  comply  with  this  require- 
ment with  respect  to  subprofessional  staff  is  approved)  such  plan 
shall  provide  for  the  training  and  effective  use  of  paid  subprofessional 
staff  with  particular  emphasis  on  the  full-time  or  part-time  employ- 
ment of  persons  of  low  income,  as  community  service  aides,  in  the 
administration  of  the  plan  and  for  the  use  of  nonpaid  or  partially 
paid  volunteers  in  providing  services  and  in  assisting  any  advisory 
committees  established  by  the  State  agency,  an  amount  equal  to  the 
Federal  share  (as  determined  under  section  423)  of  the  total  sum 
expended  under  such  plan  (including  the  cost  of  administration  of 
the  plan)  in  meeting  the  costs  of  State,  district,  county,  or  other  local 
child-welfare  services,  in  developing  State  services  for  the  encourage- 
ment and  assistance  of  adequate  methods  of  community  child-welfare 
organization,  in  paying  the  costs  of  returning  any  runaway  child  who 
has  not  attained  the  age  of  eighteen  to  his  own  community  in  another 
State,  and  of  maintaining  such  child  until  such  return  (for  a  period 
not  exceeding  fifteen  days) ,  in  cases  in  which  such  costs  cannot  be  met 
by  the  parents  of  such  child  or  by  any  person,  agency,  or  institution 
legally  responsible  for  the  support  of  such  child.  In  developing  such 
services  for  children,  the  facilities  and  experience  of  voluntary  agen- 
cies shall  be  utilized  in  accordance  with  child-care  programs  and  ar- 
rangements in  the  State  and  local  communities  as  may  be  authorized 
by  the  State. 

(b)  The  method  of  computing  and  paying  such  amounts  shall  be 
as  follows: 

(1)  The  Secretary  shall,  prior  to  the  beginning  of  each  period 
for  which  a  payment  is  to  be  made,  estimate  the  amount  to  be  paid 
to  the  State  for  such  period  under  the  provisions  of  subsection  (a) . 

(2)  From  the  allotment  available  therefor,  the  Secretary  shall 
pay  the  amount  so  estimated,  reduced  or  increased,  as  the  case  may 
be,  by  any  sum  (not  previously  adjusted  under  this  section)  by 
which  he  finds  that  his  estimate  of  the  amount  to  be  paid  the  State 
for  any  prior  period  under  this  section  was  greater  or  less  than 
the  amount  which  should  have  been  paid  to  the  State  for  such 
prior  period  under  this  section. 

Allotment  Percentage  and  Federal  Share 

Sec.  423.  (a)  The  "allotment  percentage"  for  any  State  shall  be 
100  per  centum  less  the  State  percentage;  and  the  State  percentage 
shall  be  the  percentage  which  bears  the  same  ratio  to  50  per  centum  as 
the  per  capita  income  of  such  State  bears  to  the  per  capita  income  of 
the  United  States;  except  that  (1)  the  allotment  percentage  shall  in 
no  case  be  less  than  30  per  centum  or  more  than  YO  per  centum,  and 
(2)  the  allotment  percentage  shall  be  70  per  centum  in  the  case  of 
Puerto  Rico,  the  Virgin  Islands,  and  Guam. 

(b)  The  "Federal  share"  for  any  State  for  any  fiscal  year  shall  be 
100  per  centum  less  that  percentage  which  bears  the  same  ratio  to 
50  per  centum  as  the  per  capita  income  of  such  States  bears  to  the  per 
capita  income  of  the  United  States,  except  that  (1)  in  no  case  shall 
the  Federal  share  be  less  than  33%  per  centum  or  more  than  662/3  per 
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centum,  and  (2)  the  Federal  share  shall  be  66%  per  centum  in  the  case 
of  Puerto  Eico,  the  Virgin  Islands,  and  Guam. 

(c)  The  Federal  share  and  allotment  percentage  for  each  State 
shall  be  promulgated  by  the  Secretary  between  July  1  and  August 
31  of  each  even-numbered  year,  on  the  basis  of  the  average  per  capita 
income  of  each  State  and  of  the  United  States  for  the  three  most 
recent  calendar  years  for  which  satisfactory  data  are  available  from 
the  Department  of  Commerce.  Such  promulgation  shall  be  conclusive 
for  each  of  the  two  fiscal  years  in  the  period  beginning  July  1  next 
succeeding  such  promulgation :  Provided^  That  the  Federal  shares  and 
allotment  percentages  jDromulgated  under  section  524(c)  of  the  Social 
Security  Act  in  1966  shall  be  effective  for  purposes  of  this  section  for 
the  fiscal  years  ending  June  30, 1968,  and  J une  30, 1969. 

(d)  For  purposes  of  this  section,  the  term  "United  States''  means 
the  fifty  States  and  the  District  of  Columbia. 

Reallotment 

Sec.  424.  The  amount  of  any  allotment  to  a  State  under  section  421 
for  any  fiscal  year  which  the  State  certifies  to  the  Secretary  Avill  not 
be  required  for  carrying  out  the  State  plan  developed  as  provided  in 
such  section  shall  be  available  for  reallotment  from  time  to  time,  on 
such  dates  as  the  Secretary  may  fix,  to  other  States  which  the  Secre- 
tary determines  (1)  have  need  in  carrying  out  their  State  plans  so 
developed  for  sums  in  excess  of  those  previously  allotted  to  them  under 
that  section  and  (2)  will  be  able  to  use  such  excess  amounts  during  such 
fiscal  year.  Such  reallotments  shall  be  made  on  the  basis  of  the  State 
plans  so  developed,  after  taking  into  consideration  the  population 
under  the  age  of  tAventy-one,  and  the  per  capita,  income  of  each  such 
State  as  compared  with  the  population  under  the  age  of  twenty-one, 
and  the  per  capita  income  of  all  such  States  with  respect  to  which  such 
a  determination  by  the  Secretary  has  been  made.  Any  amount  so  real- 
lotted  to  a  State  shall  be  deemed  part  of  its  allotment  under  section 
421. 

Definition 

Sec.  425.  For  purposes  of  this  title,  the  term  "child-welfare  serv- 
ices" means  public  social  services  which  supplement,  or  substitute  for, 
parental  care  and  supervision  for  the  purpose  of  (1)  preventing  or 
remedying,  or  assisting  in  the  solution  of  problems  which  may  result 
in,  the  neglect,  abuse,  exploitation,  or  delinquency  of  children,  (2) 
protecting  and  caring  for  homeless,  dependent,  or  neglected  children, 
(3)  protecting  and  promoting  the  welfare  of  children  of  working 
mothers,  and  (4)  otherwise  protecting  and  promoting  the  welfare  of 
children,  including  the  strengthening  of  their  own  homes  where  pos- 
sible or,  where  needed,  the  provision  of  adequate  care  of  children 
away  from  their  homes  in  foster  family  homes  [or  day-carej  or  other 
child-care  facilities  other  than  those  defined  in  section  2118(c). 

Research,  Training,  or  Demonstration  Projects 

Sec.  426.  (a)  There  are  hereby  authorized  to  be  appropriated  for 
each  fiscal  year  such  sums  as  the  Congress  may  determine — 
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( 1 )  for  grants  by  the  Secretary — 

(A)  to  public  or  other  nonprofit  institutions  of  higher 
learning,  and  to  public  or  other  nonprofit  agencies  and  or- 
ganizations engaged  in  research  or  child-^yelfare  activities, 
for  special  research  or  demonstration  projects  in  the  field  of 
child  welfare  which  are  of  regional  or  national  significance 
and  for  special  projects  for  the  demonstration  of  new  meth- 
ods or  facilities  which  show  promise  of  substantial  contri- 
bution to  the  advancement  of  child  welfare ; 

(B)  to  State  or  local  public  agencies  responsible  for  admin- 
istering, or  supervising  the  administration  of,  the  jolan  under 
this  part,  for  projects  for  the  demonstration  of  the  utilization 
of  research  (including  findings  resulting  therefrom)  in  the 
field  of  child  welfare  in  order  to  encourage  experimental  and 
special  types  of  welfare  services ;  and 

(C)  to  public  or  other  nonprofit  institutions  of  higher 
learning  for  special  projects  for  training  personnel  for  work 
in  the  field  of  child  welfare,  including  traineeships  with 
such  stipends  and  alloAvances  as  may  be  permitted  by  the 
Secretary;  and 

(2)  for  contracts  or  jointly  financed  cooperative  arrangements 
with  States  and  public  and  other  organizations  and  agencies  for 
the  conduct  of  research,  special  projects,  or  demonstration  proj- 
ects relating  to  such  matters. 

(b)  Payments  of  grants  or  under  contracts  or  cooperative  arrange- 
ments under  this  section  may  be  made  in  advance  or  by  way  of  reim- 
bursement, and  in  such  installments,  as  the  Secretary  may  determine; 
and  shall  be  made  on  such  conditions  as  the  Secretary  finds  neces- 
sary to  carry  out  the  purposes  of  the  grants,  contracts,  or  other 
arrangements. 

National  Adoption  Information  Exchange  System 

Sec.  Jf27.  («)  The  Secretary  is  authorized  to  provide  Information, 
utilizing  computers  and  modern  data  processing  methods,  through  a 
national  adoption  Information  exchange  system  to  assist  in  the  place- 
ment of  children  awaiting  adoption  and  In  the  location  of  children  for 
persons  who  wish  to  adopt  children,  including  coojmratlve  efforts  with 
any  similar  progra7ns  operated  hy  or  within  foreign  countries,  and 
such  other  related  activities  as  icoidd  further  or  facilitate  adoptions. 
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(h)  There  are  autliorized  to  he  approjyriated  $lftOOfiOO  for  the  -fiscal 
year  ending  June  30^  1973,  and  such  sums  as  may  he  necessary  for 
succeeding  fiscal  years,  to  carry  out  this  section. 

[Part  C — Work  Incentive  Program  for  Recipients  of  Aid  Under 
State  Plan  Approved  Under  Part  A 

[Purpose 

[Sec.  430.  The  purpose  of  this  part  is  to  require  the  establishment  of 
a  program  utilizing  all  available  manpower  services,  including  those 
authorized  under  other  provisions  of  law,  under  which  individuals  re- 
ceiving aid  to  families  with  dependent  children  will  be  furnished  in- 
centives, opportunities,  and  necessary  services  in  order  for  (1)  the 
employment  of  such  individuals  in  the  regular  economy,  (2)  the  train- 
ing of  such  individuals  for  work  in  the  regular  economy,  and  (3)  the 
participation  of  such  individuals  in  public  service  employment,  thus 
restoring  the  families  of  such  individuals  to  independence  and  useful 
roles  in  their  communities.  It  is  expected  that  the  individuals  partic- 
ipating in  the  program  established  under  this  part  will  acquire  a  sense 
of  dignity,  self-worth,  and  confidence  which  will  flow  from  being  rec- 
ognized as  a  wage-earning  member  of  society  and  that  the  example 
of  a  working  adult  in  these  families  will  have  beneficial  effects  on  the 
children  in  such  families. 

[Appropriation 

[Sec.  431.  (a)  There  is  hereby  authorized  to  be  appropriated  to  the 
Secretary  of  Health,  Education,  and  "Welfare  for  each  fiscal  year  a 
sum  sufficient  to  carry  out  the  purposes  of  this  part.  The  Secretary  of 
Health,  Education,  and  Welfare  shall  transfer  to  the  Secretary  of 
Labor  from  time  to  time  sufficient  amounts,  out  of  the  moneys  appro- 
priated pursuant  to  this  section,  to  enable  him  to  carry  out  such 
purposes. 

[(b)  Of  the  amounts  expended  from  funds  appropriated  pursuant 
to  subsection  (a)  for  any  fiscal  year  (commencing  with  the  fiscal  year 
ending  June  30,  1973),  not  less  than  33%  per  centum  thereof  shall  be 
expended  for  carrying  out  tlie  program  of  on-the-job  training  referred 
to  in  section  432(b)  (1)  (B)  and  for  carrying  out  the  program  of  pub- 
lic service  employment  referred  to  in  section  432(b)  (3). 

[(c)  Of  the  sums  appropriated  pursuant  to  subsection  (a)  to  carry 
out  the  provisions  of  this  part  for  any  fi.scal  year  (commencing  with 
the  fiscal  year  ending  June  30, 1973),  not  less  than  50  percent  shall  be 
allotted  among  the  States  in  accordance  with  a  formula  under  which 
each  State  receives  (from  the  total  available  for  such  allotment)  an 
amount  which  bears  the  same  ratio  to  such  total  as — 
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[(1)  in  the  case  of  the  fiscal  year  ending  June  30,  1973,  and  the 
fiscal  year  ending  June  30,  1974,  the  average  number  of  recipients 
of  aid  to  families  with  dependent  children  in  such  State  during 
the  month  of  January  last  preceding  the  commencement  of  such 
fiscal  year  bears  to  the  average  number  of  such  recipients  during 
such  month  in  all  the  States ;  and 

[(2)  in  the  case  of  the  fiscal  year  ending  June  30, 1975,  or  in  the 
case  of  any  fiscal  year  thereafter,  the  average  number  of  individ- 
uals in  such  State  who,  during  the  month  of  J anuary  last  preced- 
ing the  commencement  of  such  fiscal  year,  are  registered  pursuant 
to  section  402(a)  (19)  (A)  bears  to  the  average  number  of  individ- 
uals in  all  States  who,  during  such  month,  are  so  registered. 

[Establishment  of  Programs 

[Sec.  432.  (a)  The  Secretary  of  Labor  (hereinafter  in  this  part 
referred  to  as  the  Secretary)  shall,  in  accordance  with  the  provisions 
of  this  part,  establish  work  incentive  programs  (as  provided  for  in 
subsection  (b)  in  each  State  and  in  each  political  subdivision  of  a 
State  in  which  he  determines  there  is  a  significant  number  of  individ- 
uals who  have  attained  age  16  and  are  receiving  aid  to  families  with 
dependent  children.  In  other  political  subdivisions,  he  shall  use  his 
best  efforts  to  provide  such  programs  either  within  such  subdivisions 
or  through  the  provision  of  transportation  for  such  persons  to  political 
subdivisions  of  the  State  in  which  such  programs  are  established. 

[(b)  Such  programs  shall  include,  but  shall  not  be  limited  to,  (1)  a 
program  placing  as  many  individuals  as  is  possible  in  employment, 
and  utilizing  on-the-job  training  positions  for  others,  (2)  a  program 
of  institutional  and  work  experience  training  for  those  individuals  for 
whom  such  training  is  likely  to  lead  to  regular  employment,  and  (3)  a 
program  of  public  service  employment  for  individuals  for  Avhom  a  job 
in  the  regular  economy  cannot  be  found. 

[(c)  In  carrying  out  the  purposes  of  this  part  the  Secretary  may 
make  grants  to,  or  enter  into  agreements  with,  public  or  private  agen- 
cies or  organizations  (including  Indian  tribes  with  respect  to  Indians 
on  a  reservation),  except  that  no  such  grant  or  agreement  shall  be 
made  to  or  with  a  private  employer  for  profit  or  with  a  private  non- 
profit employer  not  organized  for  a  public  purpose  for  purposes  of  the 
work  experience  program  established  by  clause  (2)  of  subsection  (b). 

[(d)  In  providing  the  manpower  training  and  employment  services 
and  opportunities  required  by  this  part,  the  Secretary  of  Labor  shall, 
to  the  maximum  extent  feasible,  assure  that  such  services  and  oppor- 
tunities are  provided  by  using  all  authority  available  to  him  under  this 
or  any  other  Act.  In  order  to  assure  that  the  services  and  opportuni- 
ties so  required  are  provided,  the  Secretary  of  Labor  shall  use  the 
funds  appropriated  to  him  under  this  part  to  provide  programs  re- 
quired by  this  part  through  such  other  Act,  to  the  same  extent  and 
under  the  same  conditions  (except  as  regards  the  Federal  matching 
percentage)  as  if  appropriated  under  such  other  Act  and,  in  making 
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use  of  the  programs  of  other  Federal,  State,  or  local  agencies  (public 
or  private),  the  Secretary  of  Labor  may  reimburse  such  agencies  for 
services  rendered  to  persons  under  this  part  to  the  extent  such  services 
and  opportunities  are  not  otherwise  available  on  a  nonreimbursable 
basis. 

[(e)  The  Secretary  shall  take  appropriate  steps  to  assure  that  the 
present  level  of  manpower  services  available  under  the  authority  of 
other  statutes  to  recipients  of  aid  to  families  with  dependent  children 
is  not  reduced  as  a  result  of  programs  under  this  part. 

[(f)  (1)  The  Secretary  of  Labor  shall  establish  in  each  State,  munic- 
ipality, or  other  appropriate  geographic  area  with  a  sio-nihcant  num- 
ber of  persons  registered  pursuant  to  section  402(a)  (19)  (A)  a  Labor 
Market  Advisory  Council  the  function  of  which  will  be  to  identify 
and  advise  the  Secretary  of  the  types  of  jobs  available  or  likely  to 
become  available  in  the  area  served  by  the  Council ;  except  that  if  there 
is  already  located  in  any  area  an  appropriate  body  to  perform  such 
function,  the  Secretary  may  designate  such  body  as  the  Labor  Market 
Advisory  Council  for  such  area. 

[(2)  Any  such  Council  shall  include  representatives  of  industry, 
labor,  and  public  service  employers  from  the  area  to  be  served  by  the 
Council. 

[(3)  The  Secretary  shall  not  conduct,  in  any  area,  institutional 
training  under  any  program  established  pursuant  to  subsection  (b)  of 
any  type  which  is  not  related  to  jobs  of  the  type  which  are  or  are 
likely  to  become  available  in  such  area  as  determined  by  the  Secretary 
after  taking  into  account  information  provided  by  the  Labor  Market 
Advisory  Council  for  such  area. 

[Operation  of  Program 

[Sec.  433.  (a)  The  Secretary  shall  provide  a  program  of  testing  and 
counseling  for  all  persons  certified  to  him  by  a  State,  pursuant  to  sec- 
tion 402(a)  (19)  (G) ,  and  shall  select  those  persons  whom  he  finds  suit- 
able for  the  programs  established  by  clauses  (1)  and  (2)  of  section 
432(b).  Those  not  so  selected  shall  be  deemed  suitable  for  the  program 
established  by  clause  (3)  of  such  section  432(b)  imless  the  Secretary 
finds  that  there  is  good  cause  for  an  individual  not  to  participate  in 
such  program.  The  Secretary,  in  carrying  out  such  program  for  in- 
dividuals certified  to  him  under  section  402 (a)  (19)  (G),  shall  accord 
priority  to  such  individuals  in  the  following  order,  taking  into  account 
employability  potential :  first,  unemployed  fathers ;  second,  mothers, 
whether  or  not  required  to  register  pursuant  to  section  402(a)  (19) 
( A) ,  w4io  volunteer  for  participation  under  a  work  incentive  program ; 
third,  other  mothers,  and  pregnant  Avomen,  registered  ]:>ursuant  to  sec- 
tion 402(a)  (19)  (A),  who  are  under  19  years  of  age;  fourth,  depend- 
ent children  and  relatives  who  have  attained  age  16  and  who  are  not 
in  school  or  engaged  in  Avork  or  manpoAver  training;  and  fifth,  all 
other  individuals  so  certified  to  him. 

[(b)  (1)  For  each  State  the  Secretary  shall  develop  jointly  Avith  the 
administrative  unit  of  such  State  administering  the  special  program 
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referred  to  in  section  402(a)  (19)  (G)  a  statewide  operational  plan. 

[(2)  The  statewide  operational  plan  shall  prescribe  how  the  work 
incentive  program  established  by  this  part  will  be  operated  at  the  local 
level,  and  shall  indicate  (i)  for  each  area  within  the  State  the  num- 
ber and  type  of  positions  which  will  be  provided  for  training,  for 
on-the-job  training,  and  for  public  service  employment,  (ii)  the  man- 
ner in  which  information  provided  by  the  Labor  Market  Advisory 
Council  (established  pursuant  to  section  432(f))  for  any  such  area 
will  be  utilized  in  the  operation  of  such  program,  and  (iii)  the  par- 
ticular State  agency  or  administrative  unit  thereof  which  will  be 
responsible  for  each  of  the  various  activities  and  functions  to  be  per- 
formed under  such  program.  Any  such  operational  plan  for  any  State 
must  be  approved  by  the  Secretary,  the  administrative  unit  of  such 
State  administering  the  special  program  referred  to  in  section  402(a) 
(19)  (G),  and  the  regional  joint  committee  (established  pursuant  to 
section  439)  for  the  area  in  which  such  State  is  located. 

[(3)  The  Secretary  shall  develop  an  employ  ability  plan  for  each 
suitable  person  certified  to  him  under  section  402(a)  (19)  (G)  which 
shall  describe  the  education,  training,  work  experience,  and  orienta- 
tion which  it  is  determined  that  such  person  needs  to  complete  in 
order  to  enable  him  to  become  self-supporting. 

[(c)  The  Secretary  shall  make  maximum  use  of  services  available 
from  other  Federal  and  State  agencies  and,  to  the  extent  not  other- 
wise available  on  a  nonreimbursable  basis,  he  may  reimburse  such 
agencies  for  services  rendered  to  persons  under  this  part. 

£(d)  To  the  extent  practicable  and  where  necessary,  work  incentive 
programs  established  by  this  part  shall  include,  in  addition  to  the 
regular  counseling,  testing,  and  referral  available  through  the  Fed- 
eral-State Employment  Service  System,  program  orientation,  basic 
education,  training  in  communications  and  employability  skills,  work 
experience,  institutional  training,  on-the-job  training,  job  develop- 
ment, and  special  job  placement  and  followup  services,  required  to 
assist  participants  in  securing  and  retaining  employment  and  securing 
possibilities  for  advancement. 

[(e)  (1)  In  order  to  develop  public  service  employment  under  the 
program  established  by  section  432(b)  (3),  the  Secretary  shall  enter 
into  agreements  with  (A)  public  agencies,  (B)  private  nonprofit  or- 
ganizations established  to  serve  a  public  purpose,  and  (C)  Indian 
tribes  with  respect  to  Indians  on  a  reservation,  under  which  individu- 
als deemed  suitable  for  participation  in  such  a  program  will  be  pro- 
vided work  which  serves  a  useful  public  purpose  and  which  would 
not  otherwise  be  performed  by  regular  employees. 
[(2)  Such  agreements  shall  provide — 

[(A)  for  the  payment  by  the  Secretary  to  each  employer,  with 
respect  to  public  service  employment  performed  bv  any  individual 
for  such  employer,  of  an  amount  not  exceeding  100  percent  of  tlie 
cost  of  providing  such  employment  to  such  individual  during  the 
first  year  of  such  employment,  an  amount  not  exceeding  75  per- 
cent of  the  cost  of  providing  such  employment  to  such  individual 
during  the  second  year  of  such  employment,  and  an  amount  not 
exceedino:  50  percent  of  the  cost  of  providing  such  employment  to 
such  individual  during  the  third  year  of  such  employment ; 
[(B)  the  hourly  wage  rate  and  the  number  of  hours  per  week 
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individuals  will  be  scheduled  to  work  in  public  service  employ- 
ment for  such  employer  ; 

£(C)  that  the  Secretary  will  have  such  access  to  the  premises  of 
the  employer  as  he  finds  necessary  to  determine  whether  such  em- 
ployer is  carrying  out  his  obligations  under  the  agreement  and 
this  part ;  and 

[(D)  that  the  Secretary  may  terminate  any  agreement  under 
this  subsection  at  any  time. 
[(4)  No  wage  rates  provided  under  any  agreement  entered  into 
under  this  subsection  shall  be  lower  than  the  applicable  minimum  wage 
for  the  particular  work  concerned. 

[(f)  Before  entering  into  a  project  under  section  432(b)  (3),  the 
Secretary  shall  have  reasonable  assurances  that — 

[(1)  appropriate  standards  for  the  health,  safety,  and  other 
conditions  applicable  to  the  performance  of  work  and  training  on 
such  project  are  established  and  will  be  maintained, 

[(2)  such  project  will  not  result  in  the  displacement  of  em- 
ployed workers,  • 

[(3)  with  respect  to  such  project  the  conditions  of  work,  train- 
ing, education,  and  employment  are  reasonable  in  the  light  of  such 
factors  as  the  type  of  work,  geographical  region,  and  proficiency 
of  the  participant, 

[(4)  appropriate  workmen's  compensation  protection  is  pro- 
vided to  all  participants. 
[(g)  Where  an  individual  certified  to  the  Secretary  of  Labor  pur- 
suant to  section  402(a)  (19)  (G)  refuses  without  good  cause  to  accept 
employment  or  participate  in  a  project  under  a  program  established 
by  this  part,  the  Secretary  of  Labor  shall  (after  providing  opportunity 
for  fair  hearing)  notify  the  State  agency  which  certified  such  indi- 
vidual and  submit  such  other  information  as  he  may  have  with  respect 
to  such  refusal. 

[(h)  With  respect  to  individuals  who  are  participants  in  public 
service  employment  under  the  program  established  by  section  432(b) 
(3),  the  Secretary  shall  periodically  (but  at  least  once  every  six 
months)  review  the  employment  record  of  each  such  individual  while 
on  such  special  work  project  and  on  the  basis  of  such  record  and  such 
other  information  as  he  may  acquire  determine  whether  it  would  be 
feasible  to  place  such  individual  in  regular  employment  or  on  any  of 
the  projects  under  the  programs  established  by  section  432(b)  (1) 
and  (2)". 

[Incentive  Payment 

[Sec.  434.  (a)  The  Secretary  is  authorized  to  pay  to  any  participant 
under  a  program  established  by  section  432(b)  (2)  an  incentive  pay- 
ment of  not  more  than  $30  per  month,  payable  in  such  amounts  and  at 
such  times  as  the  Secretary  prescribes. 

[(b)  The  Secretary  of  Labor  is  also  authorized  to  pay,  to  any  mem- 
ber of  a  family  participating  in  manpower  training  under  this  part, 
allowances  for  transportation  and  other  costs  incurred  by  such  mem- 
ber, to  the  extent  such  costs  are  necessary  to  and  directly  related  to  the 
participation  by  such  member  in  such  training. 
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[Federal  Assistance 

[Sec.  435.  (a)  Federal  assistance  under  this  part  shall  not  exceed 
90  per  centum  of  the  costs  of  carrying  out  this  part.  5^on-Federal 
contributions  may  be  cash  or  in  kind,  fairly  evaluated,  including  but 
not  limited  to  plant,  equipment,  and  services. 

[(b)  Costs  of  carrying  out  this  part  include  costs  of  training,  super- 
vision, materials,  administration,  incentive  payments,  transportation, 
and  other  items  as  are  authorized  by  the  Secretary,  but  may  not  in- 
clude any  reimbursement  for  time  spent  by  participants  in  work, 
training,  or  other  participation  in  the  program. 

[Period  of  Enrollment 

[Sec.  436.  (a)  The  program  established  by  section  432(b)  (2)  shall 
be  designed  by  the  Secretary  so  that  the  average  period  of  enrollment 
under  all  projects  under  such  program  throughout  any  area  of  the 
United  States  will  not  exceed  one  year. 

[(b)  Services  provided  under  this  part  may  continue  to  be  provided 
to  an  individual  for  such  period  as  the  Secretary  determines  (in  ac- 
cordance with  regulations  prescribed  jointly  by  him  and  the  Secretary 
of  Health,  Education,  and  Welfare)  is  necessary  to  qualify  him  fully 
for  employment  even  though  his  earnings  disqualify  him  from  aid 
imder  a  State  plan  approved  under  section  402. 

[Relocation  of  Participants 

[Sec.  437.  The  Secretary  may  assist  participants  to  relocate  their 
place  of  residence  Avhen  he  determines  such  relocation  is  necessary  in 
order  to  enable  them  to  become  permanently  employable  and  self-sup- 
porting. Such  assistance  shall  be  given  only  to  participants  who  con- 
cur in  their  relocation  and  who  will  be  employed  at  their  place  of 
relocation  at  wage  rates  which  will  meet  at  least  their  full  need  as 
determined  by  the  State  to  which  they  will  be  relocated.  Assistance 
under  this  section  shall  not  exceed  the  reasonable  costs  of  transporta- 
tion for  participants,  their  dependents,  and  their  household  belongings 
plus  such  relocation  allowance  as  the  Secretary  determines  to  be 
reasonable. 

[Participants  Not  Federal  Employees 

[Sec.  438.  Participants  in  programs  established  by  this  part  shall 
be  deemed  not  to  be  Federal  employees  and  shall  not  be  subject  to  the 
provisions  of  laws  relating  to  Federal  employment,  including  those  re- 
lating to  hours  of  work,  rates  of  compensation,  leave,  unemployment 
compensation,  and  Federal  employee  benefits. 

[Rules  and  Regulations 

[Sec.  439.  The  Secretary  and  the  Secretary  of  Health,  Education, 
and  Welfare,  shall,  not  later  than  July  1,  1972  issue  regulations  to 
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carry  out  the  purposes  of  this  part.  Such  regulations  shall  provide 
for  the  establishment,  jointly  by  the  Secretary  and  the  Secretary  of 
Health,  Education,  and  Welfare,  of  (1)  a  national  coordination  com- 
mittee the  duty  of  which  shall  be  to  establish  uniform  reporting  and 
similar  requirements  for  the  administration  of  this  part,  and  (2) 
a  regional  coordination  committee  for  each  region  which  shall  be  re- 
sponsible for  review^  and  approval  of  statewide  operational  plans  de- 
veloped pursuant  to  section  433  ( b ) . 

[Annual  Report 

[Sec.  440.  The  Secretary  shall  annually  report  to  the  Congress  (with 
the  first  such  report  being  made  on  or  before  July  1, 1970)  on  the  work 
incentive  programs  established  by  this  part. 

[Evaluation  and  Research 

[Sec.  441.  The  Secretary  shall  (jointly  with  the  Secretary  of  Health, 
Education,  and  Welfare)  provide  for  the  continuing  evaluation  of  the 
work  incentive  programs  established  by  this  part,  including  their  ef- 
fectiveness in  achieving  stated  goals  and  their  impact  on  other  related 
programs.  He  also  may  conduct  research  regarding  ways  to  increase 
the  effectiveness  of  such  programs.  He  may,  for  this  purpose,  contract 
for  independent  evaluations  of  and  research  regarding  such  programs 
or  individual  projects  under  such  programs.  For  purposes  of  sections 
435  and  443,  the  costs  of  carrying  out  this  section  shall  not  be  regarded 
as  costs  of  carrying  out  work  incentive  programs  established  by  this 
part.  Nothing  in  this  section  shall  be  construed  as  authorizing  the  Sec- 
retary to  enter  into  any  contract  with  any  organization  after  June  1, 
1970,  for  the  dissemination  by  such  organization  of  information  about 
programs  authorized  to  be  carried  on  under  this  part. 

[Technical  Assistance  for  Providers  of  Employment  or  Training 

[Sec.  442.  The  Secretary  is  authorized  to  provide  technical  assistance 
to  providers  of  employment  or  training  to  enable  them  to  participate 
in  the  establishment  and  operation  of  programs  authorized  to  be  estab- 
lished by  section  432  (b) . 

[Collection  of  State  Share 

[Sec.  443.  If  a  non-Federal  contribution  of  10  per  centum  of  the 
costs  of  the  work  incentive  programs  established  by  this  part  is  not 
made  in  any  State  (as  specified  in  section  402(a)),  the  Secretary  of 
Health,  Education,  and  Welfare  may  withhold  any  action  under  sec- 
tion 404  because  of  the  State's  failure  to  comply  substantially  with  a 
provision  required  by  section  402.  If  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  does  withhold  such  action,  he  shall,  after  reasonable 
notice  and  opportunity  for  hearing  to  the  appropriate  State  agency  or 
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agencies,  withhold  any  payments  to  be  made  to  the  State  under  sec- 
tions 3(a),  403(a),  1003(a),  1403(a),  1603(a),  and  1903(a)  until  the 
amount  so  withheld  (including  any  amounts  contributed  by  the  State 
pursuant  to  the  requirement  in  section  402(a)  (19)  (C) )  equals  10  per 
centum  of  the  costs  of  such  work  incentive  programs.  Such  withhold- 
ing shall  remain  in  effect  until  such  time  as  the  Secretary  has  assur- 
ances from  the  State  that  such  10  per  centum  will  be  contributed  as  re- 
quired by  section  402.  Amounts  so  withheld  shall  be  deemed  to  have 
been  paid  to  the  State  under  such  sections  and  shall  be  paid  by  the 
Secretary  of  Health,  Education,  and  Welfare  to  the  Secretary.  Such 
payment  shall  be  considered  a  non-Federal  contribution  for  purposes 
of  section  435. 

[Agreements  With  Other  Agencies  Providing  Assistance  to 
Families  of  Unemployed  Parents 

[Sec.  444.  (a)  The  Secretary  is  authorized  to  enter  into  an  agree- 
ment (in  accordance  with  the  succeeding  provisions  of  this  section) 
with  any  qualified  State  agency  (as  described  in  subsection  (b) )  under 
which  the  program  established  by  the  preceding  sections  of  this  part 
C  will  (except  as  otherwise  provided  in  this  section)  be  applicable  to 
individuals  by  such  State  agency  in  the  same  manner,  to  the  same 
extent,  and  under  the  same  conditions  as  such  program  is  applicable 
with  respect  to  individuals  to  the  Secretary  by  a  State  agency  ad- 
ministering or  supervising  the  administration  of  a  State  plan  ap- 
proved by  the  Secretary  of  Health,  Education,  and  Welfare  under 
part  A  of  this  title. 

[(b)  A  qualified  State  agency  referred  to  in  subsection  (a)  is  a 
State  agency  Avhich  is  charged  with  the  administration  of  a  program — 
[(1)  the  purpose  of  Avhich  is  to  provide  aid  or  assistance  to  the 
families  of  unemployed  parents, 

[(2)  which  is  not  established  pursuant  to  part  A  of  title  IV  of 
the  Social  Security  Act, 

[(3)  which  is  financed  entirely  from  funds  appropriated  by  the 
Congress,  and 

[(4)  none  of  the  financing  of  which  is  made  available  under 
any  program  established  pursuant  to  title  V  of  the  Economic 
Opportunity  Act. 
[(c)  (1)  Any  agreement  under  this  section  with  a  qualified  State 
agency  shall  provide  that  such  agency  will,  with  respect  to  all  individ- 
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iials  receiving  aid  or  assistance  under  the  program  of  aid  or  assistance 
to  families  of  unemployed  parents  administered  by  such  agency,  com- 
ply with  the  requirements  imposed  by  section  402(a)  (19)  in  the  same 
manner  and  to  the  same  extent  as  if  (A)  such  qualified  agency  were 
the  agency  in  such  State  administering  or  supervising  the  adminis- 
tration of  a  State  plan  approved  under  part  A  of  this  title,  and  (B) 
individuals  receiving  aid  or  assistance  under  the  program  adminis- 
tered by  such  qualified  agency  were  recipients  of  aid  under  a  State 
plan  which  is  so  approved. 

[(2)  Any  agreement  entered  into  under  this  section  shall  remain  in 
effect  for  such  period  as  may  be  specified  in  the  agreement  by  the  Sec- 
retary and  the  qualified  State  agency,  except  that,  whenever  the  Sec- 
retary determines,  after  reasonable  notice  and  opportunity  for  hearing 
to  the  qualified  State  agency,  that  such  agency  has  failed  substantially 
to  comply  with  its  obligations  under  such  agreement,  the  Secretary 
may  suspend  operation  of  the  agreement  until  such  time  as  he  is  satis- 
fied that  the  State  agency  will  no  longer  fail  substantially  to  comply 
with  its  obligations  under  such  agreement. 

[(3)  Any  such  agreement  shall  further  provide  that  the  agreement 
will  be  inoperative  for  any  calendar  quarter  if,  for  the  preceding 
calendar  quarter,  the  maximum  amount  of  benefits  payable  under  the 
program  of  aid  or  assistance  to  families  of  unemployed  parents  ad- 
ministered by  the  qualified  State  agency  Avhich  is  a  party  to  such 
agreement  is  lower  than  the  maximum  amount  of  benefits  payable 
under  such  program  for  the  quarter  Avhich  ended  September  30,  1967. 

[(d)  The  Secretary  shall,  at  the  request  of  any  qualified  State 
agency  referred  to  in  subsection  (a)  of  this  section  and  upon  receipt 
from  it  of  a  list  of  the  names  of  individuals  rereferred  to  the  Secre- 
tary, furnish  to  such  agency  the  names  of  each  individual  on  such  list 
participating  in  public  service  employment  under  section  433(a)  (3) 
whom  the  Secretary  determines  should  continue  to  participate  in  such 
employment.  The  Secretary  shall  not  comply  with  any  such  request 
with  respect  to  an  individual  on  such  list  unless  such  individual  has 
been  certified  to  the  Secretary  by  such  agency  under  such  section 
402(a)  (19)  (G)  for  a  period  of  at  least  six  months.] 
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PART  D— CHILD  SUPPORT  AND  ESTABLISHMENT  OF 

PATERNITY 

Appropriation 

Sec.  If.51.  For  the  purposes  of  enforcing  (1)  the  support  ohligations 
oived  hy  absent  parents  to  children  receiving  assistance  vmder  Part  A 
of  this  title^  {2)  the  residual  monetary  obligation  oioed  to  the  United 
States  hy  absent  parents^  and  {3)  the  criminal  penalties  for  nonsup- 
port  against  absent  parents,  there  is  hereby  authorized  to  be  appropri- 
ated to  the  Attorney  General  for  each  fiscal  year  a  sum  sufficient  to 
carry  out  the  purposes  of  this  part. 

Duties  of  Attorney  General 

Sec.  JtS2.  (a)  The  Attorney  General  shall  enforce  the  support  rights 
assigned  to  him  under  section  1^.02 {h)  by  applicants  for  and  recipients 
of  assistance  under  part  A  of  this  title.,  utilizing  all  funds  and  author- 
ity which  are  available  to  him  for  this  purpose.  To  the  extent  required, 
he  shall  locate  absent  parents,  determine  paternity  in  order  to  estab- 
lish duty  to  support,  obtain  support  orders,  collect  support  payments 
by  use  of  voluntary  agreements  or  other  means,  and  enforce  the  re- 
sidual monetary  obligation  oived  the  United  States  and  the  criminal 
provisions  for  nonsupport  by  such  parents. 

{b),(l)  The  Attorney  General  shall,  in  accordance  tvith  procedures 
applicable  to  the  recovery  of  obligations  due  the  United  States,  includ- 
ing, luhere  appropriate,  the  use  of  volv/ntary  agreements,  and  in  ac- 
cordance tuith  the  priorities  for  distribution  specified  in  section  jSB, 
collect  and  distribute  amounts  from,  enforcement  of  obligations 
under  paragraph  {2).  Whenever  any  individual  is  determined  to  he 
liable  to  the  United  States  for  any  amount  under  this  section,  the 
Attorney  General  may  make  certification  of  such  amount  to  the  Sec- 
retary of  the  Treasury  for  collection  pursuant  to  the  provisions  of 
section  6305  of  the  Internal  Revenue  Code  of  1951^.  The  Attorney  Gen- 
eral shall  reimburse  the  Secretary  of  the  Treasury  for  any  costs  in- 
volved. 

(2)  The  Attorney  General  is  authorized  to  bring  civil  action  in  any 
court  of  competent  jurisdiction  {including  the  courts  in  any  State  or 
political  subdivision  thereof)  against  an  absent  parent  to  secure  {A) 
support  obligations  assigned  to  him  under  section  Jt-02{h),  and  (B) 
the  residual  monetary  obligation  owed  to  the  United  States  as  defined 
in  section  1^57,  except  that  all  or  part  of  such  obligation  may  be  sus- 
pended or  forgiven  by  the  Attorney  General  upon  a  finding  of  good 
cause.  In  taking  actions  against  an  absent  parent,  the  Attorney  Gen- 
eral shall  give  priority  to  obtaining  orders  and  proceeding  with  collec- 
tions required  under  subsection  {b){2){A). 
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(3)  The  Attorney  General  may  enter  into  voluntary  agreements  to 
recover  support  ohligations  assig'ned  under  section  1^0% {h)^  if  there  is 
no  court  order  in  effect  directing  payment  of  such  ohligation  or  if  there 
is  such  an  order  in  effect  hut  there  is  no  reasonable  expectation  that  it 
can  he  enforced  or  that  the  ohligation  can  he  collected.  Any  voluntary 
agreement  so  made  shall  provide  that  support  payments  ivill  not  cease 
if  the  family  ceases  to  receive  assistance  under  part  A  of  this  title^  and 
the  amounts  payable  under  such  agreement.,  if  there  is  no  court  order 
in  effect^  may  he  collected  as  authorized  under  the  provisions  of  this 
part. 

{c)  The  Attorney  General  and  the  Director  of  the  Office  of  Eco- 
nomic Opportunity  are  directed  to  enter  into  an  appropriate  arrange- 
ment under  which  tlie  services  of  attorneys  participating  in  legal  serv- 
ices programs  established  pursuant  to  section  222 {a)  {3)  of  the 
Economic  Opportunity  Act  of  196 If.  will  be  made  available  to  the  Attor- 
ney General  to  assist  him  in  carrying  out  his  functions  under  this  part. 
The  Attorney  General  shall^  to  the  maximum  extent  feasible^  utilize  the 
services  of  such  attorneys  in  the  performance  of  such  functions  and 
may  make  the  services  of  such  attorneys  available  to  States  or  politi- 
cal subdivisions  to  assist  them  in  carrying  out  the  purposes  of  this 
part.  The  Office  of  Economic  Opportunity  shall  be  reimbursed  by  the 
Attorney  General  for  the  costs  incurred  in  providing  such  services. 

{d)  The  Attorney  General  shall  require  that  each  United  States  at- 
torney designate  an  assistant  United  States  attorney  to  be  responsible 
for  enforcement  of  the  provisions  of  this  part  in  Ms  judicial  district 
and  maintain  liaison  with  and  assist  the  States  and  political  subdivi- 
sions thereof  in  their  child  support  efforts.  Each  assistant  United 
States  attorney  so  designated  shall  jwepare  and  submit  to  the  Attorney 
General  for  submission  to  the  Congress  quarterly  reports  on  all  activi- 
ties undertaken  pursuant  to  this  section. 

(e)(1)  There  is  hereby  established  in  the  Treasury  a  revolving  fund 
to  be  known  a^  the  Federal  Child  Support  Fund  (hereinafter  re  fenced 
to  as  the  '^fund^'  v^hich  shall  be  available  to  the  Attorney  General  ^vith- 
out  fiscal  year  limitation,  to  enable  him  to  carry  out  his  responsibilities 
under  this  part. 

(2)  Except  as  provided  in  sectimis  Ji5Ji.(d)  and  1^58,  all  moneys  ap- 
propriated pursuant  to  section  1^51  for  the  purpose  of  funding  Federal 
activities  under  this  part  and  all  moneys  collected  by  the  Federal  Gov- 
ernment pursuant  to  this  part  (including  support  payments  and  p(ty- 
ments  by  way  of  reimbursement  received  from  Federal  agencies^  States 
and  political  subdivisions  thereof,  and  individuals)  shall  he  paid  into 
the  fund  and  shall  he  disbursed  by  the  Attorney  General  from  time  to 
time  in  accordance  ivith  the  provisions  of  this  part. 

(3)  There  is  hereby  appropriated  to  the  fund,  out  of  any  moneys 
in  the  Treasury  not  otherioise  appropriated.,  amounts  equal  to  the 
amounts  collected  under  section  6305  of  the  Internal  Revenue 
Code  of  195Ji.,  reduced  by  the  amounts  credited  or  refunded  as  over- 
payments of  the  amounts  so  collected.  The  am,ounts  appropriated  by 
the  preceding  sentence  shall  he  transferred,  at  least  quarterly  from,  the 
general  fund  of  the  Treasury  to  the  fund  on  the  basis  of  estim,ates  made 
by  the  Secretary  of  the  Treasury.  Proper  adjustments  shall  be  made 
in  the  amounts  subsequently  transferred  to  the  extent  prior  estimates 
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were  in  excess  of  or  less  than  the  amounts  required  to  he  transferred.  \ 

if)  The  Attorney  General  shall  notify  the  Sedretary  of  the  failure  \ 

of^  the  State  agency  administering  the  plan  appraised  under  part  A  \ 
of  this  title  to  provide  prompt  notice  {including  the  transmittal  of  '  / 

all  relevant  iri formation)  of  the  furnishing  of  aid  to  families  with  I 

dependent  children  loith  respect  to  a  child  ivho  has  heen  deserted  or  | 

abandoned  hy  a  parent  as  required  under  section  1^02  {f) .  \ 

(g)  The  Attorney  General  shall  maintain  complete  records  of  all  ^ 
amounts  collected  under  this  part  and  of  the  costs  incurred  in  collect- 
ing such  amounts  and  shall ^  not  later  than  June  SO  of  each  year  {com-  \ 
mencing  with  June  30^  197 J^)^  submit  to  the  Congress  a  loritten  report 
on  all  activities  undertaken  pursuant  to  the  provisions  of  this  part. 

\ 

Parent  Locator  Service 

Sec.  Ji53.  (a)  The  Attorney  General  shall  establish  and  conduct^ 
within  the  Department  of  Justice^  a  Parent  Locator  Service  which 
shall  be  used  to  obtain  and  transmit  to  any  authorized  person  (as  de- 
fined in  subsection  {c) )  information  as  to  the  lohereahouts  of  any  ab- 
sent parent  tohen  such  information  is  to  be  used  to  locate  such  parent 
for  the  purpose  of  enforcing  support  obligations  against  such  parent. 

(b)  Upon  request,  filed  in  accordance  with  subsection  {d)  of  any 
authorized  person  (as  defined  in  subsection  (c))  for  the  most  recent 
address  and  place  of  employment  of  any  individual,  the  Attorney  Gen- 
eral shall,  nottvithstanding  any  other  provision  of  law,  provide  through 
the  Parent  Locator  Service  such  information  to  such  person,  if  such 
information — 

(1 )  is  contained  in  any  files  or  records  maintained  by  the  A  ttor- 
ney  General  or  by  the  Department  of  Justice ;  or 

(2)  is  not  contained  in  such  files  or  records,  but  can  be  obtained 
by  the  Attorney  General,  under  the  authomty  conferred  by  sub- 
section (e),  from  any  other  department,  agency,  or  instrumental- 
ity, or  the  tlnited  States  or  of  any  State. 

The  Attorney  General  shall  give  priority  to  requests  made  by  any 
authorized  person  described  in  subsection  (c)  (1). 

(c)  As  used  in  subsection  (a),  the  term  ^''authorized  person'''' 
means — 

(1)  any  agent  or  attorney  of  the  United  States  or  of  any  State 
or  any  political  subdivision  to  lohich  support  collection  functions 
have  beefi  delegated  under  section  1^5^,  who  has  the  duty  or  au- 
thority to  seek  to  recover  any  amounts  under  section  1^52; 

(2)  the  court  which  has  authority  to  issue  an  order  against  an 
absent  parent  for  the  support  and  maintenance  of  a  child,  or  any 
agent  of  such  court;  and 

(3)  the  parent,  guardian,  attorney,  or  agent  of  a  child  (other 
than  a  child  receiving  aid  under  part  (A)  without  regard  to  the 
existence  of  a  court  order  against  an  absent  parent  who  has  a  duty 
to  support  and  maintain  any  such  child. 

(d)  A  request  for  information  under  this  section  shall  be  filed  in  such 
manner  and  form  as  the  Attorney  General  shall  by  regulation  pre- 
scribe and  shall  be  accompanied  or  supported  by  such  documents  as 
the  A  ttorney  General  may  determine  to  be  necessary. 

(e)  (1)  Whenever  the  Attorney  General  receives  a  request  submitted 
under  subsection  (b)  which  he  is  reasonably  satisfied  meets  the  cri- 
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teria  established  hy  subsections  (a),  (b),  and  (c),  he  shall  pron^ptly 
undertake  to  provide  the  information  requested  from  the  files  and 
records  maintained  by  any  of  the  departments^  agencies^  or  instrumen- 
talities of  the  United  States  or  of  any  State. 

{2)  Notwithstanding  any  other  provision  of  law^  whenever  the  in- 
dividual who  is  the  head  of  any  department^  agency.,  or  instrumen- 
tality of  the  United  States  receives  a  request  from  the  Attorney  General 
for  information  authorized  to  be  provided  by  the  Attorney  Gen- 
eral under  this  section^  such  individual  shall  promptly  cause  a  search 
to  be  made  of  the  files  and  records  maintained  by  such  department^ 
agency^  or  instrumentality  with  a  view  to  determining  whether  the 
information  requested  is  contained  in  any  such  files  or  records.  If  such 
search  discloses  the  information  requested,  such  individual  shall  im- 
mediately transmit  such  information  to  the  Attorney  General;  and^ 
if  such  search  fails  to  disclose  the  information  requested^  such  indi- 
vidual shall  immediately  so  notify  the  Attorney  General.  The  costs 
incurred  by  any  such  department^  agency^  or  instrumentality  of  the 
United  States  or  of  any  State  in  providing  such  information  to  the 
Attorney  General  shall  be  reimbursed  by  him.  Whenever  such  services 
are  furnished  to  an  individual  specified  in  subsection  (c)  (^),  a  fee 
shall  be  charged  such  individual.  The  fee  so  charged  shall  be  deposited 
in  the  fund  and  shall  be  used  to  reimburse  the  Attorney  General  or 
his  delegate  for  the  expense  of  providing  such  services. 

(/)  The  Attorney  General,  in  carrying  out  his  duties  and  functions 
under  this  section^  shall  enter  into  arrangements  with  State  agencies 
administering  or  supervising  the  administration  of  State  plans  ap- 
proved under  part  A  of  this  title.,  under  lohich  the  offices  operated  under 
such  plans  will  accept  from  parents.,  guardians^  or  agents  of  a  child 
described  in  subsection  {c)  (3)  and  transmit  to  the  Attorney  General 
requests  for  information  toith  regard  to  the  whereabouts  of  absent 
parents  and  loill  otherimse  cooperate  vnth  the  Attorney  General  in 
carrying  out  the  purposes  of  this  section. 

Delegation  of  Support  Collection  Functions  to  States  or 
Political  Subdivisions 

Sec.  JfSIf..  (a)  The  Attorney  General  shall  delegate  to  any  State 
having  a  plan  approved  under  part  A  of  this  title  the  authority  to 
recover  the  child  support  obligation  assigned  to  the  United  States 
under  section  Jt.02{h)  if  he  determines  that  such  State  has  an  effective 
program  (in  accordance  ivith  the  standards  established  in  subsection 
(b))  for  locating  absent  parents,  determining  paternity.,  obtaining 
support  orders,  and  collecting  amounts  of  money  owed  by  parents  for 
the  support  and  maintenance  of  their  child  or  children.  Such  a  dele- 
gation may  be  made  to  a  political  subdivision  of  any  such  State  upon 
a  finding  that  the  State  as  a  whole  does  not  have  an  effective  program 
for  locating  absent  parents.,  determining  paternity.^  obtaining  support 
orders.,  and  collecting  child  support  but  that  such  political  subdivision 
does  have  an  effective  program  which  meets  the  standards  established 
in  subsection  (b). 

(b)  The  Attorney  General  shall  not  approve  any  program  pursuant 
to  subsection  (a)  unless  such  program  provides — 

{!)  for  the  development  and  implementation  of  a  program 
under  lohich  such  State  or  political  subdivision  loill  undertake — 
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(A)  in  the  case  of  a  child  horn  out  of  icedJock  loith  respect 
to  lohoni  an  assignment  under  section  Jf02{h)  of  this  title  is 
effective,  to  establish  the  pate7mity  of  such  child,  and 

(B)  in  the  case  of  any  child  icith  respect  to  ichom  such 
assignment  is  effective^  to  secure  support  for  such  child  from 
his  parent  (or  from  any  other  person  legally  liahle  for  such 
support) ,  utilizing  any  reciprocal  arrangements  adopted  with 
other  States  to  obtain  or  enforce  court  orders  for  support^  and 

(2)  for  the  establishment  of  an  organizational  unit  in  the  State 
or  political  subdivision  administering  the  program  under  this 
section; 

(3)  for  entering  into  cooperative  arrangements  with  ajrpro- 
priate  courts  and  law  enforcement  officials  {A)  to  assist  the  State 
or  political  subdivision  administering  the  program  under  this 
section,  including  the  entering  into  of  financial  arrangements  icith 
such  courts  and  officials  in  order  to  assure  optimum  results  under 
such  program,  and  (B)  with  resjyect  to  any  other  matters  of  com- 
mon concern  to  such  courts  or  officials  and  the  State  or  political 
subdivision  administering  the  program  under  this  section; 

(4)  that  the  State  or  political  subdivision  will  establish  a  serv- 
ice to  locate  ahsent  parents  utilizing — 

{A)  all  sources  of  information  ami  available  records;  and 
(B)  the  Parent  Locator  Service  in  the  Department  of 
Justice; 

(5)  that  the  State  or  political  subdivision  will,  in  accordance 
with  standards  prescribed  by  the  Attorney  General^  cooperate 
loith  the  State  or  political  subdivision  of  another  State  or  with 
the  Attorney  General  in  administering  a  program  under  this 
part — 

{A )  in  establishing  paternity,  if  necessary^ 

(B)  in  locating  an  absent  parent  residing  in  the  State 
[lohether  or  not  permanently)  against  whom-  any  action  is 
being  taken  under  this  part  in  another  State. 

{C)  in  securing  compliance  by  an  absent  parent  residing 
in  such  State  {whether  or  not  permanently)  with  a  voluntary 
agreement  or  an  order  issued  by  a  court  of  competent  juris- 
diction against  such  parent  for  the  support  and  maintenance 
of  a  child  or  children  of  such  parent  with  respect  to  lohom  aid 
is  being  provided  under  the  plan  of  such  other  States^  and 

(D)  in  carrying  out  other  functions  required  by  this  part; 

(6)  that  the  State  or  political  subdivision  may  enter  into  vol- 
untary agreements  to  recover  child  support  obligations  delegated 
under  subsection  (a),  if  there  is  no  court  order  in  effect  directing 
payment  of  such  obligation  or  if  there  is  such  an  order  in  effect 
but  there  is  no  reasonable  expectation  that  it  can  be  enforced  or 
that  the  obligation  can  be  collected.  Any  voluntary  agreement 
so  made  shall  provide  that  support  payments  w>ill  not  cease  if 
the  family  ceases  to  receive  assistance  under  part  A  of  this  title., 
and  the  amounts  payable  under  such  agreement,  if  there  is  no 
court  order  in  effect,  may  be  collected  as  authorized  under  the 
provisions  of  this  part; 

(7)  that  the  State  or  political  subdivision  require,  as  a  condi- 
tion of  the  absent  parent  being  pei^iitted  to  make  support  pay- 
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ments  on  a  voluntary  basis,  the  execution  hy  such  farent  of  an 
appropriate  affidavit  (lohich  shall  be  recorded  in  the  records  of 
the  court  or  other  appropriate  agency)  in  lohich  such  parent  ac- 
knoioledges  the  paternity  of  such  child  or  children; 

(8)  that,  if  the  State  uses  voluntary  agreements  under  para- 
graph {6),  it  will  establish  an  administrative  mechanism  for  en- 
forcing such  agreements ; 

(9)  that  such  State  or  political  subdivision  will  comply  with 
such  other  requirements  as  the  Attorney  General  determines  to 
be  necessary  to  the  establishment  of  an  effective  program  for  lo- 
cating absent  parents,  determining  paternity,  obtaining  support 
orders,  and  collecting  support  payments  including,  but  not  limited 
to,  requiring  a  full  record  of  collections  and  disbursements ;  and 

{10)  that  the  State  or  political  subdivision  shall  reimburse  the 
Attorney  General  for  the  costs  incurred  by  the  Federal  Govern- 
ment in  enforcing  and  collecting  support  obligations  assigned 
under  this  section, 
{c)  The  Attorney  General  shall,  upon  the  request  of  any  State  or 
political  subdivision  to  lohich  he  has  delegated  the  authority  to  recover 
the  child  support  obligation  assigned  to  the  United  States  under  sec- 
tion Jf02{h),  make  available  to  such  State  or  political  subdivision  (1) 
the  services  of  attorneys  participating  in  legal  services  programs  who 
are,  by  reason  of  the  agreement  required  by  section  J^52{g),  assisting 
the  Attorney  General  in  carrying  out  his  functions  under  this  part, 
and  {2)  upon  a  showing  by  the  State  or  politiccd  subdivision  that  such 
State  or  political  subdivision  made  diligent  and  reasonable  efforts  in 
utilizing  their  own  collection  mechanisms,  the  collection  facilities  of 
the  Department  of  the  Treasury  {subject  to  the  same  requirements  of 
certification  by  the  Attorney  General  imposed  by  section  JfS2{b)  and 
subject  to  such  limitations  on  the  frequency  of  making  such  certifica- 
tion as  may  be  imposed  by  the  Attorney  General) . 

(d)  From  the  sums  appropriated  therefor,  the  Attorney  General 
shall  pay  to  each  State  or  political  subdivision  which  has  a  program 
approved  under  this  section,  for  each  quarter,  beginning  with  the 
quarter  commencing  J anuary  1, 1973,  an  amount  equal  to  75  percent  of 
the  total  amounts  expended  by  such  State  or  political  subdivision  dur- 
ing such  quarter  for  the  operation  of  the  program  approved  under  this 
section  except  as  provided  in  sections  4-55 (b)  (2),  456,  and  459. 

Distribution  of  Proceeds  From  Support  Collections 

Sec.  4^5.  (a)  Amounts  collected  as  support  obligations  assigned 
under  section  402 {h)  shall  be  distributed  in  the  folloioing  order  of 
priority — 

{1)  If  a  State  or  its  agent  makes  the  collection,  the  proceeds 
of  such  collection  shall  be  distributed,  beginning  with  the  first 
dollar,  as  follows — 

{A)  the  family  shall  be  paid — 

(^)  100  percent  of  such  proceeds  if  they  are  equal  to  or 
less  than  the  amount  of  the  assistance  payment  which 
loould  otherwise  be  made,  or 

{ii)  an  amount  of  such  proceeds  that  is  equal  to  the 
lesser  of  (/)  the  amount  required  by  a  court  order  to  be 
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paid  for  child  support  or  {II)  the  amount  agreed  upon  hy 
the  parties  to  a  voluntary  child  support  agreement, 
and  any  proceeds  so  paid  that  are  in  excess  of  the  amount  of 
the  assistance  payment  otherwise  payable  shall  he  deemed  to 
reduce  the  residual  monetai-^  obligation  to  the  Federal  Gov- 
ernment hy  a  like  amount; 

(B)  such  amounts  as  may  he  necessary  to  reimhurse  the 
State  for  such  Staters  share  of  assistance  payments  {with 
appropriate  reimbursement  of  the  political  suh division  if  it 
participated  in  the  financing')  made  to  the  family  pHor  to  the 
date  on  lohich  the  support  obligation  was  collected  shall  he 
paid  to  such  State,  and  any  amounts  so  paid  shall  he  deemed 
to  reduce  the  residual  monetary  ohligation  to  the  Federal 
Government  hy  a  like  amount;  and 

{G)  such  amounts  as  may  he  necessa'ry  to  reduce  or  elimi- 
nate the  residual  monetary  ohligation  to  the  Federal  Goveim- 
ment  hy  the  absent  parent  shall  he  paid  to  the  Federal  Gov- 
ernment and  deposited  in  the  fund. 
{2)  If  a  political  subdivision  or  its  agent  makes  the  collection^ 
the  proceeds  of  such  collection  shall  he  distributed^  beginning  with 
the  first  dollar,  as  follows — 

{A)  the  family  shall  be  paid — 

(^)  100  percent  of  such  proceeds  if  they  are  equal  to 
or  less  than  the  amount  of  the  assistance  payment  lohich 
icould  otherioise  he  made^  or 

{ii)  an  amount  of  such  pi'oceeds  that  is  equal  to  the 
lesser  of  {I)  the  amount  required  by  a  court  order  to  be 
paid  for  child  suppcn^t  or  {II)  the  amount  agreed  upon 
hy  tlie  parties  to  a  voluntary  child  support  agreement^ 
and  any  proceeds  so  paid  that  are  in  excess  of  the  amount  of  the 
assistance  payment  otherwise  payable  shall  he  deemed  to  reduce 
the  residual  monetai-^  ohligation  to  the  Federal  Government  hy  a 
like  amount; 

{B)  such  ammints  as  may  he  necessary  to  reiniburse  the 
political  subdivision  for  its  share  of  assistance  payments 
made  to  the  family  prior  to  the  date  on  which  the  support 
obligation  was  collected  shall  he  paid  to  such  political  sub- 
division^ and  any  amounts  so  paid  shall  he  deemed  to  reduce 
the  residual  monetary  ohligation  to  the  Federal  Government 
hy  a  like  amount;  and 

(G)  such  amounts  as  may  be  necessary  to  reduce  or  elim- 
inate the  residual  monetai^  obligation  to  the  Federal  Gov- 
ernment by  the  absent  parent  shall  be  paid  to  the  Federal 
Government  and  deposited  in  the  fund. 
{3)  If  the  Attorney  General  makes  the  collection,  the  proceeds 
of  such  collection  shall  he  distributed,  beginning  with  the  first 
dollar^  as  follows — 

{A )  the  family  shall  he  paid — 

(^)  100  percent  of  such  proceeds  if  they  are  equal  to  or 
less  than  the  amount  of  the  assistance  payment  which  would 
otherwise  he  made,  or 

{ii)  an  amount  of  such  proceeds  that  is  equal  to  the  lesser 
of  (/)  the  amount  required  by  a  court  order  to  be  paid  for 
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child  support  or  (II)  the  amount  agreed  upon  hy  the  parties 
to  a  voluntary  child  support  agreement^ 
and  any  proceeds  so  paid  that  are  in  excess  of  the  amount  of  the 
assistance  payment  otherwise  payable  shall  he  deemed  to  reduce 
the  residual  monetary  obligation  to  the  Federal  Government  hy  a 
like  amount;  and 

(B)  such  amounts  as  may  he  necessary  to  reduce  or  elimi- 
nate the  residual  monetar-y  ohligation  to  the  Federal  Govern- 
ment hy  the  absent  parent  shall  he  paid  to  the  Federal  Gov- 
ernment and  deposited  in  the  fund. 
Whenever  payments  are  made  pursuant  to  paragraph  (2)  (A)  or 
(S)  (A)  to  a  family  residing  in  a  State  vAich  does  not  have  an 
approved  support  program  under  this  part^  the  Attorney  General 
shall  so  certify  to  the  Secretary.^  loho  shall  reduce  the  amount  of 
any  grant  made  to  such  State  under  part  A  of  this  title  hy  an 
amount  equal  to  the  amount  so  certified  and  deposit  such  amount 
into  the  fund.,  except  that  such  reduction  shall  not  be  greater  than 
the  amount  of  the  assistance  payment  such  family  loould  have 
received  from  such  State  had  the  payment  under  paragraph  (^) 
{A)  or  (S)  (A)  not  been  made, 
(h)  Whenever  a  family  for  whom  support  payments  have  been 
collected  and  distributed  under  this  part  ceases  to  receive  assistance 
under  part  A  of  this  title^  the  Attorney  General^  or  the  State  or 
political  subdivision  to  which  the  Attorney  General  has  delegated  the 
authority  to  collect  support  obligations  pursuant  to  this  part^  shall — 

(1)  continue,  to  collect  such  support  payments  from  the  absent 
parent  for  a  period  of  three  months  from  the  month  follouying  the 
month  in  lohich  such  family  ceased  to  receive  assistance  under  part 
A  of  this  title.,  and  pay  all  amounts  so  collected  to  the  family ;  and 

(2)  at  the  end  of  such  three-month  period,  if  the  Attorney  Gen- 
eral {A)  is  authorized  to  do  so  hy  the  individual  on  lohose  behalf 
the  collection  loill  be  made  and  \B)  finds  that  the  absent  parent 
has  not  met  his  support  obligation  for  the  period  of  tioenty-four 
consecutive  months  immediately  preceding  the  end  of  such  three- 
month  period  or  throughout  the  term  of  such  ohligation,  which- 
ever is  shorter^  continue  to  collect  such  support  payments  from  the 
absent  parent  until  he  has  met  his  support  obligation  for  a  period 
of  twenty-four  consecutive  months,  and  pay  the  net  amount  of 
any  amount  so  collected  to  the  family  after  deducting  any  costs 
incurred  in  making  the  collection  from  the  amount  of  any  re- 
covery made. 

Incentive  Payment  to  Localities 

Sec.  4S6.  When  a  political  subdivision  of  a  State  makes  the  enforce- 
ment and  collection  of  the  support  obligation  assigned  under  section 
J^02{h)  {either  within  or  outside  of  such  State,  and  whether  as  the 
agent  of  such  State  or  as  the  agent  of  the  Attorney  General),  an 
amoimt  equal  to  25  percent  of  any  amount  collected  and  required  to 
be  distributed  as  provided  m  sections  1^55 {a)  (1)  (A)  and  (B),  or  in 
sections  455(a)  (2)  {A)  and  (B),  as  appropriate,  to  reduce  or  elimi- 
nate assistance  payments^  shall  he  paid  to  such  political  subdivision  hy 
the  State  from  amounts  ujhich  the  State  \rould  otherwise  pay  as  assist- 
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ance  to  the  family  of  the  absent  parent  under  section  JtSJf{a)  {l)^or'by 
the  Attorney  General  (ivhen  he^or  a  political  subdivision  acting  as  his 
delegate^  makes  the  collection)  from  the  amounts  required  to  be  de- 
ducted^ by  the  last  sentence  of  section  Jf55{a)^  from  the  grant  made  to 
such  State. 

Residual  Monetary  Obligation  to  the  United  States  \ 

Sec.  4^7.  There  is  hereby  imposed  on  any  absent  parent  lohose  child  1 
or  children  have  received  assistance  payments  under  part  A  of  this  i 
title  a  residual  monetary  obligation  to  the  United  States.  Such  obliga-  \ 
tion  shall  be  in  an  amount  that  is  equal  to  the  total  amounts  of  pay-  ,\ 
rnents  made  to  the  family  of  an  absent  parent  each  month  under  the  \ 
State  plan  approved  under  part  A  of  this  title^  or^  if  less,  50  percent  \ 
of  the  monthly  income  of  the  absent  parent  for  each  such  month  {but  j 
not  less  than  $50  per  month).,  except  that  during  any  month  in  '{ 
which  am  absent  parent  is  meeting  his  support  obligations  by  paying 
the  full  amount  of  a  court  ordered  support  payment  or  the  full  amount  > 
of  the  support  payment  lohich  he  has  agreed  to  pay  according  to  the  I 
terms  of  a,  voluntary  support  agreement  entered  into  betioeen  him  ; 
and  the  Attorney  General  {or  his  delegate),  lohichever  is  larger,  no  i 
obligation  shall  be  imposed.  Interest  on  any  such  amount  shall  accrue 
at  the  rate  of  6  percent  per  annum.,  but  the  total  amount  of  such  obliga- 
tion {including  interest  thereon)  shall  be  reduced  by  the  amount  of  any  ! 
sums  collected  by  a  State  or  political  subdivision  which  represent  such  ' 
State  or  political  subdivision'' s  share  of  assistance  payments  made  \ 
under  the  State  plan  approved  under  part  A  of  this  title.  \ 

i 

Regional  Laboratories  to  Establish  Paternity  Through  Analysis  \ 
and  Classification  of  Blood  j 

1 

Sec.  Jf,58.  {a)  The  Secretary  shall  establish,  or  arrange  for  the  es-  \ 
tahlishment  or  designation^  in  each  region  of  the  United  States.,  a  lab-  ' 
oratory  ichich  he  determines  to  be  qualified  to  provide  services  in  i 
analyzing  ami  classifying  blood  for  the  purpose  of  determining  pater-  \ 
nity.,  and  tvhich  is  prepared  to  provide  such  services  to  courts  and  pub-  j 
lie  agencies  in  the  region  to  be  served  by  it.  ^ 

{b)  Whenever  a  laborator-y  is  established  or  designated  for  any  re-  \ 
gion  by  the  Secretary  under  this  section.,  he  shall  take  sueh  measures 
as  may  be  appropriate  to  notify  appropriate  courts  and  public  agen-  ' 
cies  {including  agencies  administering  any  public  ivelfare  program 
within  such  region)  that  such  laboratory  has  been  so  established  or  j 
designated-  to  provide  services.,  in  analyzing  and  classifying  blood  for  \ 
the  purpose  of  determining  paternity,  for  court  and  puhlic  agencies  in  \ 
such  region. 

{c)  The  facilities  of  any  such  laboratory  shall  be  made  available 
icithout  cost  to  courts  and  public  agencies  in  the  region  to  be  served  ' 
by  it. 

{d)  There  is  hereby  authorized  to  be  appropriated  for  each  fiscal 
year  such  sums  as  may  be  necessary  to  cany  out  the  provisions  of  this 
section. 
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Collection  of  Child  Support  for  Participants  in  Guaranteed 

Employment 

Sec.  JfSO.  Any  individual  who  is  participating  in  guaranteed  em- 
ployment under  subpart  1  of  part  B  of  title  XX  of  this  Act  shall  he 
eligible  to  receive  the  child  support  collection  or  paternity  determina- 
tion services  established  under  this  part.  Such  services  shall  be  made 
available  to  any  such  individual  upon  application  filed  ivhile  such  in- 
dividual is  participating  in  guaranteed  employment  (in  accordance 
icith  such  procedures  and  containing  such  information  as  the  Attorney 
General  shall  by  regulation  prescribe)  ivith  the  Attorney  General  or, 
if  a  State  or  political  subdivision  has  a  program  approved  under  sec- 
timi  J{S5.  loith  such  State  or  political  subdivision,  a^  may  be  appropri- 
ate. Any  costs  incurred  by  the  Attorney  General  {or  by  a  State  or 
political  subdivision)  in  furnishing  such  se7'vices  shall  be  paid  by  such 
individual  by  deducting  su^h  costs  from  the  amount  of  any  recovery 
made. 

Consent  by  the  United  States  to  Garnishment  and  Similar  Pro- 
ceedings for  Enforcement  of  Child  Support  and  Alimony 
Obligations 

Sec.  liBO.  N otioithstanding  any  other  provision  of  laio,  moneys  {the 
entitlement  to  which  is  based  upon  remuneration  for  employment)  due 
from,  or  payable  by,  the  United  States  {including  any  agency  or  in- 
strumentality thereof  and  any  loholly  owned  Federal  corporation)  to 
any  individual,  including  members  of  the  armed  services,  shall  be  sub- 
ject, in  like  manner  and  to  the  same  extent  as  if  the  United  States  loere 
a  private  person,  to  legal  process  brought  for  the  enforcement,  against 
such  individual,  of  his  legal  obligations  to  provide  child  support  or 
make  alimony  payments. 

Penalty  for  Nonsupport 

Sec.  Jf61.  {a)  Any  individual  tvho  is  the  parent  of  any  child  or  chil-* 
dren  and  who  is  under  a  legal  duty  to  provide  for  the  support  and 
maintenance  of  such  child  or  children  {as  required  under  the  law  of 
the  State  lohere  such  child  or  children  reside)  but  fails  to  per- 
form such  duty  and  has  left^  deserted,  or  abando^ned  such  child  or 
children  and  such  child  or  children  receive  assistance  payments  to 
provide  for  their  support  and  maintenance  which  are  funded  in  whole 
or  in  part  from  funds  appropriated  therefor  by  the  Federal  Govern- 
ment shall,  upon  conviction,  be  penalized  in  an  amount  equal  to  50 
percent  of  the  residual  monetary  obligation  oioed  to  the  United  States, 
or  fined  not  more  than  $1,000.  or  imprisoned  for  not  more  than  one 
year,  or  any  combination  of  these  three  penalties. 

{b)  This  section  does  not  preempt  any  State  laio  imposing  a  civil 
or  criminal  penalty  on  an  absent  parent  for  failing  to  provide  support 
and  maintenance  to  his  child  or  children  to  ichom  such  parent  owes  a 
duty  to  support. 


78-178  0—72  55 


Sec.  471 


860 


PART  E— GRANTS  TO  STATES  FOR  ESTABLISHMENT  OF 
MODEL  DAY  CARE 

Appropriation 

Sec.  Ifll.  There  are  authorized  to  he  appropmated  for  grants  to 
States  for  development  of  model  day  care  for  children  such  sums  as 
may  he  necessary  during  each  of  the  fiscal  years  ending  on  June  30^ 
1973^  June  30^  197 If.  and  June  30. 1975.  From  the  sums  autliomzed  to  he 
appropriated  pursuant  to  this  section,  the  Secretary  is  authoHzed  to 
approve  grants  to  each  State  during  such  fiscal  years  in  amounts  up 
to  $1^00.000  per  year  to  pay  all  or  part  of  the  cost  of  developing  model 
child  care  through  the  establishment  and  operation  of  a  child  care 
center  or  system  and  to  provide  training  for  individuals  in  the  field  of 
child  care.  Payments  under  this  section  may  he  in  advance  or  hy  way 
of  reimhursement. 
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Authorization  of  Appropriations 

Sec.  501.  For  the  purpose  of  enabling  each  State  to  extend  and 

improve  (especially  in  rural  areas  and  in  areas  suffering  from  severe 
economic  distress) ,  as  far  as  practicable  under  the  conditions  in  such 
State, 

(1)  services  for  reducing  infant  mortality  and  otherwise  pro- 
moting the  health  of  mothers  and  children ;  and 

(2)  services  for  locating,  and  for  medical,  surgical,  corrective, 
and  other  services  and  care  for  and  facilities  for  diagnosis,  hos- 
pitalization, and  aftercare  for,  children  who  are  crippled  or  who 
are  suffering  from  conditions  leading  to  crippling, 

there  are  authorized  to  be  appropriated  $250,000,000  for  the  fiscal 
year  ending  June  30,  1969,  $275,000,000  for  the  fiscal  year  ending 
June  30,  1970,  $300,000,000  for  the  fiscal  year  ending  June  30,  1971, 
$325,000,000  for  the  fiscal  year  ending  June  30,  1972,  and  $350,000,000 
for  the  fiscal  year  ending  June  30,  1973,  and  each  fiscal  year  there- 
after. 

Purposes  for  Which  Funds  Are  Available 

Sec.  502.  Appropriations  pursuant  to  section  501  shall  be  available 
for  the  following  purposes  in  the  following  proportions : 

(1)  In  the  case  of  the  fiscal  year  ending  June  30, 1969,  and  each 
of  the  next  [4J  5  fiscal  years,  (A)  50  percent  of  the  appropriation 
for  such  year  shall  be  for  allotments  pursuant  to  sections  503  and 
504;  (B)  40  percent  thereof  shall  be  for  grants  pursuant  to  sec- 
tions 508,  509,  and  510;  and  (C)  10  percent  thereof  shall  be  for 
grants,  contracts,  or  other  arrangements  pursuant  to  sections  511 
and  512. 
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(2)  In  the  case  of  the  fiscal  year  ending  June  30,  [1974]  1915 
and  each  fiscal  year  thereafter,  (A)  90  percent  of  the  appropria- 
tion for  such  years  shall  be  for  allotments  pursuant  to  sections 
503  and  504;  and  (B)  10  percent  thereof  shall  be  for  grants,  con- 
tracts, or  other  arrangements  pursuant  to  sections  511  and  512. 
Not  to  exceed  5  percent  of  the  appropriation  for  any  fiscal  year  under 
this  section  shall  be  transferred,  at  the  request  of  the  Secretary,  from 
one  of  the  purposes  specified  in  paragraph  (1)  or  (2)  to  another 
purpose  or  purposes  so  specified.  For  each  fiscal  year,  the  Secretary 
shall  determine  the  portion  of  the  appropriation,  within  the  percent- 
age determined  aboye  to  be  ayailable  for  sections  503  and  504,  which 
shall  be  ayailable  for  allotment  pursuant  to  section  503  and  the  por- 
tion thereof  which  shall  be  ayailable  for  allotment  pursuant  to  sec- 
tion 504.  Xotwithstanding  the  preceding  proyisions  of  this  section, 
of  the  amount  appropriated  for  any  fiscal  year  pursuant  to  section  501, 
not  less  than  6  percent  of  the  amount  appropriated  shall  be  ayailable 
for  family  planning  seryices  from  allotments  under  section  503  and 
for  family  planning  seryices  under  projects  under  sections  508  and  512. 

Allotments  to  States  for  Maternal  and  Child  Health  Services 

Sec.  503.  The  amount  determined  to  be  ayailable  pursuant  to  sec- 
tion 502  for  allotments  under  this  section  shall  be  allotted  for  pay- 
ments for  maternal  and  child  health  seryices  as  follows : 

(1)  One-half  of  such  amount  shall  be  allotted  by  allotting  to 
each  State  $70,000  plus  such  part  of  the  remainder  of  such  one- 
half  as  he  finds  that  the  number  of  liye  births  in  such  State  bore  to 
the  total  number  of  liye  births  in  the  United  States  in  the  latest 
calendar  year  for  which  he  has  statistics. 

(2)  The  remaining  one-half  of  such  amount  shall  (in  addition 
to  the  allotments  under  paragraph  (1) )  be  allotted  to  the  States 
from  time  to  time  according  to  the  financial  need  of  each  State 
for  assistance  in  carrying  out  its  State  plan,  as  determined  by  the 
Secretary  after  taking  into  consideration  the  number  of  liye 
births  in  such  State ;  except  that  not  more  than  25  percent  of  such  i 
one-half  shall  be  ayailable  for  grants  to  State  agencies  (admin- 
istering or  superyising  the  administration  of  a  State  plan  ap- 
proyed  under  section  505) ,  and  to  public  or  other  nonprofit  insti- 
tutions of  higher  learning  (situated  in  any  State),  for  special 
projects  of  regional  or  national  significance  which  may  contribute 

to  the  adyancement  of  maternal  and  child  health. 

Allotments  to  States  for  Crippled  Children's  Services  ' 

Sec.  504.  The  amount  determmed  to  be  available  pursuant  to  sec- 
tion 502  for  allotments  under  this  section  shall  be  allotted  for  pay- 
ments for  crippled  children's  services  as  follows : 

(1)  One-half  of  such  amount  shall  be  allotted  by  allotting  to 
each  State  $70,000  and  allotting  the  remainder  of  such  one-half 
according  to  the  need  of  each  State  as  determined  by  him  after 
taking  into  consideration  the  number  of  crippled  children  in 
such  State  in  need  of  the  seryices  referred  to  in  paragraph  (2) 
of  section  501  and  the  cost  of  furnishing  such  seryices  to  them. 
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(2)  The  remaining  one-half  of  such  amount  shall  (in  addition 
to  the  allotments  under  paragraph  (1))  be  allotted  to  the  States 
from  time  to  time  according  to  the  financial  need  of  each  State 
for  assistance  in  carrying  out  its  State  plan,  as  determined  by  the 
Secretary  after  taking  into  consideration  the  number  of  crippled 
children  in  each  State  in  need  of  the  services  referred  to  in  para- 
graph (2)  of  section  501  and  the  cost  of  furnishing  such  serv- 
ices to  them;  except  that  not  more  than  25  percent  of  such  one- 
half  shall  be  available  for  grants  to  State  agencies  (administering 
or  supervising  the  administration  of  a  State  plan  approved  under 
section  505) ,  and  to  public  or  other  nonprofit  institutions  of  higher 
learning  (situated  in  any  State),  for  special  projects  of  regional 
or  national  significance  which  may  contribute  to  the  advancement 
of  services  for  crippled  children. 

Approval  of  State  Plans 

Sec.  505.  (a)  In  order  to  be  entitled  to  payments  from  allotments 
under  section  502,  a  State  must  have  a  State  plan  for  maternal  and 
child  health  services  and  services  for  crippled  children  which — 

( 1 )  provides  for  financial  participation  by  the  State ; 

(2)  provides  for  the  administration  of  the  plan  by  the  State 
health  agency  or  the  supervision  of  the  administration  of  the 
plan  by  the  State  health  agency ;  except  that  in  the  case  of  those 
States  which  on  July  1,  1967,  provided  for  administration  (or 
supervision  thereof)  of  the  State  plan  approved  under  section 
513  (as  in  effect  on  such  date)  by  a  State  agency  other  than  the 
State  health  agency,  the  plan  of  such  State  may  be  approved 
under  this  section  if  it  would  meet  the  requirements  of  this  sub- 
section except  for  provision  of  administration  (or  supervision 
thereof)  by  such  other  agency  for  the  portion  of  the  plan  relat- 
ing to  services  for  crippled  children,  and,  in  each  such  case,  the 
portion  of  such  plan  which  each  such  agency  administers,  or  the 
administration  of  which  each  such  agency  supervises,  shall  be  re- 
garded as  a  separate  plan  for  purposes  of  this  title ; 

(3)  provides  (A)  such  methods  of  administration  (including 
methods  relating  to  the  establishment  and  maintenance  of  per- 
sonnel standards  on  a  merit  basis,  except  that  the  Secretary  shall 
exercise  no  authority  with  respect  to  the  selection,  tenure  of 
office,  and  compensation  of  any  individual  employed  in  accord- 
ance with  such  methods)  as  are  necessary  for  the  proper  and  effi- 
cient operation  of  the  plan  and  (B)  provides  for  the  training 
and  effective  use  of  paid  subprofessional  staff,  with  particular 
emphasis  on  the  full-time  or  part-time  employment  of  persons 
of  low  income,  as  community  service  aides,  in  the  administration 
of  the  plan  and  for  the  use  of  nonpaid  or  partially  paid  volun- 
teers in  providing  services  and  in  assisting  any  advisory  com- 
mittees established  by  the  State  agency ; 

(4)  provides  that  the  State  agency  will  make  such  reports,  in 
such  form  and  containing  such  information,  as  the  Secretary  may 
from  time  to  time  require,  and  comply  with  such  provisions  as  he 
may  from  time  to  time  find  necessary  to  assure  the  correctness  and 
verification  of  such  reports; 


Sec.  505(a) 


S64 


(5)  provides  for  cooperation  with  medical,  health,  nursing,  ed- 
ucational, and  welfare  groups  and  organizations  and,  with  respect 
to  the  iDortion  of  the  plan  relating  to  services  for  crippled  chil- 
dren, with  any  agency  in  such  State  charged  with  administering 
State  laws  providing  for  vocational  rehabilitation  of  physically 
handicapped  children : 

(6)  provides  for  payment  of  the  reasonable  cost  (as  deter- 
mined in  accordance  with  standards,  consistent  icith  section 
1122,  appi'oved  by  the  Secretary  and  included  in  the  plan)  of 
inpatient  hospital  services  provided  under  the  plan; 

(7)  provides,  with  respect  to  the  portion  of  the  plan  relating  to 
services  for  crippled  children,  for  early  identification  of  children 
in  need  of  health  care  and  services,  and  for  health  care  and  treat- 
ment needed  to  correct  or  ameliorate  defects  or  chronic  condi- 
tions discovei-ed  thereby,  through  provision  of  such  periodic 
screening  and  diagnostic  services,  and  such  treatment,  care  and 
other  measures  to  correct  or  ameliorate  defects  or  chronic  condi- 
tions, as  may  be  provided  in  regulations  of  the  Secretary ; 

(8)  effective  July  1,  [1978]  197 Ii.  provides  a  program  (carried 
out  directly  or  through  grants  or  contracts)  of  projects  described 
in  section  508  which  offers  reasonable  assurance,  jDarticularly  in 
areas  with  concentrations  of  low-income  families,  of  satisfactorily 
helping  to  reduce  the  incidence  of  mental  retardation  and  other 
handicapping  conditions  caused  by  complications  associated  with 
child  bearing  and  of  satisfactorily  helping  to  reduce  infant  and 
maternal  mortality ; 

(9)  effective  July  1,  [1973]  197 If  provides  a  program  (carried 
out  directly  or  through  grants  or  contracts)  of  projects  described 
in  section  509  which  offers  I'easonable  assurance,  particularly  in 
areas  with  concentrations  of  low-income  families,  of  satisfactorily 
promoting  the  health  of  children  and  youth  of  school  or  pre- 
school age ; 

(10)  effective  July  1,  [1973]  197 Jj.  provides  a  program  (carried 
out  directly  or  through  grants  or  contracts)  of  projects  described 
in  section  510  Avhich  offers  reasonable  assurance,  particularly  in 
areas  with  concentrations  of  low-income  families,  of  satisfactorily 
promoting  the  dental  health  of  children  and  youth  of  school  or 
preschool  age ; 

(11)  provides  for  carrying  out  the  purposes  specified  in  sec- 
tion 501 :  ^ 

(12)  provides  for  the  development  of  demonstration  services 
(with  special  attention  to  dental  care  for  children  and  family 
planning  services  for  mothers)  in  needy  areas  and  among  groups 
in  special  need ; 

(13)  provides  that,  where  payment  is  authorized  under  the 
plan  for  services  which  an  optometrist  is  licensed  to  perform,  the 
individual  for  whom  such  payment  is  authorized  may,  to  the  ex- 
tent practicable,  obtain  such  services  from  an  optometrist  licensed 
to  perform  such  services  except  where  such  services  are  rendered 
in  a  clinic,  or  another  appropriate  institution,  which  does  not  have 
an  arrangement  with  optometrists  so  licensed ;  [and] 

(14)  provides  that  acceptance  of  family  planning  services  pro- 
vided under  the  plan  shall  be  voluntary  on  the  part  of  the  indi- 
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vidual  to  whom  such  serA'ices  are  offered  and  shall  not  be  a  pre- 
requisite to  eligibility  for  or  the  receipt  of  any  service  under  the 
plan  1.2/ and 

{16)  provides — ■ 

{A)  that  the  State  health  agency^  or  other  appropriate 
State  medical  agency^  shall  he  responsible  for  establishing  a 
plan^  consistent  with  regulations  prescribed  by  the  Secretary^ 
for  the  review  by  ajypropriate  professional  lieaJth  personnel 
of  the  appropriateness  and  quality  of  care  and  services  fur- 
nished to  recipients  of  services  under  the  plan  and^  lohere 
applicable^  for  providing  guidance  loith  respect  thereto  to  the 
other  State  agency  referred  to  in  paragraph  {2)  ;  and 

{B)  that  the  State  or  local  agency  utilized  by  the  Secre- 
tary for  the  purpose  specified  in  the  first  sentence  of  section 
1864-{a)j  or^  if  such  agency  is  not  the  State  agency  lohich  is 
responsible  for  licensing  health  institutions^  the  State  agency 
responsible  for  such  licensing will  perform  the  function  of 
determining  lohether  institutions  and  agencies  meet  the  re- 
quirements for  participation  in  the  program  under  the  plan 
under  this  title. 

(b)  The  Secretary  shall  approve  any  plan  which  meets  the  require- 
ments of  subsection  (a) . 

Payments 

Sec.  506.  (a)  From  the  sums  appropriated  therefor  and  the  allot- 
ments available  under  section  503  (1)  or  504(1) ,  as  the  case  may  be,  the 
Secretary  shall  pay  to  each  State  which  has  a  plan  approved  under  this 
title,  for  each  quarter,  beginning  with  the  quarter  commencing  July  1, 
1968,  an  amount,  w^hich  shall  be  used  exclusively  for  carrying  out  the 
State  plan,  equal  to  one-half  of  the  total  sum  expended  during  such 
quarter  for  carrying  out  such  plan  with  respect  to  maternal  and  child 
health  services  and  services  for  crippled  children,  respectively. 

(b)  (1)  Prior  to  the  beginning  of  each  quarter,  the  Secretary  shall 
estimate  the  amount  to  which  a  State  will  be  entitled  under  subsection 
(a)  for  such  quarter,  such  estimates  to  be  based  on  (A)  a  report  filed 
by  the  State  containing  its  estimate  of  the  total  sum  to  be  expended 
in  such  quarter  in  accordance  with  the  provisions  of  such  subsection, 
and  stating  the  amount  appropriated  or  made  available  by  the  State 
and  its  political  subdivisions  for  such  expenditures  in  such  quarter, 
and  if  such  amount  is  less  than  the  State's  proportionate  share  of  the 
total  sum  of  such  estimated  expenditures,  the  source  or  sources  from 
which  the  difference  is  expected  to  be  derived,  and  (B)  such  other  in- 
vestigation as  the  Secretary  may  find  necessary. 

(2)  The  Secretary  shall  then  pay  to  the  State,  in  such  installments 
as  he  may  determine,  the  amount  so  estimated,  reduced  or  increased  to 
the  extent  of  any  overpayment  or  underpayment  which  the  Secretary 
determines  was  made  under  this  section  to  such  State  for  any  prior 
quarter  and  with  respect  to  which  adjustment  has  not  already  been 
made  under  this  subsection. 

(3)  Upon  the  making  of  an  estimate  by  the  Secretary  under  this 
subsection,  any  appropriations  available  for  payments  under  this  sec- 
tion shall  be  deemed  obligated. 
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(c)  The  Secretary  shall  also  from  time  to  time  make  payments  to 
the  States  from  their  respective  allotments  pursuant  to  section  503(2) 
or  504(2).  Payments  of  grants  under  sections  503(2),  504(2),  508, 
509,  510,  and  511,  and  of  grants,  contracts,  or  other  arrangements 
under  section  512,  may  be  made  in  advance  or  by  way  of  reimburse- 
ment, and  in  such  installments,  as  the  Secretary  may  determine;  and 
shall  be  made  on  such  conditions  as  the  Secretary  finds  necessary  to 
carry  out  the  purposes  of  the  section  involved. 

(d)  The  total  amount  determined  under  subsections  (a)  and  (b) 
and  the  first  sentence  of  subsection  (c)  for  any  fiscal  year  ending  after 
June  30,  1968,  shall  be  reduced  by  the  amount  by  which  the  sum  ex- 
pended (as  determined  by  the  Secretary)  from  non-Federal  sources 
for  maternal  and  child  health  services  and  services  for  crippled  chil- 
dren for  such  year  is  less  than  the  sum  expended  from  such  sources 
for  such  services  for  the  fiscal  year  ending  June  30,  1968.  In  the  case 
of  any  such  reduction,  the  Secretary  shall  determine  the  portion 
thereof  which  shall  be  applied,  and  the  manner  of  applying  such  re- 
duction, to  the  amounts  otherwise  payable  from  allotments  under  sec- 
tion 503  or  section  504. 

(e)  Notwithstanding  the  preceding  provisions  of  this  section,  no 
payment  shall  be  made  to  any  State  thereunder  from  the  allotments 
under  section  503  or  section  504  for  any  period  after  June  30,  1968, 
unless  the  State  makes  a  satisfactory  showing  that  it  is  extending  the 
provisions  of  services,  including  services  for  dental  care  for  children 
and  family  planning  for  mothers,  to  which  such  State's  plan  applies 
in  the  State  with  a  view  to  making  such  services  available  by  July  1, 
1975,  to  children  and  mothers  in  all  parts  of  the  State. 

(/)  Notwithstanding  the  preceding  2)rovisions  of  this  section^  no 
payment  shall  te  made  to  any  State  thereunder — 

{1)  with  respect  to  any  amount  paid  for  items  or  services  fur- 
nished under  the  plan  after  December  31^  1972^  to  the  extent  that 
such  amount  exceeds  the  charge  lohich  vwuld  he  determined  to 
he  reasonahle  for  such  items  or  services  under  the  fourth  and  fifth 
sentences  of  section  181^2  ( h )  (-5)  /  or 

{2)  loith  respect  to  any  amount  paid  for  services  furnished 
under  the  plan  after  Becemher  31^  1972,  iy  a  provider  or  other 
person  during  any  peinod  of  time^  if  payment  may  not  he  made 
under  title  XV 1 11  ivith  respect  to  semnces  furnished  hy  such  pro- 
vider or  person  during  such  periods  of  time  solely  hy  reason  of  a 
determination  hy  the  Secretary  under  section  1862(d)(1)  or 
under  clause  (7>j,  (E).or  (F)  of  section  1866(h)  (2)  ;  or ^ 

(3)  loith  respect  to  any  amount  expended  for  inpatient  hos- 
pital services  furnished  under  the  plan  to  the  extent  that  such 
amount  exceeds  the  hospitaVs  customary  charges  with  respect  to 
such  services  or  (if  such  services  are  furnished  under  the  plan 
hy  a  puhlic  institution  free  of  charge  or  at  nominal  charges  to  the 
puhlic)  exceeds  in  amount  determined  on  the  hasis  of  those  items 
(sp^ecijied  in  regulations  prescrihed  hy  the  Secretary)  included 
in  the  determination  of  such  payment  which  the  Secretary  finds 
will  provide  fair  compensation  to  such  institution  for  such  serv- 
ices; or  ^ 


1  Applies  with  respect  to  services  furnished  by  hospitals  in  accounting  periods  begin- 
ning after  December  31,  1972. 
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(^)  loith  resj^ect  to  any  amount  expended  for'  services  furnished 
under  the  plan  ~by  a  hospital  unless  such  hospital  has  in  effect  a 
utilization  7'eview  plan  which  meets  the  requirement  Imposed  hy 
section  1861  (k)  for  purposes  of  title  XVIII ;  and  if  such  hospital 
has  in  effect  such  a  utilization  review  plan  for  purposes  of  title 
XV II I ^  such  plan  shall  serve  as  the  plan  required  hy  this  suhsec- 
tion  {with  the  same  standards  and  procedures  and  the  same  review 
committee  or  group)  as  a  condition  of  payment  under  this  title; 
the  Secretary  is  authorized  to  waive  the  requirements  of  this  para- 
graph in  any  State  if  the  State  agency  demonstrates  to  his  sat- 
isfaction that  it  has  in  operation  utilization  revieio  procedures 
lohich  are  superior  in  their  effectiveness  to  the  procedures  required 
under  section  1861  (k). 
(g)  For  limitation  on  Federal  participation  for  capital  exp^enditures 
which  are  out  of  conformity  with  a.  comprehensive  plan  of  a  State  or 
areawide  planning  agency^  see  section  1122. 

Operation  of  State  Plans 

Sec.  507.  If  the  Secretary,  after  reasonable  notice  and  opportunity 
for  hearing  to  the  State  agency  administering  or  supervising  the  ad- 
ministration of  the  State  plan  approved  under  this  title,  finds — 

(1)  that  the  plan  has  been  so  changed  that  it  no  longer  com- 
plies with  the  provisions  of  section  505 ;  or 

(2)  that  in  the  administration  of  the  plan  there  is  a  failure 
to  comply  substantially  with  any  such  provision ; 

the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  affected 
by  such  failure),  until  the  Secretary  is  satisfied  that  there  will  no 
longer  be  any  such  failure  to  comply.  Until  he  is  so  satisfied  he  shall 
make  no  further  payments  to  such  State  (or  shall  limit  payments  to 
categories  under  or  parts  of  the  State  plan  not  affected  by  such 
failure). 

Special  Project  Grants  for  Maternity  and  Infant  Care 

Sec.  508.  (a)  In  order  to  help  reduce  the  incidence  of  mental  retarda- 
tion and  other  handicapping  conditions  caused  by  complications  as- 
sociated with  childbearing  and  to  help  reduce  infant  and  maternal 
mortality,  the  Secretary  is  authorized  to  make,  from  the  sums  avail- 
able under  clause  (B)  of  paragraph  (1)  of  section  502,  grants  to  the 
State  health  agency  of  any  State  and,  with  the  consent  of  such  agency, 
to  the  health  agency  of  any  political  subdivision  of  the  State,  and  to 
any  other  public  or  nonprofit  private  agency,  institution,  or  organiza- 
tion, to  pay  not  to  exceed  75  percent  of  the  cost  (exclusive  of  general 
agency  overhead)  of  any  project  for  the  provision  of — 
I  '  (1)  necessary  health  care  to  prospective  mothers  (including, 

after  childbirth,  health  care  to  mothers  and  their  infants)  who 
have  or  are  likely  to  have  conditions  associated  Avith  childbearing 
or  are  in  circumstances  which  increase  the  hazards  to  the  health 
of  the  mothers  or  their  infants  (including  those  which  may  cause 
physical  or  mental  defects  in  the  infants) ,  or 
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(2)  necessary  health  care  to  infants  during  their  first  year  of 
life  who  have  any  condition  or  are  in  circumstances  which  in- 
crease the  hazards  to  their  health,  or 

(3)  family  planning  services,  but  only  if  the  State  or  local 
agency  determines  that  the  recipient  will  not  otherwise  receive 
such  necessary  health  care  or  services  because  he  is  from  a  low- 
income  family  or  for  other  reasons  beyond  his  control.  Accept- 
ance of  family  planning  services  provided  under  a  project  under 
this  section  (and  section  512)  shall  be  voluntary  on  the  part  of 
the  individual  to  whom  such  services  are  offered  and  shall  not  be 
a  prerequisite  to  the  eligibility  for  or  the  receipt  of  any  service 
under  such  project. 

(b)  No  grant  may  be  made  under  this  section  for  any  project  for 
any  period  after  June  30,  [19733  1^'^^- 

Special  Project  Grants  for  Health  of  School  and  Preschool 

Children 

Sec.  509.  (a)  In  order  to  promote  the  health  of  children  and  youth 
of  school  or  preschool  age,  particularly  in  areas  with  concentrations 
of  low-income  families,  the  Secretary  is  authorized  to  make,  from  the 
sums  available  under  clause  (B)  of  paragraph  (1)  of  section  502, 
grants  to  the  State  health  agency  of  any  State  and  (with  the  consent 
of  such  agency)  to  the  health  agency  of  any  political  subdivision  of 
the  State,  to  the  State  agency  of  the  State  administering  or  supervis- 
ing the  administration  of  the  State  plan  approved  under  section  505, 
to  any  school  of  medicine  (with  appropriate  participation  by  a  school 
of  dentistry) ,  and  to  any  teaching  hospital  affiliated  with  such  a  school, 
to  pay  not  to  exceed  75  percent  of  the  cost  of  projects  of  a  com- 
prehensive nature  for  health  care  and  services  for  children  and  youth 
of  school  age  or  for  preschool  children  (to  help  them  prepare  to  start 
school).  No  project  shall  be  eligible  for  a  grant  under  this  section 
unless  it  provides  ( 1 )  for  the  coordination  of  health  care  and  services 
provided  under  it  with,  and  utilization  (to  the  extent  feasible)  of, 
other  State  or  local  health,  welfare,  and  education  programs  for  such 
children,  (2)  for  payment  of  {A)  the  reasonable  cost  (as  determined 
in  accordance  with  standards,  consistent  loith  section  1122.  approved 
by  the  Secretary)  of  inpatient  hospital  services  provided  under  the 
project,  or  (B)  if  less,  the  customary  charges  with  respect  to  such 
services  provided  under  the  project,  or  (C)  if  such  s&rvices  are  fur- 
nished under  the  project  ty  a  public  institution  free  of  charge  or  at 
nominal  charges  to  the  public,  an  amount  determined  on  the  basis  of 
those  items  (specified  in  regulations  prescribed  by  the  Secretary)  in- 
cluded in  the  determination  of  such  reasonable  cost  which  the  Secre- 
tary finds  will  provide  fair  compensation  to  such  institution  for  such 
services,^  and  (3)  that  any  treatment,  correction  of  defects,  or  after- 
care provided  under  the 'project  is  available  only  to  children  who 
would  not  otherwise  receive  it  because  they  are  from  low-income  fam- 
ilies or  for  other  reasons  beyond  their  control ;  and  no  such  project 
for  children  and  youth  of  school  age  shall  be  considered  to  be  of  a 
comprehensive  nature  for  purposes  of  this  section  unless  it  includes 


110  Applies  with  respect  to  services  furnislied  by  Iiospitals  in  accounting  periods  begin- 
ning after  December  81,  1972. 
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(subject  to  the  limitation  in  the  preceding  provisions  of  this  sentence) 
I  at  least  such  screening,  diagnosis,  preventive  services,  treatment,  cor- 
1  rection  of  defects,  and  aftercare,  both  medical  and  dental,  as  may  be 
!    provided  for  in  regulations  of  the  Secretary. 

(b)  No  grant  may  be  made  under  this  section  for  any  project  for 

any  period  after  June  30,  [1973]  197 J^. 

Special  Project  Grants  for  Dental  Health  of  Children 

Sec.  510.  (a)  In  order  to  promote  the  dental  health  of  children 
and  youth  of  school  or  preschool  age,  particularly  in  areas  with  con- 
1    centrations  of  low-income  families,  the  Secretary  is  authorized  to  make 
grants,  from  the  sums  available  under  clause  (B)  of  paragraph  (1) 
:!    of  section  502,  to  the  State  health  agency  of  any  State  and  (with  the 
j    consent  of  such  agency)  to  the  health  agency  of  any  political  subdi- 
I    vision  of  the  State,  and  to  any  other  public  or  nonprofit  private  agency, 
i    institution,  or  organization,  to  pay  not  to  exceed  75  percent  of  the 
!    cost  of  projects  of  a  comprehensive  nature  for  dental  care  and  services 
j    for  children  and  youth  of  school  age  or  for  preschool  children.  No 
i    project  shall  be  eligible  for  a  grant  under  this  section  unless  it  pro- 
i    vides  that  any  treatment,  correction  of  defects,  or  aftercare  provided 
j    under  the  project  is  available  only  to  children  who  Avould  not  other- 
t    Avise  receive  it  because  they  are  from  low-income  families  or  for  other 
I    reasons  beyond  their  control,  and  unless  it  includes  (subject  to  the 
limitation  of  the  foregoing  provisions  of  this  sentence)  at  least  such 
preventive  services,  treatment,  correction  of  defects,  and  aftercare, 
for  such  age  groups,  as  may  be  provided  in  regulations  of  the  Secre- 
I    tary.  Such  projects  may  also  include  research  looking  toAvard  the  de- 
I    velopment  of  new  methods  of  diagnosis  or  treatment,  or  demonstration 
:    of  the  utilization  of  dental  personnel  with  various  levels  of  training, 
(b)  No  grant  mav  be  made  under  this  section  for  any  project  for 
any  period  after  June  30,  [19731  197 If. 

Training  of  Personnel 

Sec.  511.  From  the  sums  available  under  clause  (C)  of  paragraph 
(1)  or  clause  (B)  of  paragraph  (2)  of  section  502,  the  Secretary  is 
:    authorized  to  make  grants  to  public  or  nonprofit  private  institutions 
!    of  higher  learning  for  training  personnel  for  health  care  and  related 
services  for  m.others  and  children,  particularly  mentally  retarded  chil- 
dren and  children  with  multiple  handicaps.  In  making  such  grants  the 
I    Secretary  shall  give  special  attention  to  programs  providing  training 
at  the  undergraduate  level. 

Research  Projects  Relating  to  Maternal  and  Child  Health 
Services  and  Crippled  Children's  Services 

Sec.  512.  From  the  sums  available  under  clause  (C)  of  paragraph 
I  (1)  or  clause  (B)  of  paragraph  (2)  of  section  502,  the  Secretary  is 
I  authorized  to  make  grants  to  or  jointly  financed  cooperative  arrange- 
I  ments  with  public  or  other  nonprofit  institutions  of  higher  learning, 
j  and  public  or  nonprofit  private  agencies  and  organizations  engaged  in 
.1    research  or  in  maternal  and  child  health  or  crippled  children's  pro- 


Sec.  513(a) 


870 


grams,  and  contracts  with  public  or  nonprofit  private  agencies  and  or- 
ganizations engaged  in  research  or  in  such  programs,  for  research  \ 
projects  relating  to  maternal  and  child  health  services  or  crippled  I 
children's  services  which  show  promise  of  substantial  contribution  to  j 
the  advancement  thereof.  Effective  with  respect  to  grants  made  and  ! 
arrangements  entered  into  after  June  30,  1968,  (1)  special  emphasis  i 
shall  be  accorded  to  projects  which  will  help  in  studying  the  need  for,  i 
and  the  feasibility,  costs,  and  effectiveness  of,  comprehensive  health  i 
care  programs  in  which  maximum  use  is  made  of  health  personnel 
with  varying  levels  of  training,  and  in  studying  methods  of  training  ; 
for  such  programs,  and  (2)  grants  under  this  section  may  also  in-  : 
elude  funds  for  the  training  of  health  personnel  for  work  in  such 
projects.  I 

Administration  | 

Sec.  513.  (a)  The  Secretary  of  Health,  Education,  and  Welfare  I 
shall  make  such  studies  and  investigations  as  will  promote  the  efficient  j 
administration  of  this  title.  ' 

(b)  Such  portion  of  the  appropriations  for  grants  under  section  I 
501  as  the  Secretary  may  determine,  but  not  exceeding  one-half  of  \ 
1  percent  thereof,  shall  be  available  for  evaluation  by  the  Secretary 
(directly  or  by  grants  or  contracts)  of  the  programs  for  which  such 
appropriations  are  made  and,  in  the  case  of  allotments  from  any  such 
appropriation,  the  amount  available  for  allotments  shall  be  reduced 
accordingly. 

(c)  Any  agency,  institution,  or  organization  shall,  if  and  to  the  ex- 
tent prescribed  by  the  Secretary,  as  a  condition  to  receipt  of  grants 
under  this  title,  cooperate  with  the  State  agency  administering  or  ' 
supervising  the  administration  of  the  State  plan  approved  under 
title  XIX  in  the  provision  of  care  and  services,  available  under  a  plan  j 
or  project  under  this  title,  for  children  eligible  therefor  under  such 
plan  approved  under  title  XIX. 

Definition  | 

I 

Sec.  514.  For  purposes  of  this  title,  a  crippled  child  is  an  indi-  | 
vidual  under  the  age  of  21  who  has  an  organic  disease,  defect,  or  | 
condition  which  may  hinder  the  achievement  of  normal  growth  and  i 
development.  ^ 
Observance  of  Religious  Beliefs 

Sec.  515.  Nothing  in  this  title  shall  be  construed  to  require  any  j 
State  which  has  any  plan  or  program  approved  under,  or  receiving  I 
financial  support  under,  this  title  to  compel  any  person  to  undergo  any  i 
medical  screening,  examination,  diagnosis,  or  treatment  or  to  accept 
any  other  health  care  or  services  provided  under  such  plan  or  program 
for  any  purpose  (other  than  for  the  purpose  of  discovering  and  pre- 
venting the  spcad  of  infection  or  contagious  disease  or  for  the  purpose 
of  protecting  envii'onmental  health),  if  such  person  objects  (or,  in 
case  such  person  is  a  child,  his  parent  or  guardian  objects)  thereto  on 
religious  grounds. 
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[(4)  periodic  review  by  such  State  agency  of  the  determination 
under  paragraph  (1)  to  ascertain  whether  conditions  justifying 
such  determination  still  exist,  with  provision  for  termination  of 
such  payments  if  they  do  not  and  for  seeking  judicial  appoint- 
ment of  a  guardian  or  other  legal  representative,  as  described  in 
section  1111,  if  and  when  it  appears  that  such  action  will  best 
serve  the  interests  of  such  needy  individual ;  and 

[(5)  opportunity  for  a  fair  hearing  before  the  State  agency  on 
the  determination  referred  to  in  paragraph  (1)  for  any  individual 
with  respect  to  whom  it  is  made.] 

ijH  ^  ^  Hi  ^  Hi 


TITLE  VI— GRANTS  TO  STATES  FOR  SERVICES  TO  THE 
AGED.  BLIND,  OR  DISABLED 


Sec.  601.  Appropriation  

Sec.  602.  State  Plans  for  Services  to  the  Aged,  Blind,  or  DisaMed. 

Sec.  603.  Payments  to  States  .  

Sec.  60If.  Operation  of  State  Plans  

Sec.  605.  Definition  
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Appropriation 


Section  601,  For  the  purpose  of  encouraging  each  State^  as  far  as 
practicable  under  the  conditions  in  such  State^  to  furnish  reha- 

hilitation  and  other  services  to  help  needy  individuals  loho  are  66  years 
of  age  or  over.,  are  hlind.  or  are  disahled  to  attain  or  retain  capability 
for  self-support  or  self-care^  there  is  herehy  authorized  to  he  appro- 
priated for  each  fiscal  year,  subject  to  Section  1130.  a  sum  sufficient 
to  carry  out  the  purposes  of  this  title.  The  sums  made  available  under 
this  section  shall  he  used  for  making  payments  to  States  which  have 
suhmitted.  and  had  approved  hy  the  Secretary  of  Healthy  Education, 
and  ^Y  elf  are.  State  plans  for  services  to  the  aged,  hlind,  or  disahled. 

State  Plans  for  Services  to  the  Aged,  Blind,  or  Disabled 

Sec.  602.  (a)  State  plan  for  services  to  the  aged,  hlind.  or  disabled, 
disahled,  must — • 

(7)  except  to  the  extent  permitted  hy  the  Secretary,  provide  that 
it  shall  he  in  effect  in  all  political  suhdivisions  of  the  State,  and  if 
administered  hy  them,  he  mandatory  upon  them; 

{2)  provide  for  financial  participation  hy  the  State; 

{3)  either  provide  for  the  estahlishment  or  designation  of  a 
single  State  agency  to  administer  the  plan,  or  provide  for  the 
estahlishment  or  designation  of  a  single  State  agency  to  supervise 
the  administration  of  the  plan; 

{Jf)  provide  {A)  such  methods  of  administration  (including 
methods  relating  to  the  estahlishment  and  maintenance  of  per- 
sonnel standards  on  a  merit  hasis,  except  that  the  Secretary  shall 
exercise  no  authority  with  respect  to  the  selection,  tenure  of  office, 
and  compensation  of  any  individual  employed  in  accordance  with 
such  methods)  as  are  found  hy  the  Secretary  to  he  necessary  for 
the  proper  and>  efficient  oj>eration  of  the  pdan,  and  (B)  for  the 
training  and  effective  use  of  paid  suhprofessional  staff,  with  par- 
ticular emphasis  mi  the  full-time  or  part-time  employment  of  per- 
sons of  low  income,  as  community  service  aides,  in  the  administra- 
tion of  the  plan  and  for  the  use  of  nonpaid  or  partially  paid  vol- 
unteers in  a  social  service  volunteer  program  in  providing  services 
under  the  plan  and  in  assisting  any  advisory  committees  estah- 
lished  hy  the  State  agency; 
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(5)  pro-vide  that  the  State  agency  loill  make  such  reports^ 
in  such  form  and  containing  such  information^  as  the  Secretary 
may  from  time  to  time  require^  and  comply  with  such  provisions 
as  the  Secretary  may  from  time  to  time  find  necessary  to  assure 
the  correctness  and  verification  of  such  reports,' 

(6)  provide  safeguards  which  permit  the  use  or  disclosure  of 
information  concening  applicants  or  recipients  only  {A)  to  public 
officials  loho  require  such  information  in  connection  ivith  their 
official  duties^  or  (B)  to  other  persons  for  purposes  directly  con- 
nected with  the  administration  of  the  State  plan; 

(7)  provide^  if  the  plan  includes  sei^vices  to  individuals  in  pri- 
vate or  public  institutions^  for  the  establishment  or  designation 
of  a  State  authority  or  authorities  which  shall  be  responsible  for 
establishing  and  maintaining  standards  for  sueh  institutions; 

(8)  provide  a  description  of  the  services  which  the  State  agency 
makes  available  under  the  plan^  including  a  descmption  of  the 
steps  taken  to  assure^  in  the  provision  of  such  services^  maximum 
utilization  of  other  agencies  providing  similar  or  related  services; 

(9)  provide  that^  in  determining  whether  an  individual  is  blind, 
there  shall  be  an  examination  by  a  physician  skilled  in  the  dis- 
eases of  the  eye  or  by  an  optometrist^  whichever  the  individual 
may  select; 

{10)  include  reasonable  standards^  consistent  with  the  objec- 
tives of  this  title^  for  determining  eligibility  for  and  the  extent  of 
services  under  the  plan; 

{11)  if  the  State  plan  includes  sei^vices  to  individuals  65  years 
of  age  or  older  who  are  patients  in  institutions  for  mentcd  dis- 
eases— 

{A)  provide  for  having  in  effect  such  agreements  or  other 
arrangements  icith  State  autho'iities  concerned  loith  mental 
diseases^  and  tchere  appropriate^  with  such  institutions^  as 
may  be  necessary  for  carrying  out  the  State  plan^  including 
arrangements  for  joint  planning  and  for  development  of 
alternate  methods  of  care^  arrangements  providing  assurance 
of  immediate  readmittance  to  institutions  tvhere  needed  for 
individuals  under  alternate  plans  of  care^  and  arrangements 
providing  for  access  to  patients  and  facilities^  for  furnishing 
information^  and  for  making  reports; 

{B)  provide  for  an  individual  plan  for  each  such  patient 
to  assure  that  the  institutional  care  provided  to  him  is  in  his 
best  interests^  including^  to  that  end,  assurances  that  there 
ivill  be  initial  and^  periodic  revieiv  of  his  medical  and  other 
needs^  that  he  will  be  given  appropriate  medical  treatment 
ivithin  the  institution,  and  that  there  loill  be  a  periodic  deter- 
mination of  his  need  for  continned  treatment  in  the  institv- 
tion;  and 

{C)  provide  for  the  development  of  alternate  plans  of  care, 
making  maximum  utilization,  of  available  resources^  for  per- 
sons receiving  services  under  the  State  plan  who  are  65  years 
of  age  or  older  and  who  would  otherioise  need  care  in  such 
institutions;  for  sei'vices  referred  to  in  section  603 {a)  {1)  {A) 
(^)  and  {ii)  which  are  appropriate  for  such  persons  receiving 
services  and  for  such  patients;  and  for  m.ethods  of  adminis- 


Sec.  602(b) 


874 


tration  necessary  to  assure  that  the  responsibUities  of  the  State 
agency  under  the  State  plan  with  respect  to  such  persons  re- 
ceiving services  and  such  patients  will  he  effectively  carried 
out; 

{12)  if  the  State  plan  includes  services  to  individuals  65  years 
of  age  or  older  who  are  patients  in  public  institutions  for  mental 
diseases^  show  that  the  State  is  making  satisfactory  progress  to- 
ward developing  and  implementing  a  comprehensive  mental 
health  program^  including  pi^ovision  for  utilization  of  community 
mental  health  centers^  nursing  homes^  and  other  alternatives  to 
care  in  public  institutions  for  mental  diseases. 
Notwithstanding  paragraph  (c?),  if  on  October  i,  1972^  the  State 
agency  which  administered  or  supervised  the  administration  of  the 
plan  of  such  State  approved  under  title  X  {or  so  much  of  the  plan  of 
such  State  approved  under  title  XVI  as  applies  to  the  blind)  was  dif- 
ferent from  the  State  agency  lohich  administered  or  supervised  the 
administration  of  the  plan  of  such  State  approved  under  title  I  and 
the  State  agency  lohich  administered  or  supervised  the  administra- 
tion of  the  plan  of  such  State  approved  under  title  XIV  {or  so  much 
of  the  plan  of  such  State  approved  under  title  XVI  as  applies 
to  the  aged  and  disabled)^  the  State  agency  which  administered  or 
supervised  the  administration  of  such  plan  approved  under  title  X 
{or  so  much  of  the  plan  of  such  State  approved  under  title  XVI  as 
applies  to  the  blind)  may  be  designated  to  administer  or  supervise  the 
administration  of  the  portion  of  the  State  plan  for  services  to  the  aged^ 
blind ^  or  disabled  which  relates  to  blind  individuals  and  a  separate 
State  agency  may  be  established  or  designated  to  administer  or  super- 
vise the  administration  of  the  rest  of  such  plan;  and  in  such  case  the 
part  of  the  plan  ivhich  each  such  agency  administers^  or  the  adminis- 
tration of  which  each  such  agency  supervises^  shall  be  regarded  as  a 
separate  plan  for  purposes  of  this  title. 

{b)  The  Secretary  shall  approve  any  plan  which  fulfills  the  condi- 
tions specified  in  subsection  {a),  except  that  he  shall  not  approve  any 
plan  which  imposes^  as  a  condition  of  eligibility  for  services  under  the 
plan — 

{!)  an  age  requirement  of  more  than  sixty-five  years;  or 

{2)  any  residence  requirement  which  excludes  any  individual 

who  resides  in  the  State;  or 

{3)  any  citizenship  requirement  which  excludes  any  citizen  of 

the  United  States. 

Payments  to  States 

Sec.  603,  {a)  From  the  sums  appropriated  therefor^  the  Secretary 
shall^  subject  to  section  1130^  pay  to  each  State  lohich  has  a  plan 
approved  under  this  title^  for  each  quarter — 

{!)  in  the  case  of  any  State  ivhose  State  plan  approved  under 
section  602  meets  the  requirements  of  subsection  {c){l),  an 
amount  equal  to  the  sum  of  the  folloioing  proportions  of  the  total 
amounts  expended  during  such  quarter  as  found  necessary  by  the 
Secretary  of  Healthy  Education^  and  Welfare  for  the  proper  and 
efficient  administration  of  the  State  plan — 
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(A)  75  per  centum  of  so  much  of  such  expenditures  as  are 
for — 

(^)  services  which  are  prescribed  pursuant  to  subsec- 
tion (c)  (1)  and  are  provided  (in  accordance  with  the 
next  sentence)  to  applicants  for  or  recipients  of  supple- 
mentary security  income  benefits  under  title  XVI  to  help 
them  attain  or  retain  capability  for  self-support  or  self- 
care,  or 

(ii)  other  services,  specified  by  the  Secretary  as  likely 
to  prevent  or  reduce  dependency,  so  provided  to  such  ap- 
plicants or  recipients,  or 

{Hi)  any  of  the  services  prescribed  pursuant  to  sub- 
section {c)  (1),  and  of  the  services  specified  as  provided 
in  clause  {ii) ,  which  the  Secretary  may  specify  as  appro- 
priate for  individuals  who,  within  such  period  or  periods 
as'  the  Secretary  may  presci^ibe,  have  been  or  are  likely 
to  become  applicants  for  or  recipients  of  supplementary 
security  income  benefits  under  title  XVI,  if  such  services 
are  requested  by  such  individuals  and  are  provided  to 
such  individuals  in  accordance  with  the  next  sentence,  or 

{iv)  the  training  of  personnel  employed  or  preparing 
for  employment  by  the  State  agency  or  by  the  local  agency 
administering  the  plan  in  the  political  subdivision;  plus 

(B)  one-half  of  so  much  of  such  expenditures  {not  included 
under  subparagraph  {A))  a^  are  for  services  provided  {in 
accordance  with  the  next  sentence)  to  applicants  for  or  recip- 
ients of  supplementally  security  income  benefits  under  title 
XVI,  and  to  individuals  requesting  such  services  who  {within 
such  period  or  periods  as  the  Secretary  may  prescribe)  have 
been  or  are  likely  to  become  applicants  for  or  recipients  of 
such  benefits;  plus 

{C)  one-half  of  the  remainder  of  such  expenditures. 
The  services  referred  to  in  subparagraphs  {A)  and  {B)  shall,  ex- 
cept to  the  extent  specified  by  the  Secretary,  include  only — 

{D)  services  provided  by  the  staff  of  the  State  agency,  or 
of  the  local  agency  administering  the  State  plan  in  the  politi- 
cal subdivision:  Provided,  That  no  funds  authorized  under 
this  title  shall  be  available  for  services  defined  as  vocational 
rehabilitation  services  under  the  Vocational  Rehabilitation 
Act  {i)  which  are  available  to  individuals  in  need  of  them 
under  programs  for  their  rehabilitation  carried  on  under  a 
State  plan  approved  under  such  Act,  or  {ii)  which  the  State 
agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  approved  under  such  Act  are  able 
and  willing  to  provide  if  reimbursed  for  the  cost  thereof  pur- 
suant to  agreement  under  subparagraph  {E),  if  provided  by 
such  staff,  and 

{E)  under  conditions  which  shall  be  prescribed  by  the 
Secretary,  services  which  in  the  judgment  of  the  State  agency 
cannot  be  as  economically  or  as  effectively  provided  by 
the  staff  of  such  State  or  local  agency  and  are  not  other- 
wise reasonably  available  to  individuals  in  need  of  them,  and 
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which  are  provided^  fursuant  to  agreement  with  the  State 
agency^  hy  the  State  health  authority  or  the  State  agency  or 
agencies  administering  or  swpervising  the  administration  of 
the  State  plan  for  vocational  rehabilitation  services  approved 
under  the  Vocational  Rehabilitation  Act  or  by  any  other  State 
agency  which  the  Secretary  may  determine  to  be  appropriate 
{whether  provided  by  its  staff  or  by  contract  with  public 
{local)  or  nonprofit  private  agencies)  ; 
except  that  services  described  in  clause  {ii)  of  subparagraph  {D) 
hereof  may  be  provided  only  pursuant  to  agreement  with  such 
State  agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  for  vocational  rehabilitation  services 
so  approved.  The  portion  of  the  amount  expended  for  administra- 
tion of  the  State  plan  to  which  subparagraph  {A)  applies  and  the 
portion  thereof  to  which  subparagraphs  {B)  and  {C)  apply  shall 
be  determined  in  accordance  with  such  methods  and  procedures  as 
may  be  permitted  by  the  Secretary ;  and 

{2)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  602  does  not  meet  the  requirements  of  subsection  {c)  {!), 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended  dur- 
ing such  quarter  as  found  necessary  by  the  Secretary  for  the 
proper  and  efficient  administration  of  the  State  plan^  including 
services  referred  to  in  paragraph  {1)  and  provided  in  accordance 
with  the  provisions  of  such  paragraph, 
{b)  {1)  Prior  to  the  beginning  of  each  quarter^  the  Secretary  shall 
estimate  the  amount  to  which  a  State  will  be  entitled  under  subsection 
{a)  for  such  quarter.,  such  estimates  to  be  based  on  {A)  a  report  fled 
by  the  State  containing  its  estimate  of  the  total  sum  to  be  expended  in 
such  quarter  in  accordance  with  the  provisions  of  such  subsection.,  and 
stating  the  amownt  appropriated  or  made  available  by  the  State  and 
its  political  subdivisions  for  such  expenditures  in  such  quarter^  and 
if  such  amount  is  less  than  the  Staters  proportionate  share  of  the  total 
sum  of  such  estimated  expenditures.,  the  source  or  sources  from  which 
the  difference  is  expected  to  be  derived^  and  {B)  such  other  investiga- 
tion as  the  Secretary  may  find  necessary. 

{2)  The  Secretary  shall  then  pay^  in  such  installments  as  he  may 
determine,  to  the  State  the  amount  so  estimated,  reduced  or  increased 
to  the  extent  of  any  overpayment  or  underpayment  ichich  the  Secre- 
tary determines  loas  made  under  this  section  to  such  State  for  any 
prior  quarter  and  with  respect  to  lohich  adjustment  has  not  already 
been  made  under  this  subsection. 

{3)  Upon  the  making  of  any  estimate  by  the  Secretary  under  this 
subsection,  any  appropriations  available  for  payments  under  this 
section  shall  be  deemed  obligated. 

{c)  {!)  In  order  for  a  State  to  qualify  for  payments  under  para- 
graph {!)  of  suhsection  {a) ,  its  State  plan  approved  under  section  602 
must  provide  that  the  State  agency  shall  make  available  to  applicants 
for  and  recipients  of  supplementary  security  income  benefits  under 
title  XVI  at  least  those  sei^vices  to  help  them  attain  or  retain  capability 
for  self-support  or  self-care  which  are  prescrihed  by  the  Secretary. 

{2)  In  the  case  of  any  State  lohose  State  plan  included  a  provision 
meeting  the  requirements  of  paragraph  (/),  but  with  respect  to  which 
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the  Secretary  finds^  after  reasonable  notice  and  opportwnity  for  hear- 
ing to  the  State  agency^  administering  or  supervising  the  administra- 
tion of  such  plan^  that — 

{A)  the  provision  has  teen  so  changed  that  it  no  longer  com- 
plies with  the  requirements  of  paragraph  (i),  or 

(B)  in  the  administration  of  the  plan  there  is  a  failure  to 
comply  substantially  with  such  provision, 
the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  he  made  to  the  State  under  paragraph  {1)  of  subsection  (a) 
until  he  is  satisfied  that  there  loill  no  longer  be  any  such  failure  to 
comply.  Until  the  Secretary  is  so  satisfied  further  payments  with 
respect  to  the  administration  of  such  State  plan  shall  not  be  made 
under  paragraph  {1)  of  subsection  (a)  but  shall  instead  be  made, 
subject  to  the  other  provisions  of  this  title,  under  paragraph  {2)  of 
such  subsection. 

(d)  Notwithstanding  the  2^eceding  provisions  of  this  section,  the 
amount  determined  under  such  provisions  for  any  State  for  any 
quarter  which  is  attributable  to  expenditures  loith  respect  to  individ- 
uals 65  years  of  age  or  older  who  are  patients  in  institutions  for  mental 
diseases  shall  be  paid  only  to  the  extent  that  the  State  makes  a  shoioing 
satisfactory  to  the  Secretary  that  total  expenditures  in  the  State  from 
Federal,  State,  and  local  sources  for  mental  health  services  (including 
payments  to  or  in  behalf  of  individuals  with  mental  health  problems) 
under  State  and  local  public  health  and  public  welfare  prograrrvs  for 
such  quarter  exceed  the  average  of  the  total  expenditures  in  the  State 
from  such  sources  for  such  services  under  such  programs  for  each 
quarter  of  the  fiscal  year  ending  June  SO,  1965.  For  purposes  of  this 
subsection,  expenditures  for  such  services  for  each  quarter  in  the  fiscal 
year  ending  June  30, 1965,  in  the  case  of  any  State  shall  be  determined 
on  the  basis  of  the  latest  data,  satisfactory  to  the  Secretary,  available 
to  him  at  the  time  of  the  first  determination  by  him  under  this  sub- 
section for  such  State  j  and  expenditures  for  such  services  for  any 
quarter  beginning  after  December  31,  1965,  in  the  case  of  any  State 
shall  be  determined  on  the  basis  of  the  latest  data,  satisfactory  to  the 
Secretary^  available  to  him  at  the  time  of  the  determination  under  this 
subsection  for  such  State  for  such  quarter;  and  determinations  so  made 
shall  be  conclusive  for  purposes  of  this  subsection. 

Operation  of  State  Plans 

Sec,  604,  If  the  Secretary,  after  reasonable  notice  and  opportu- 
nity for  hearing  to  the  State  agency  administering  or  supervising  the 
administration  of  the  State  plan  approved  under  this  title,  finds — 

{1)  that  the  plan  no  longer  complies  with  the  provisions  of 
section  602;  or 

[2)  that  in  the  administration  of  the  plan  there  is  a  failure 
to  comply  suhstantially  with  any  such  provision; 
the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  {or,  in  his  discretion^  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  flan  not  affected 
by  such  failure),  until  the  Secretary  is  satisfied  that  there  will  no 
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longer  he  any  such  failure  to  comply.  Until  he  is  so  satisfied  he  shall 
make  no  further  payments  to  such  State  {or  shall  limit  payments  to 
categories  under  or  parts  of  the  State  plan  not  affected  hy  su<ch 
failure). 

Definition 

Sec.  605.  For  purposes  of  this  title,  the  term  ''services  to  the  aged, 
hlind,  or  disabled'^''  means  services  {including  hut  not  limited  to  the 
services  referred  to  in  Section  603 {a)  {1)  {A)  and  {B) )  provided  for 
or  on  hehalf  of  needy  individuals  who  are  65  years  of  age  or  older  or 
are  hlind^  or  aire  disabled. 


[TITLE  X— GRANTS  TO  STATES  FOR  AID  TO  THE  BLIND 
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[Appropriation 


[Section  1001.  For  the  purpose  of  enabling  each  State  to  furnish 
financial  assistance,  as  far  as  practicable  under  the  conditions  in  such 
State,  to  needy  individuals  who  are  blind  and  of  encouraging  each 
State,  as  far  as  practicable  under  such  conditions,  to  furnish  rehabili- 
tation and  other  services  to  help  such  individuals  attain  or  retain 
capability  for  self-support  or  self -care,  there  is  hereby  authorized  to 
be  appropriated  for  each  fiscal  year  a  sum  sufficient  to  carry  out  the 
purposes  of  this  title,  The  sums  made  available  under  this  section  shall 
be  used  for  making  payments  to  States  which  have  submitted,  and  had 
approved  by  the  Secretary  of  Health,  Education,  and  Welfare,  State 
plans  for  aid  to  the  blind. 


[Sec.  1002.  (a)  A  State  plan  for  aid  to  the  blind  must  (1)  provide 
that  it  shall  be  in  effect  in  all  political  subdivisions  of  the  State, 
and,  if  administered  by  them,  be  mandatory  upon  them;  (2)  provide 
for  financial  participation  by  the  State;  (3)  either  provide  for  the 
establishment  or  designation  of  a  single  State  agency  to  administer  the 
plan,  or  provide  for  the  establishment  or  designation  of  a  single  State 
agency  to  supervise  the  administration  of  the  plan;  (4)  provide  for 
granting  an  opportunity  for  a  fair  hearing  before  the  State  agency 
to  any  individual  whose  claim  for  aid  to  the  blind  is  denied  or  is  not 
acted  upon  with  reasonable  promptness;  (5)  provide  (A)  such  meth- 
ods of  administration  (including  after  January  1, 1940,  methods  relat- 
ing to  the  establishment  and  maintenance  of  personnel  standards  on  a 
merit  basis,  except  that  the  Secretary  shall  exercise  no  authority  with 
respect  to  the  selection,  tenure  of  office,  and  compensation  of  any 
individual  employed  in  accordance  with  such  methods)  as  are  found 
by  the  Secretary  to  be  necessary  for  the  proper  and  efficient  operation 
of  the  plan,  and  (B)  for  the  training  and  effective  use  of  paid  subpro- 
fessional  staff,  with  j)articular  emphasis  on  the  full-time  or  part-time 
employment  of  recipients  and  other  persons  of  low-income,  as  com- 
munity service  aides,  in  the  administration  of  the  plan  and  for  the  use 
of  nonpaid  or  partially  paid  volunteers  in  a  social  service  volunteer 
program  in  providing  services  to  applicants  and  recipients  and  in  as- 
sisting any  advisory  committees  established  by  the  State  agency; 
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(6)  provide  that  the  State  agency  will  make  such  reports,  in  such  form 
and  containing  such  information,  as  the  Secretary  may  from  time  to 
time  require,  and  comply  with  such  provisions  as  the  Secretary  may 
from  time  to  time  find  necessary  to  assure  the  correctness  and  verifica- 
tion of  such  reports;  and  (7)  provide  that  no  aid  will  be  furnished  any 
individual  under  the  plan  with  respect  to  any  period  with  respect  to 
which  he  is  receiving  old-age  assistance  under  the  State  plan  approved 
under  section  2  of  this  Act  or  aid  to  families  with  dependent  children 
under  the  State  plan  approved  under  section  402  of  this  Act;  (8)  pro- 
vide that  the  State  agency  shall,  in  determining  need,  take  into  con- 
sideration any  other  income  and  resources  of  the  individual  claiming 
aid  to  the  blind,  as  well  as  any  expenses  reasonably  attributable  to  the 
earning  of  any  such  income,  except  that,  in  making  such  determina- 
tion, the  State  agency  (A)  shall  disregard  the  first  $85  per  month  of 
earned  income,  plus  one-half  of  earned  income  in  excess  of  $85  per 
month,  (B)  shall,  for  a  period  not  in  excess  of  twelve  months,  and 
may,  for  a  period  not  in  excess  of  thirty-six  months,  disregard  such 
additional  amounts  of  other  income  and  resources,  in  the  case  of  an 
individual  who  has  a  plan  for  achieving  self-support  approved  by  the 
State  agency,  as  may  be  necessary  for  the  fulfillment  of  such  plan,  and 
(C)  may,  before  disregarding  the  amounts  referred  to  in  clauses  (A) 
and  (B),  disregard  not  more  than  $7.50  of  any  income;  (9)  provide 
safeguards  which  restrict  the  use  or  disclosure  of  information  concern- 
ing applicants  and  recipients  to  purposes  directly  connected  with  the 
administration  of  aid  to  the  blind;  (10)  provide  that,  in  determining 
whether  an  individual  is  blind,  there  shall  be  an  examination  by  a 
physician  skilled  in  diseases  of  the  eye  or  by  an  optometrist,  whichever 
the  individual  may  select;  (11)  effective  July  1, 1951,  provide  that  all 
individuals  wishing  to  make  application  for  aid  to  the  blind  shall  have 
opportunity  to  do  so,  and  that  aid  to  the  blind  shall  be  furnished  with 
reasonable  promptness  to  all  eligible  individuals  ;  (12)  effective  July  1, 
1953,  provide,  if  the  plan  includes  payments  to  individuals  in  private 
or  public  institutions,  for  the  establishment  or  designation  of  a  State 
authority  or  authorities  which  shall  be  responsible  for  establishing  and 
maintaining  standards  for  such  institutions;  and  (13)  provide  a  de- 
scription of  the  services  (if  any)  which  the  State  agency  makes  avail- 
able to  applicants  for  and  recipients  of  aid  to  the  blind  to  help  them 
attain  self-support  or  self-care,  including  a  description  of  the  steps 
taken  to  assure,  in  the  provision  of  such  services,  maximum  utilization 
of  other  agencies  providing  similar  or  related  services. 

[(b)  The  Secretary  shall  approve  any  plan  which  fulfills  the  condi- 
tions specified  in  subsection  (a) ,  except  that  he  shall  not  approve  any 
plan  which  imposes,  as  a  condition  of  eligibility  for  aid  to  the  blind 
under  the  plan — 

[(1)  Any  residence  requirement  which  excludes  any  resident  of 
the  State  who  has  resided  therein  five  years  during  the  nine  years 
immediately  preceding  the  application  for  aid  and  has  resided 
therein  continuously  for  one  year  immediately  preceding  the 
application;  or 

i(2)  Any  citizenship  requirement  which  excludes  any  citizen 
of  the  United  States. 
In  the  case  of  any  State  (other  than  Puerto  Eico  and  the  Virgin 
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Islands)  which  did  not  have  on  January  1,  1949,  a  State  plan  for  aid 
to  the  blind  approved  under  this  title,  the  Secretary  shall  approve  a 
plan  of  such  State  for  aid  to  the  blind  for  purposes  of  this  title,  even 
though  it  does  not  meet  the  requirements  of  clause  (8)  of  subsection 
(a)  of  this  section,  if  it  meets  all  other  requirements  of  this  title  for 
an  approved  plan  for  aid  to  the  blind;  but  payments  under  section 
1003  shall  be  made,  in  the  case  of  any  such  plan,  only  with  respect 
to  expenditures  thereunder  which  would  be  included  as  expenditures 
for  the  purposes  of  section  1003  under  a  plan  approved  under  this  sec- 
tion without  regard  to  the  provisions  of  this  sentence. 

[Payments  to  States 

f  Sec.  1003.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
of  the  Treasury  shall  pay  to  each  State  which  has  an  approved  plan 
for  aid  to  the  blind,  for  each  quarter,  beginning  with  the  quarter  com- 
mencing October  1, 1958 — ■ 

[(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Vir- 
gin Islands,  and  Guam,  an  amount  equal  to  the  sum  of  the  fol- 
lowing proportions  of  the  total  amounts  expended  during  such 
quarter  as  aid  to  the  blind  under  the  State  plan  (including  ex- 
penditures for  premiums  under  part  B  of  title  XVIII  for  indi- 
viduals who  are  recipients  of  money  payments  under  such  plan 
and  other  insurance  premiums  for  medical  or  any  other  type  of 
remedial  care  or  the  cost  thereof) — 

[(A)  31^^  of  such  expenditures,  not  counting  so  much  of 
any  expenditure  with  respect  to  any  month  as  exceeds  the 
product  of  $37  multiplied  by  the  total  number  of  recipients 
of  aid  to  the  blind  for  such  month  (which  total  number,  for 
purposes  of  this  subsection,  means  (i)  the  number  of  indi- 
viduals who  received  aid  to  the  blind  in  the  form  of  money 
payments  for  such  month,  plus  (ii)  the  number  of  other  in- 
dividuals with  respect  to  whom  expenditures  were  made  in 
such  month  as  aid  to  the  blind  in  the  form  of  medical  or  any 
other  type  of  remedial  care)  ;  plus 

[(B)  the  Federal  percentage  of  the  amount  by  which  such 
expenditures  exceed  the  maximum  which  may  be  counted 
under  clause  (A),  not  counting  so  much  of  any  expenditure 
with  respect  to  any  month  as  exceeds  the  product  of  $75 
multiplied  by  the  total  number  of  such  recipients  of  aid  to 
the  blind  for  such  month ;  and 
[(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  and  Guam, 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  aid  to  the  blind  under  the  State  plan  (in- 
cluding expenditures  for  premiums  under  part  B  of  title  XVIII 
for  individuals  who  are  recipients  of  money  payments  under  such 
plan  and  other  insurance  premiums  for  medical  or  any  other  type 
of  remedial  care  or  the  cost  thereof) ,  not  counting  so  much  of  any 
expenditure  with  respect  to  any  month  as  exceeds  $37.50  multiplied 
by  the  total  number  of  recipients  of  aid  to  the  blind  for  such 
month;  and 

[(3)  in  the  case  of  any  State  whose  State  plan  approved  under 
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section  1002  meets  the  requirements  of  subsection  (c)(1)  an 
amount  equal  to  the  sum  of  the  following  proportions  of  the  total 
amounts  expended  during  such  quarter  as  found  necessary  by  the 
Secretary  of  Health,  Education,  and  Welfare  for  the  proper  and 
efficient  administration  of  the  State  plan — 

[(A)  75  per  centum  of  so  much  of  such  expenditures  as 
are  for — 

[(i)  services  which  are  prescribed  pursuant  to  subsec- 
tion (c)  (1)  and  are  provided  (in  accordance  with  the 
next  sentence)  to  applicants  for  or  recipients  of  aid  to  the 
blind  to  help  them  attain  or  retain  capability  for  self- 
support  or  self -care,  or 

[  (ii)  other  services,  specified  by  the  Secretary  as  likely 
to  prevent  or  reduce  dependency,  so  provided  to  such 
applicants  or  recipients,  or 

[(iii)  any  of  the  services  prescribed  pursuant  to  sub- 
section (c)  (1),  and  of  the  services  specified  as  provided 
in  clause  (ii),  which  the  Secretary  may  specify  as  ap- 
propriate for  individuals  who,  within  such  period  or 
periods  as  the  Secretary  may  prescribe,  have  been  or  are 
likely  to  become  applicants  for  or  recipients  of  aid  to 
the  blind,  if  such  services  are  requested  by  such  individ- 
uals and  are  provided  to  such  individuals  in  accordance 
with  the  next  sentence,  or 

[  ( i V )  the  training  of  personnel  employed  or  preparing 
for  employment  by  the  State  agency  or  by  the  local 
agency  administering  the  plan  in  the  political  subdivi- 
sion; plus 

[(B)  one-half  of  so  much  of  such  expenditures  (not  in- 
cluded under  subparagraph  ( A) )  as  are  for  services  provided 
(in  accordance  with  the  next  sentence)  to  applicants  for  or 
recipients  of  aid  to  the  blind,  and  to  individuals  requesting 
such  services  who  (within  such  period  or  periods  as  the  Secre- 
tary may  prescribe)  have  been  or  are  likely  to  become  appli- 
cants for  or  recipients  of  such  aid ;  plus 

[(C)  one-half  of  the  remainder  of  such  expenditures. 
The  services  referred  to  in  subparagraph  (A)  and  (B)  shall, 
except  to  the  extent  specified  by  the  Secretary,  include  only — 

[(D)  services  provided  by  the  staff  of  the  State  agency, 
or  of  the  local  agency  administering  the  State  plan  in  the 
political  subdivision:  Provided^  That  no  funds  authorized 
under  this  title  shall  be  available  for  services  defined  as  voca- 
tional rehabilitation  services  under  the  Vocational  Rehabili- 
tation Act  (i)  which  are  available  to  individuals  in  need  of 
them  under  programs  for  their  rehabilitation  carried  on  under 
a  State  plan  approved  under  such  Act,  or  (ii)  which  the  State 
agency  or  agencies  administering  or  supervising  the  adminis- 
tration of  the  State  plan  approved  under  such  Act  are  able 
and  willing  to  provide  if  reimbursed  for  the  cost  thereof  pur- 
suant to  agreement  under  subpargraph  (E),  if  provided  by 
such  staff,  and 

[(E)  subject  to  limitations  prescribed  by  the  Secretary, 
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services  which  in  the  judgment  of  the  State  agency  cannot  be 
as  economically  or  as  effectively  provided  by  the  staff  of  such 
State  or  local  agency  and  are  not  otherwise  reasonably  avail- 
able to  individuals  in  need  of  them,  and  which  are  provided, 
pursuant  to  agreement  with  the  State  agency,  by  the  State 
health  authority  or  the  State  agency  or  agencies  administer- 
ing or  supervising  the  administration  of  the  State  plan  for 
vocational  rehabilitation  services  approved  under  the  Voca- 
tional Rehabilitation  Act  or  by  any  other  State  agency  which 
the  Secretary  may  determine  to  be  appropriate  (whether 
provided  by  its  staff  or  by  contract  with  public  (local)  or 
nonprofit  private  agencies) ; 
except  that  services  described  in  clause  (ii)  of  subparagraph  (D) 
hereof  may  be  provided  only  pursuant  to  agreement  with  such 
State  agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  for  vocational  rehabilitation  services 
so  approved.  The-  portion  of  the  amount  expended  for  adminis- 
tration of  the  State  plan  to  which  subparagraph  (A)  applies  and 
the  portion  thereof  to  which  subparagraphs  (B)  and  (C)  apply 
shall  be  determined  in  accordance  with  such  methods  and  pro- 
cedures as  may  be  permitted  by  the  Secretary ;  and 

[(4)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  1002  does  not  meet  the  requirements  of  subsection  (c)  (1), 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  found  necessary  by  the  Secretary  for  the 
proper  and  efficient  administration  of  the  State  plan,  including 
services  referred  to  in  paragraph  (3)  and  provided  in  accordance 
with  the  provisions  of  such  paragraph. 
[(b)  The  method  of  computing  and  paying  such  amounts  shall  be 
as  follows: 

[(1)  The  Secretary  of  Health,  Education,  and  Welfare  shall, 
prior  to  the  beginning  of  each  quarter,  estimate  the  amount  to  be 
paid  to  the  State  for  such  quarter  under  the  provisions  of  subsec- 
tion (a),  such  estimate  to  be  based  on  (A)  a  report  filed  by  the 
State  containing  its  estimate  of  the  total  sum  to  be  expended  in 
such  quarter  in  accordance  with  the  provisions  of  such  subsection, 
and  stating  the  amount  appropriated  or  made  available  by  the 
State  and  its  political  subdivisions  for  such  expenditures  in  such 
quarter,  and  if  such  amount  is  less  than  the  State's  proportionate 
share  of  the  total  sum  of  such  estimated  expenditures,  the  source 
or  sources  from  which  the  difference  is  expected  to  be  derived, 
(B)  records  showing  the  number  of  blind  individuals  in  the  State, 
and  (C)  such  other  investigation  as  the  Secretary  may  find 
necessary. 

[(2)  The  Secretary  of  Health,  Education,  and  Welfare  shall 
then  certify  to  the  Secretary  of  the  Treasury  the  amount  so  esti- 
mated by  the  Secretary  of  Health,  Education,  and  Welfare,  (A) 
reduced  or  increased,  as  the  case  may  be,  by  any  sum  by  which  the 
Secretary  of  Health,  Education,  and  Welfare  finds  that  his  esti- 
mate for  any  prior  quarter  was  greater  or  less  than  the  amount 
which  should  have  been  paid  to  the  State  under  subsection  (a)  for 
such  quarter,  and  (B)  reduced  by  a  sum  equivalent  to  the  pro  rata 
share  to  which  the  United  States  is  equitably  entitled,  as  deter- 
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mined  by  the  Secretary  of  Health,  Education,  and  Welfare,  of  the 
net  amount  recovered  during  a  prior  quarter  by  the  State  or  any 
political  subdivision  thereof  with  respect  to  aid  to  the  blind  fur- 
nished under  the  State  plan ;  except  that  such  increases  or  reduc- 
tions shall  not  be  made  to  the  extent  that  such  sums  have  been 
applied  to  make  the  amount  certified  for  any  prior  quarter  greater 
or  less  than  the  amount  estimated  by  the  Secretary  of  Health, 
Education,  and  Welfare  for  such  prior  quarter :  Provided^  That 
any  part  of  the  amount  recovered  from  the  estate  of  a  deceased 
recipient  which  is  not  in  excess  of  the  amount  expended  by  the 
State  or  any  political  subdivision  thereof  for  the  funeral  expenses 
of  the  deceased  shall  not  be  considered  as  a  basis  for  reduction 
under  clause  (B)  of  this  paragraph. 

[(3)  The  Secretary  of  the  Treasury  shall  thereupon,  through 
the  Fiscal  Service  of  the  Treasury  Department,  and  prior  to 
audit  or  settlement  by  the  General  Accounting  Office,  pay  to  the 
State,  at  the  time  or  times  fixed  by  the  Secretary  of  Health. 
Education,  and  Welfare,  the  amounts  so  certified. 
[(c)  (1)  In  order  for  a  State  to  qualify  for  payments  under  para- 
graph (3)  of  subsection  (a),  its  State  plan  approved  under  section 
1002  must  provide  that  the  State  agency  shall  make  available  to  appli- 
cants for  or  recipients  of  aid  to  the  blind  at  least  those  services  to 
help  them  attain  or  retain  capability  for  self-support  or  self-care 
which  are  prescribed  by  the  Secretary. 

[(2)  In  the  case  of  any  State  whose  State  plan  included  a  provision 
meeting  the  requirements  of  paragraph  ( 1 ) ,  but  with  respect  to  which 
the  Secretary  finds,  after  reasonable  notice  and  opportunity  for  hear- 
ings to  the  State  agency  administering  or  supervising  the  administra- 
tion of  such  plan,  that — 

[(A)  the  provision  has  been  so  changed  that  it  no  longer 
.  complies  with  the  requirements  of  paragraph  (1) ,  or 

[(B)  in  the  administration  of  the  plan  there  is  a  failure  to 
comply  substantially  with  such  provision, 
the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  under  paragraph  (3)  of  subsection  (a) 
until  he  is  satisfied  that  there  will  no  longer  be  any  such  failure  to 
comply.  Until  the  Secretary  is  so  satisfied  further  payments  with 
respect  to  the  administration  of  such  State  plan  shall  not  be  made 
under  paragraph  (3)  of  subsection  (a)  but  shall  instead  be  made,  sub- 
ject to  the  other  .provisions  of  this  title,  under  paragraph  (4)  of  such 
subsection. 

[Operation  of  State  Plans 

[Sec.  1004.  In  the  case  of  any  State  plan  for  aid  to  the  blind  which 
has  been  approved  by  the  Secretary  of  Health,  Education,  and  Wel- 
fare, if  the  Secretary,  after  reasonable  notice  and  opportunity  for 
hearing  to  the  State  agency  administering  or  supervising  the  adminis- 
tration of  such  plan,  finds — 

[(1)  that  the  plan  has  been  so  changed  as  to  impose  any  resi- 
dence or  citizenship  requirement  prohibited  by  section  1002(b), 
or  that  in  the  administration  of  the  plan  any  such  prohibited 
requirement  is  imposed,  with  the  knowledge  of  such  State  agency, 
in  a  substantial  number  of  cases ;  or 
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[(2)  that  in  the  administration  of  the  plan  there  is  a  failure 
to  comply  substantially  with  any  provision  required  by  section 
1002  (a)  to  be  included  in  the  plan ; 
the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  affected 
by  such  failure)  until  the  Secretary  is  satisfied  that  such  prohibited 
requirement  is  no  longer  so  imposed,  and  that  there  is  no  longer  any 
such  failure  to  comply.  Until  he  is  so  satisfied  he  shall  make  no  further 
payments  to  such  State  (or  shall  limit  payments  to  categories  under 
or  parts  of  the  State  plan  not  affected  by  such  failure) . 

[Administration 

[Sec.  1005.  Executed.  Authorized  appropriation  for  administrative 
expenses  of  the  Social  Security  Board  for  the  fiscal  year  ending 
June  30,  1936. 

[Definition 

[Sec.  1006.  For  the  purpose  of  this  title,  the  term  "aid  to  the  blind" 
means  money  payments  to,  or  (if  provided  in  or  after  the  third  month 
before  the  month  in  which  the  recipient  makes  application  for  aid) 
medical  care  in  behalf  of  or  any  type  of  remedial  care  recognized  under 
State  law  in  behalf  of,  blind  individuals  who  are  needy,  but  does  not 
include  any  such  payments  to  or  care  in  behalf  of  any  individual  who 
is  an  inmate  of  a  public  institution  (except  as  a  patient  in  a  medical 
institution)  or  any  individual  who  is  a  patient  in  an  institution  for 
tuberculosis  or  mental  diseases.  Such  term  also  includes  payments 
which  are  not  included  within  the  meaning  of  such  term  under  the 
preceding  sentence,  but  which  would  be  so  included  except  that  they 
are  made  on  behalf  of  such  a  needy  individual  to  another  individual 
who  (as  determined  in  accordance  with  standards  prescribed  by  the 
Secretary)  is  interested  in  or  concerned  with  the  welfare  of  such  needy 
individual,  but  only  with  respect  to  a  State  whose  State  plan  approved 
under  section  1002  includes  provision  for — 

[(1)  determination  by  the  State  agency  that  such  needy  indi- 
vidual has,  by  reason  of  his  physical  or  mental  condition,  such 
inability  to  manage  funds  that  making  payments  to  him  would 
be  contrary  to  his  welfare  and,  therefore,  it  is  necessary  to  provide 
such  aid  through  payments  described  in  this  sentence ; 

[(2)  making  such  payments  only  in  cases  in  which  such  pay- 
ments will,  under  the  rules  otherwise  applicable  under  the  State 
plan  for  determining  need  and  the  amount  of  aid  to  the  blind  to  be 
paid  (and  in  conjunction  with  other  income  and  resources),  meet 
all  the  need  of  the  individuals  with  respect  to  whom  such  pay- 
ments are  made ; 

[(3)  undertaking  and  continuing  special  efforts  to  protect  the 
welfare  of  such  individual  and  to  improve,  to  the  extent  possible, 
his  capacity  for  self -care  and  to  manage  funds ; 

[(4)  periodic  review  by  such  State  agency  of  the  determina- 
tion under  paragraph  (1)  to  ascertain  whether  conditions  justify- 
ing such  determination  still  exist,  with  provision  for  termination 
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of  such  payments  if  they  do  not  and  for  seeking  judicial  appoint- 
ment of  a  guardian  or  other  legal  representative,  as  described  in 
section  1111,  if  and  when  it  appears  that  such  action  will  best 
serve  the  interests  of  such  needy  individual ;  and 

[(5)  opportunity  for  a  fair  hearing  before  the  State  agency  on 
the  determination  referred  to  in  paragraph  (1)  for  any  indi- 
vidual with  respect  to  whom  it  is  made.] 


TITLE  XI— GENERAL  PROVISIONS  AND  PROFESSIONAL 
STANDARDS  REVIEW 


Part  A — General  Provisions 

Page 


Sec.  1101.  Definitions   888 

Sec.  1102.  Rules  and  Regulations   889 

Sec.  1103.  Separability   890 

Sec.  1104.  Reservation  of  Power   890 

Sec.  1105.  Short  Title   890 

Sec.  1106.  Disclosui»e  of  Information  in  Possession  of  Department   890 

Sec.  1107.  Penalty  for  Fraud   892 

Sec.  1108.  Limitation  on  Payments  to  Puerto  Rico,  the  Virgin  Islands, 

and  Guam   893 

Sec.  1109.  Amounts  Disregarded  Not  To  Be  Taken  Into  Account  in 

Determining  Eligibility  of  Other  Individuals  .   894 

Sec.  1110.  Cooperative  Research  or  Demonstration  Projects   894 

Sec.  1111.  Public  Assistance  Payments  to  Legal  Representatives   895 

Sec.  1112.  Medical  Care  Guides  and  Reports  for  Public  Assistance  and 

Medical  Assistance   895 

Sec.  1113.  Assistance  for  United  States  Citizens  Returned  From  Foreign 

Countries    895 

Sec.  1114.  Appointment    of    Advisory    Council    and    Other  Advisory 

Groups    896 

Sec.  1115.  Demonstration   Projects   897 

Sec.  1116.  Administrative  and  Judicial  Review  of  Certain  Administrative 

Determinations   898 

Sec.  1117.  [Repealed] 

[Sec.  1118.  Alternative  Federal  Payment  With  Respect  to  Public  Assist- 
ance Expenditures!   899 

Sec.  1119.  Federal  Participation  in  Payments  for  Repairs  to  Home  Owned 

by  Recipient  of  Aid  or  Assistance   900 

Sec.  1120.  Approval  of  Certain  Projects   900 

Sec.  1121.  [Repealed.] 

Sec.  1122.  lAmitation  on  Federal  Participation  for  Capital  Expenditures-.  900 
Sec.  1123.  Program  for  Determining  Qualifications  for  Certain  Health  Care 

Personnel   904 

Sec.  1124.  Inspector  General  for  Health  Administration   904 

Sec.  1125.  Authorization  and  Allotment  of  Appropriations  for  Services   907 

Sec.  1126.  Criminal  Offenses  hy  Welfare  Employees   908 

Sec.  1127.  Prohibition  Against  Use  of  Federal  Funds  to  Undermine  Pro- 
grams Under  The  Social  Security  Act   909 

Sec.  1128.  Limitation  on  Authority  of  Secretary  With  Respect  to  Advis- 
ory Councils   910 

Sec.  1129.  Evaluation  of  Social  Security  Programs   910 

Sec.  1130.  Limitaton  on  Funds  for  Certain  Social  Services   911 

Part  B — Professional  Standards  Review 

Sec.  1151.  Declaration  of  Purpose   912 

Sec.  1152.  Designation  of  Professional  Standards  Review  Organizations 913 
Sec.  1153.  Review  Pending  Designation  of  Professional  Standards  Review 

Organization    915 

Sec.  115Jf.  Trial  Period  for  Professional  Standards  Review  Organizations-  915 
Sec.  1155.  Duties    and   Functions   of   Professioyial   Standards  Review 

Organizations    916 

(887) 


888 


Page 

Sec.  1156.  Norms  of  Health  Care  Services  for  Various  Illnesses  or  Health 

Conditions    918 

Sec.  1157.  Submission  of  Reports  by  Professional  Standards  Review  Or- 
ganizations  920 

Sec.  1158.  Requirement  of  Review  Approval  as  Condition  of  Payment  of 

Claims   920 

Sec.  1159.  Hearings  and  Review  by  Secretary   921 

Sec.  1160.  Obligations  of  Health  Care  Practitioners  and  Providers  of 
Health  Care  Services;  Sanctions  and  Penalties;  Hearings 
and  Review   921 

Sec.  1161.  Notice  to  Practitioner  or  Provider   923 

Sec.  1162.  Statewide  Professional  Standards  Review  Councils;  Advisory 

Groups  to  Such  Councils   924 

Sec.  1163.  National  Professional  Standards  Review  Council   925 

Sec.  1164'  Application  of  This  Part  to  Certain  State  Programs  Receiving 

Federal  Financial  Assistance   926 

Sec.  1165.  Correlation  of  Functions  Between  Professional  Standards  Re- 
view Organizations  and  Administrative  Instrumentalities  927 

Sec.  1166.  Prohibition  Against  Disclosure  of  Information   927 

Sec.  1167.  Limitation  on  Liability  for  Persons  Providing  Information,  and 
for  Members  and  Employees  of  Professional  Standards  Re- 
view Organizations,  and  for  Health  Care  Practitioners  and 
Providers    927 

Sec.  1168.  Authorization  for  Use  of  Certain  Funds  to  Administer  the 

Provisions  of  this  Part   928 

Sec.  1169.  Technical  Assistance  to  Organizations  Desiring  to  be  Desig- 
nated as  Professional  Standards  Review  Organizations   928 

Sec.  1170.  Exemptions  of  Christian  Science  Sanatoriums   929 

PART  A--GENERAL  PROVISIONS 


Definitions 
Section  1101.  (a)  When  used  in  this  Act — 

(1)  The  term  "State",  except  where  otherwise  provided,  includes 
the  District  of  Columbia  and  the  Commonwealth  of  Puerto  Kico,  and 
when  used  in  titles  £1,]  IV,  V,  VII,  [X,]  XI,  [XIV,]  XV,  XVI, 
[andj  XIX,  XX,  and  XXI  includes  the  Virgin  Islands  and  Guam. 
8uch  term  when  used  in  title  V  also  includes  American  Samoa  and 
the  Trust  Territory  of  the  Pacific  Islands. 

(2)  The  term  "United  States"  when  used  in  a  geographical  sense 
means,  except  when  otherwise  provided,  the  States. 

(3)  The  term  "person"  means  an  individual,  a  trust  or  estate,  a  part- 
nership, or  a  corporation. 

(4)  The  term  "corporation"  includes  associations,  joint-stock  com- 
panies, and  insurance  companies. 

(5)  The  term  "shareholder"  includes  a  member  in  an  association, 
joint-stock  company,  or  insurance  company. 

(6)  The  term  "iSecretary",  except  when  the  context  otherwise  re- 
quires, means  the  Secretary  of  Health,  Education,  and  Welfare. 

(7)  The  terms  "physician"  and  "medical  care"  and  "hospitaliza- 
tion" include  osteopathic  practitioners  or  the  services  of  osteopathic 
practitioners  and  hospitals  within  the  scope  of  their  practice  as  de- 
fined by  State  law. 

[(8)  (A)  The  "Federal  percentage"  for  any  State  (other  than 
Puerto  Rico,  the  Virgin  Islands,  and  Guam)  shall  be  100  per  centum 
less  the  State  precentage ;  and  the  State  percentage  shall  be  that  per- 
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centage  which  bears  the  same  ratio  to  50  per  centum  as  the  square  of  the 
per  capita  income  of  such  State  bears  to  the  square  of  the  per  capita 
income  of  the  United  States ;  except  that  the  Federal  percentage  shall 
in  no  case  be  less  than  50  per  centum  or  more  than  65  per  centum.] 

(B)  The  Federal  social  service  percentage  for  each  State  (other 
than  Puerto  Rico,  the  Virgin  Islands,  and  Guam)  shall  be  promul- 
gated by  the  Secretary  between  July  1  and  August  31  of  each  even- 
numbered  year,  on  the  basis  of  the  average  per  capita  income  of  each 
State  and  of  the  United  States  for  the  three  most  recent  calendar  years 
for  which  satisfactory  data  are  available  from  the  Department  of 
Commerce.  Such  promulgation  shall  be  conclusive  for  each  of  the  eight 
quarters  in  the  period  beginning  July  1  next  succeeding  such  promul- 
gation :  Provided^  That  the  Secretary  shall  promulgate  such  percent- 
age as  soon  as  possible  after  the  enactment  of  the  Social  Security 
Amendments  of  [1958]  1972^  which  promulgation  shall  be  conclusive 
for  each  of  the  [eleven]  ten  quarters  in  the  period  beginning  [Octo- 
ber 1,  1958]  January  i,  1973^  and  ending  with  the  close  of  June  30, 
[1961]  1975. 

(C)  The  term  "United  States"  means  (but  only  for  purposes  of 
subparagraphs  (A)  and  (B)  of  this  paragraph)  the  fifty  States  and 
the  District  of  Columbia. 

(D)  Promulgations  made  before  satisfactory  data  are  available 
from  the  Department  of  Commerce  for  a  full  year  on  the  per  capita 
income  of  Alaska  shall  prescribe  a  Federal  percentage  for  Alaska  of 
50  per  centum  and,  for  purposes  of  such  promulgations,  Alaska  shall 
not  be  included  as  part  of  the  "United  States".  Promulgations  made 
thereafter  but  before  per  capita  income  data  for  Alaska  for  a  full 
three-year  period  are  available  from  the  Department  of  Commerce 
shall  be  based  on  satisfactory  data  available  therefrom  for  Alaska 
for  such  one  full  year  or,  when  such  data  are  available  for  a  two-year 
period,  for  such  two  years. 

(b)  The  terms  "includes"  and  "including"  when  used  in  a  definition 
contained  in  this  Act  shall  not  be  deemed  to  exclude  other  things 
otherwise  within  the  meaning  of  the  term  defined. 

(c)  Whenever  under  this  Act  or  any  Act  of  Congress,  or  under  the 
law  of  any  State,  an  employer  is  required  or  permitted  to  deduct  any 
amount  from  the  remuneration  of  an  employee  and  to  pay  the  amount 
deducted  to  the  United  States,  a  State,  or  any  political  subdivision 
thereof,  then  for  the  purposes  of  this  Act  the  amount  so  deducted  shall 
be  considered  to  have  been  paid  to  the  employee  at  the  time  of  such 
deduction. 

(d)  Nothing  in  this  Act  shall  be  construed  as  authorizing  any  Fed- 
eral official,  agent,  or  representative,  in  carrying  out  any  of  the  pro- 
nsions  of  this  Act,  to  take  charge  of  any  child  over  the  objection  of 
either  of  the  parents  of  such  child,  or  of  the  person  standing  in  loco 
parentis  to  such  child. 

Rules  and  Regulations 

Sec.  1102.  The  Secretary  of  the  Treasury,  the  Secretary  of  Labor, 
and  the  Secretary  of  Health,  Education,  and  Welfare,  respectively, 
shall  make  and  publish  such  rules  and  regulations,  not  inconsistent 
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with  this  Act,  as  may  be  necessary  to  the  efficient  administration  of 
the  functions  with  which  each  is  charged  under  this  Act  except  that 
no  rule  or  regulation  which  affects  title  IV ^  VI,  or  XV  of  this  Act 
shall  he  adopted  unless  such  rule  or  regulation  is  related  to  a  specific 
provision  in  such  title  and  no  ride  or  regulation  so  adopted  shall  he 
inconsistent  with  any  provision  of  such  title. 

Separability 

Sec.  1103.  If  any  provision  of  this  Act,  or  the  application  thereof  to 
any  person  or  circumstance,  is  held  invalid,  the  remainder  of  the  Act 
and  the  application  of  such  provision  to  other  persons  or  circum- 
stances shall  not  be  affected  thereby. 

Reservation  of  Power 

Sec.  1104.  The  right  to  alter,  amend,  or  repeal  any  provision  of  this 
Act  is  hereby  reserved  to  the  Congress. 

Short  Title 

Sec.  1105.  This  Act  may  be  cited  as  the  "Social  Security  Act." 
Disclosure  of  Information  in  Possession  of  Department 

Sec.  1106.  (a)  No  disclosure  of  any  return  or  portion  of  a  return 
(including  information  returns  and  other  written  statements)  filed 
with  the  Commissioner  of  Internal  Revenue  under  title  YIII  of  the 
Social  Security  Act  or  under  subchapter  E  of  chapter  1  or  subchapter 
A  of  chapter  9  of  the  Internal  Revenue  Code  of  1939,  or  under  chapter 
2  or  21  or,  pursuant  thereto,  under  subtitle  F  of  the  Internal  Revenue 
Code  of  1954,  or  under  regulations  made  under  authority  thereof, 
which  has  been  transmitted  to  the  Secretary  of  Health,  Education, 
and  Welfare  by  the  Commissioner  of  Internal  Revenue,  or  of  any 
file,  record,  report,  or  other  paper,  or  any  information,  obtained  at  any 
time  by  the  Secretary  or  by  any  officer  or  employee  of  the  Department 
of  Health,  Education,  and  Welfare  in  the  course  of  discharging  the 
duties  of  the  Secretary  under  this  Act,  and  no  disclosure  of  any  such 
file,  record,  report,  or  other  paper,  or  information,  obtained  at  any 
time  by  any  person  from  the  Secretary  or  from  any  officer  or  employee 
of  the  Department  of  Health,  Education,  and  Welfare,  shall  be  made 
except  as  the  Secretary  may  by  re2:ulations  prescribe.  Any  person 
who  shall  violate  any  provision  of  this  section  shall  be  deemed  guilty 
of  a  misdemeanor  and,  upon  conviction  thereof,  shall  be  punished  by 
a  fine  not  exceeding  $1,000,  or  by  imprisonment  not  exceeding  one 
year,  or  both  and  except  as  provided  in  part  D  of  title  IV  of  this  Act. 

(b)  Requests  for  information,  disclosure  of  which  is  authorized  by 
regulations  prescribed  pursuant  to  subsection  (a)  of  this  section,  and 
requests  for  services,  may,  subject  to  such  limitations  as  may  be  pre- 
scribed by  the  Secretary  to  avoid  undue  interference  with  his  func- 
tions under  this  Act,  be  complied  with  if  the  agency,  person,  or  organi- 
zation making  the  request  agrees  to  pay  for  the  information  or  services 
requested  in  such  amount,  if  any  (not  exceeding  the  cost  of  furnishing 
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the  information  or  services) ,  as  may  be  determined  by  the  Secretary. 
Payments  for  information  or  services  furnished  pursuant  to  this  sec- 
tion shall  be  made  in  advance  or  by  way  of  reimbursement,  as  may  be 
requested  by  the  Secretary,  and  shall  be  deposited  in  the  Treasury  as  a 
special  deposit  to  be  used  to  reimburse  the  appropriations  (including 
authorizations  to  make  expenditures  from  the  Federal  Old- Age  and 
Survivors  Insurance  Trust  Fund,  the  Federal  Disability  Insurance 
Trust  Fund,  the  Federal  Hospital  Insurance  Trust  Fund,  and  the  Fed- 
eral Supplementary  Medical  Insurance  Trust  Fund)  for  the  unit  or 
units  of  the  Department  of  Health,  Education,  and  Welfare  which 
furnished  the  information  or  services.  Notwithstanding  the  preceding 
provisions  of  this  subsection^  requests  for  information  made  pursuant 
to  the  provisions  of  part  D  of  title  IV  of  this  Act  for  the  purpose  of 
using  Federal  records  for  locating  parents  shall  he  complied  with  and 
the  cost  incurred  in  providing  such  information  shall  he  paid  for  as 
provided  in  such  part  D  of  title  IV. 

[(c)  (1)  (A)  Upon  request  (filed  in  accordance  with  paragraph  (2) 
of  this  subsection)  of  any  State  or  local  agenc}^  participating  in  admin- 
istration of  the  State  plan  approved  under  title  I,  X,  XIV,  XVI  or 
XIX,  or  part  A  of  title  IV,  or  participating  in  the  administration  of 
any  other  State  or  local  public  assistance  program,  for  the  most  recent 
address  of  any  individual  included  in  the  files  of  the  Department  of 
Health,  Education,  and  Welfare  maintained  pursuant  to  section  205, 
the  Secretary  shall  furnish  such  address,  or  the  address  of  the  most 
recent  employer,  or  both,  if  such  agency  certifies  that — 

[(i)  an  order  has  been  issued  by  a  court  of  competent  jurisdic- 
tion against  such  individual  for  the  support  and  maintenance  of 
his  child  or  children  who  are  under  the  age  of  16  in  destitute  or 
necessitous  circumstances. 

[(ii)  such  child  or  children  are  applicants  for  or  recipients  of 
assistance  available  under  such  a  plan  or  program, 

[(iii)  such  agency  has  attempted  without  success  to  secure  such 
information  from  all  other  sources  reasonably  available  to  it,  and 
[(iv)  such  information  is  requested  (for  its  own  use,  or  on  the 
request  and  for  the  use  of  the  court  which  issued  the  order)  for  the 
purpose  of  obtaining  such  support  and  maintenance. 
[(B)  If  a  request  for  the  most  recent  address  of  any  individual  so 
included  is  filed  (in  accordance  with  paragraph  (2)  of  this  subsection) 
by  a  court  having  jurisdiction  to  issue  orders  or  entertain  petitions 
against  individuals  for  the  support  and  maintenance  of  their  children, 
the  Secretary  shall  furnish  such  address,  or  the  address  of  the  indi- 
vidual's most  recent  employer,  or  both,  for  the  use  of  the  court  (and 
for  no  other  purpose)  in  issuing  or  determining  whether  to  issue  such 
an  order  against  such  individual  or  in  determining  (in  the  event  such 
individual  is  not  within  the  jurisdiction  of  the  court)  the  court  to 
which  a  petition  for  support  and  maintenance  against  such  individual 
should  be  forwarded  under  any  reciprocal  arrangements  with  other 
States  to  obtain  or  improve  court  orders  for  support,  if  the  court  cer- 
tifies that  the  information  is  requested  for  such  use. 

[(2)  A  request  under  paragraph  (1)  shall  be  filed  in  such  manner 
and  form  as  the  Secretary  may  prescribe  (and,  in  the  case  of  a  request 
under  paragraph  (1)  (A),  shall  be  accompanied  by  a  certified  copy  of 
the  order  referred  to  in  clauses  (i)  and  (iv)  thereof). 
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[(3)  The  penalties  provided  in  the  second  sentence  of  subsection 
(a)  shall  apply  with  respect  to  use  of  information  provided  under 
paragraph  (1)  of  this  subsection  except  for  the  purpose  authorized 
by  subparagraph  (A)  (iv)  or  (B)  thereof. 

[(4)  The  Secretary,  in  such  cases  and  to  such  extent  as  he  may  pre- 
scribe in  accordance  with  regulations,  may  require  payment  for  the 
<:ost  of  information  provided  under  paragraph  (1)  ;  and  the  provi- 
sions of  the  second  sentence  of  subsection  (b)  shall  apply  also  with 
respect  to  payment  under  this  paragraph. J 

{d)  N otioithstanding  any  other  provision  of  this  section  the  Secre- 
tary shall  make  availahJe  to  each  State  agency  operating  a  program 
under  title  XIX  and  shall,  subject  to  the  limitations  contained  in  sub- 
section (e),  make  available  for  p>ublic  inspection  in  readily  accessible 
form  and  fashion^  the  folloioing  official  reports  {not  including,  how- 
ever^ references  to  any  internal  tolerance  rules  and  practices  that  may 
be  contained  therein^  internal  loorking  papers  or  other  informal  mem- 
oranda) dealing  with  the  operation  of  the  health  programs  estab- 
lished by  titles  XVIII  and  XIX— 

(1)  individual  contractor  performance  revieios  and  other  for- 
mal evaluations  of  the  performance  of  carriers^  intermediaries^ 
and  State  agencies^  including  the  reports  of  folloio-up  reviews; 

{2)  comparative  evaluations  of  the  performance  of  such  con- 
tractors,, including  comparisons  of  either  overall  performance  or 
of  any  particular  aspect  of  contractor  operation;  and 

(S)  program  validation  survey  reports  and  other  formal  evalu- 
ations of  the  performance  of  providers  of  services^  including  the 
reports  of  follow-up  revieios^  except  that  such  reports  shall  not 
identify  individual  patients,,  individual  health  care  practitioners, 
or  other  individuals, 
(e)  No  report  described  in  subsection  (d)  shall  be  made  puhlic  by 
the  Secretary  or  the  State  title  XIX  agency  until  the  contractor  or 
provider  of  services  lohose  performance  is  being  evaluated  has  had 
a  reasonable  opportunity  {not  exceeding  60  days)  to  7'eview  such  re- 
port and  to  offer  comments  pertinent  parts  of  which  may  be  incor- 
porated in  the  piiblic  report;  nor  shall  the  Secretary  be  required  to 
include  in  any  such  report  information  with  respect  to  any  deficiency 
{or  improper  practice  or  procedures)  which  is  knoion  by  the  Secretary 
to  have  been  fully  corrected,,  within  60  days  of  the  date  such  deficiency 
was  first  brought  to  the  attention  of  such  contractor  or  provider  of 
services,  as  the  case  may  be,^ 

Penalty  for  Fraud 

Sec.  1107.  (a)  Whoever,  with  the  intent  to  defraud  any  person, 
shall  make  or  cause  to  be  made  any  false  representation  concerning 
the  requirements  of  this  Act,  subchapter  E  of  chapter  1  or  subchapter 
A,  C,  or  E  of  chapter  9  of  the  Internal  Kevenue  Code  of  1939,  or 
chapter  2,  21,  or  23  or  section  6011(a),  6017,  or  6051(a)  of  the  In- 
ternal Revenue  Code  of  1954  or  of  any  rules  or  regulations  issued 


1  Applies  with  respect  to  reports  completed  by  the  Secretary  after  the  third  calendar 
month  following  enactment. 
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thereunder,  knowing  such  representations  to  be  false,  shall  be  deemed 
guilty  of  a  misdemeanor,  and,  upon  conviction  thereof,  shall  be  pun- 
ished by  a  fine  not  exceeding  $1,000,  or  by  imprisonment  not  exceeding 
one  year,  or  both. 

(b)  Whoever,  with  the  intent  to  elicit  information  as  to  the  date  of 
birth,  employment,  wages,  or  benefits  of  any  individual  (1)  falsely 
represents  to  the  Secretary  of  Health,  Education,  and  Welfare  that  he 
is  such  individual,  or  the  wife,  husband,  widow,  widower,  former  wife 
divorced,  child,  or  parent  of  such  individual,  or  the  duly  authorized 
agent  of  such  individual,  or  of  the  wife,  husband,  widow,  widower, 
former  wife  divorced,  child,  or  parent  of  such  individual,  or  (2) 
falsely  represents  to  any  person  that  he  is  an  employee  or  agent  of 
the  United  States,  shall  be  deemed  guilty  of  a  misdemeanor,  and, 
upon  conviction  thereof,  shall  be  punished  by  a  fine  not  exceeding 
$1,000,  or  by  imprisonment  not  exceeding  one  year,  or  both. 

Limitation  on  Payments  to  Puerto  Rico,  the  Virgin  Islands, 

and  Guam 

Sec.  1108.  (a)  The  total  amount  certified  by  the  Secretary  of 
Health,  Education,  and  Welfare  under  title  I,  X,  XIV,  and  XVI,  and 
under  part  A  of  title  IV  (exclusive  of  any  amounts  on  account  of 
services  and  items  to  which  subsection  (b)  applies)  — 

( 1 )  for  payment  to  Puerto  Rico  shall  not  exceed — 

(A)  $12,500,000  with  respect  to  the  fiscal  year  1968, 

(B)  $15,000,000  with  respect  to  the  fiscal  year  1969, 
(CX  $18,000,000  with  respect  to  the  fiscal  year  1970, 

(D)  $21,000,000  with  respect  to  the  fiscal  year  1971,  or 

(E)  $24,000,000  with  respect  to  the  fiscal  year  1972  and  each 
fiscal  year  thereafter : 

(2)  for  payment  to  the  Virgin  Islands  shall  not  exceed — 

(A)  $425,000  with  respect  to  the  fiscal  year  1968, 

(B)  $500,000  with  respect  to  the  fiscal  year  1969, 

(C)  $600,000  with  respect  to  the  fiscal  year  1970, 

(D)  $700,000  with  respect  to  the  fiscal  year  1971,  or 

(E)  $800,000  with  respect  to  the  fiscal  year  1972  and  each 
fiscal  year  thereafter :  and 

(3)  for  payment  to  Guam  shall  not  exceed — 

(A)  $575,000  with  respect  to  the  fiscal  year  1968, 

(B)  $690,000  with  respect  to  the  fiscal  year  1969, 

(C)  $825,000  with  respect  to  the  fiscal  year  1970, 

(D)  $960,000  with  respect  to  the  fiscal  year  1971,  or 

(E)  $1,100,000  with  respect  to  the  fiscal  year  1972  and  each 
fiscal  year  thereafter. 

(b)  The  total  amount  certified  by  the  Secretary  under  part  A  of 
title  IV,  on  account  of  family  planning  services  and  services  provided 
under  section  402(a)  (19)  with  respect  to  any  fiscal  year — 

(1)  for  payment  to  Puerto  Rico  shall  not  exceed  $2,000,000, 

(2)  for  payment  to  the  Virgin  Islands  shall  not  exceed  $65,000, 
and 

(3)  for  payment  to  Guam  shall  not  exceed  $90,000. 

(c)  The  total  amount  certified  by  the  Secretary  under  title  XIX 
with  respect  to  any  fiscal  year — 
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(1)  for  payment  to  Puerto  Eico  shall  not  exceed  [$20,000,000] 

$30,000,000,'' 

(2)  for  payment  to  the  Virgin  Islands  shall  not  exceed  [$650,000] 
$1,000,000,''  and 

(3)  for  payment  to  Guam  shall  not  exceed  $900,000. 

(d)  Notwithstanding  the  provisions  of  sections  502(a)  and  512(a) 
of  this  Act,  and  the  provisions  of  sections  421,  503(1),  and  504(1)  of 
this  Act  as  amended  by  the  Social  Security  Amendments  of  1967, 
and  until  such  time  as  the  Congress  may  by  appropriation  or  other 
law  otherwise  provide,  the  Secretary  shall,  in  lieu  of  the  initial  allot- 
ment specified  in  such  sections,  allot  such  smaller  amounts  to  Guam, 
American  Samoa,  and  the  Trust  Territory  of  the  Pacific  Islands  as  he 
may  deem  appropriate. 

Amounts  Disregarded  Not  To  Be  Taken  Into  Account  in  Deter- 
mining Eligibility  of  Other  Individuals 

Sec.  1109.  Any  amount  which  is  disregarded  (or  set  aside  for  future 
needs)  in  determining  the  eligibility  of  and  amount  of  the  aid  or  assist- 
ance for  any  individual  under  a  State  plan  approved  under  title  [I,  X, 
XIV]  XV,  XI,  Xyi,  XIX,  or  part  A  of  title  IV,  shall  not  be  taken 
into  consideration  in  determining  the  eligibility  of  and  amount  of  aid 
or  assistance  for  any  other  individual  under  a  State  plan  approved 
under  any  other  of  such  titles. 

Cooperative  Research  or  Demonstration  Projects 

Sec.  1110.  (a)  There  are  hereby  authorized  to  be  appropriated  for 
the  fiscal  year  ending  June  30,  1957,  $5,000,000  and  for  each  fiscal 
year  thereafter  such  sums  as  the  Congress  may  determine  for  (1) 
making  grants  to  States  and  public  and  other  nonprofit  organiza- 
tions and  agencies  for  payment  part  of  the  cost  of  research  or  demon- 
stration projects  such  as  those  relating  to  the  prevention  and  reduc- 
tion of  dependency,  or  which  will  aid  in  effecting  coordination  of 
planning  between  private  and  public  welfare  agencies  or  which  will 
help  improve  the  administration  and  effectiveness  of  programs  car- 
ried on  or  assisted  under  the  Social  Security  Act  and  programs 
related  thereto,  and  (2)  making  contracts  or  jointly  financed  co- 
operative arrangements  with  States  and  public  and  other  organiza- 
tions and  agencies  for  the  conduct  of  research  or  demonstration 
projects  relating  to  such  matters.  Of  the  funds  appropriated  under  the 
'preceding  sentence  for  any  fiscal  year  commencing  after  June  30, 
1972,  not  less  than  50  per  centum  thereof  shall  'be  used  in  projects 
relating  to  the  prevention  and  reduction  of  dependency. 

(b)  No  contract  or  jointly  financed  cooperative  arrangement  shall 
be  entered  into,  and  no  grant  shall  be  made,  under  subsection  (a), 
until  the  Secretary  obtains  the  advice  and  recommendations  of  spe- 
cialists who  are  competent  to  evahiate  the  proposed  project  as  to 
soundness  of  their  design,  the  possibilities  of  securing  productive  re- 
sults, the  adequacy  of  resources  to  conduct  the  proposed  research  or 


1  Effective  beginning  fiscal  year  1972. 
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demonstrations,  and  their  relationship  to  other  similar  research  or 
demonstrations  already  completed  or  in  process. 

(c)  Grants  and  payments  under  contracts  or  cooperative  arrange- 
ments mider  subsection  (a)  may  be  made  either  in  advance  or  by  way 
of  reimbursement,  as  may  be  determined  by  the  Secretary ;  and  shall 
be  made  in  such  installments  and  on  such  conditions  as  the  Secretary 
finds  necessary  to  carry  out  the  purposes  of  this  section. 

Public  Assistance  Payments  to  Legal  Representatives 

Sec.  1111.  For  purposes  of  title  [I,  X,  XIV,]  XVI,  and  XVI,]  and 
Part  A  of  title  IV,  payments  on  behalf  of  an  individual,  made  to  an- 
other person  who  has  been  judicially  appointed,  under  the  law  of  the 
State  in  which  such  individual  resides,  as  legal  representative  of  such 
individual  for  the  purpose  of  receiving  and  managing  such  payments 
(whether  or  not  he  is  such  individual's  legal  representative  for  other 
purposes) ,  shall  be  regarded  as  money  payments  to  such  individual. 

Medical  Care  Guides  and  Reports  for  Public  Assistance  and 
Medical  Assistance 

Sec.  1112.  In  order  to  assist  the  States  to  extend  the  scope  and 
content,  and  improve  the  quality,  of  medical  care  and  medical  serv- 
ices for  which  payments  are  made  to  or  on  behalf  of  needy  and  low- 
income  individuals  under  this  Act  and  in  order  to  promote  better 
public  understanding  about  medical  care  and  medical  assistance  for 
needy  and  low-income  individuals,  the  Secretary  shall  develop  and 
revise  from  time  to  time  guides  or  recommended  standards  as  to  the 
level,  content,  and  quality  of  medical  care  and  medical  services  for 
the  use  of  the  States  in  evaluating  and  improving  their  public  assist- 
ance medical  care  programs  and  their  programs  of  medical  assistance ; 
shall  secure  periodic  reports  from  the  States  on  items  included  in, 
and  the  quantity  of,  medical  care  and  medical  services  for  which  ex- 
penditures under  such  programs  are  made;  and  shall  from  time  to 
time  publish  data  secured  from  these  reports  and  other  information 
necessary  to  carry  out  the  purposes  of  this  section. 

Assistance  for  United  States  Citizens  Returned  From  Foreign 

Countries 

,Sec.  1113.  (a)  (1)  The  Secretary  is  authorized  to  provide  tempo- 
rary assistance  to  citizens  of  the  United  States  and  to  dependents  of 
citizens  of  the  United  States,  if  they  (A)  are  identified  by  the  De- 
partment of  State  as  having  returned,  or  been  brought,  from  a  foreign 
country  to  the  United  States  because  of  the  destitution  of  the  citizen 
of  the  United  States  or  the  illness  of  such  citizen  or  any  of  his  de- 
pendents or  because  of  war,  threat  of  war,  invasion,  or  similar  crisis, 
and  (B)  are  without  available  resources. 

(2)  Except  in  such  cases  or  classes  of  cases  as  are  set  forth  in  regu- 
lations of  the  Secretary,  provision  shall  be  made  for  reimbursement 
to  the  United  States  by  the  recipients  of  the  temporary  assistance  to 
cover  the  cost  thereof. 

(3)  The  Secretary  may  provide  assistance  under  paragraph  (1) 
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directly  or  through  utilization  of  the  services  and  facilities  of  appro- 
priate public  or  private  agencies  and  organizations,  in  accordance 
with  agreements  providing  for  payment,  in  advance  or  by  way  of 
reimbursement,  as  may  be  determined  by  the  Secretary,  of  the  cost 
thereof.  Such  cost  shall  be  determined  by  such  statistical,  sampling, 
or  other  method  as  may  be  provided  in  the  agreement. 

(b)  The  Secretary  is  authorized  to  develop  plans  and  make  ar- 
rangements for  provision  of  temporary  assistance  within  the  United 
States  to  individuals  specified  in  subsection  (a)  (1).  Such  plans  shall 
be  developed  and  such  arrangements  shall  be  made  after  consultation 
with  the  Secretary  of  State,  the  Attorney  General,  and  the  Secretary 
of  Defense.  To  the  extent  feasible,  assistance  provided  under  sub- 
section (a)  shall  be  provided  in  accordance  with  the  plans  developed 
pursuant  to  this  subsection,  as  modified  from  time  to  time  by  the 
Secretary. 

(c)  For  purposes  of  this  section,  the  term  "temporary  assistance" 
means  money  payments,  medical  care,  temporary  billeting,  transporta- 
tion, and  other  goods  and  services  necessary  for  the  health  or  welfare 
of  individuals  (including  guidance,  counseling,  and  other  welfare 
services)  furnished  to  them  within  the  United  States  upon  their  ar- 
rival in  the  United  States  and  for  such  period  after  their  arrival  as 
may  be  provided  in  regulations  of  the  Secretary. 

(d)  No  temporary  assistance  may  be  provided  under  this  section 
after  June  30, 1973. 

Appointment  of  Advisory  Council  and  Other  Advisory  Groups 

Sec.  1114.  (a)  The  Secretary  shall,  during  1964,  appoint  an  Ad- 
visory Council  on  Public  Welfare  for  the  purpose  of  reviewing  the 
administration  of  the  public  assistance  and  child  welfare  services  pro- 
grams for  which  funds  are  appropriated  pursuant  to  this  Act  and 
making  recommendations  for  improvement  of  such  administration, 
and  reviewing  the  status  of  and  making  recommendations  with  respect 
to  the  public  assistance  programs  for  which  funds  are  so  appropriated, 
especially  in  relation  to  the  old-age,  survivors,  and  disability  insur- 
ance program,  with  respect  to  the  fiscal  capacities  of  the  States  and 
the  Federal  Government,  and  with  respect  to  any  other  matters  bear- 
ing on  the  amount  and  proportion  of  the  Federal  and  State  shares  in 
the  public  assistance  and  child  welfare  services  programs. 

(b)  The  Council  shall  be  appointed  by  the  Secretary  without  regard 
to  the  provisions  of  title  5,  United  States  Code,  governing  appoint- 
ments in  the  competitive  service  and  shall  consist  of  twelve  persons 
who  shall,  to  the  extent  possible,  be  representatives  of  employers  and 
employees  in  equal  numbers,  representatives  of  State  or  Federal  agen- 
cies concerned  with  the  administration  or  financing  of  the  public 
assistance  and  child  welfare  services  programs,  representatives  of  non- 
profit private  organizations  concerned  with  social  welfare  programs, 
other  persons  with  special  knowledge,  experience,  or  qualifications 
with  respect  to  such  programs,  and  members  of  the  public. 

(c)  The  Council  is  authorized  to  engage  such  technical  assistance 
as  may  be  required  to  carry  out  its  functions,  and  the  Secretary  shall, 
in  addition,  make  available  to  the  Council  such  secretarial,  clerical. 
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and  other  assistance  and  sucli  pertinent  data  prepared  by  the  Depart- 
ment of  Health,  Education,  and  Welfare  as  it  may  require  to  carry 
out  such  functions.  „  .         •,.  i 

(d)  The  Council  shall  make  a  report  of  its  findings  and  recom- 
mendations (including  recommendations  for  changes  m  the  provisions 
of  the  Social  Security  Act)  to  the  Secretary,  such  report  to  be  sub- 
mitted not  later  than  July  1, 1966,  after  which  date  such  Council  shall 
cease  to  exist.  .       ,       j.  • 

(e)  The  Secretary  shall  also  from  time  to  time  thereafter  appoint 
an  Advisory  Council  on  Public  Welfare,  with  the  same  functions  and 
constituted'in  the  same  manner  as  prescribed  for  the  Advisory  Council 
in  the  preceding  subsections  of  this  section.  Each  Council  so  appointed 
shall  report  its  findings  and  recommendations,  as  prescribed  in  sub- 
section (d),  not  later  than  July  1  of  the  second  year  after  the  year 
in  which  it  is  appointed,  after  which  date  such  Council  shall  cease 
to  exist. 

(f )  The  Secretary  may  also  appoint,  without  regard  to  the  provi- 
sions of  title  5,  United  States  Code,  governing  appointments  in  the 
competitive  service,  such  advisory  committees  as  he  may  deem  advis- 
able to  advise  and  consult  with  him  in  carrying  out  any  of  his  func- 
tions under  this  Act.  The  Secretary  shall  report  to  the  Congress 
annually  on  the  number  of  such  committees  and  on  the  membership 
and  activities  of  each  such  committee. 

(g)  Members  of  the  Council  or  of  any  advisory  committee  appointed 
under  this  section  who  are  not  regular  full-time  employees  of  the 
United  States  shall,  while  serving  on  business  of  the  Council  or  any 
such  committee  be  entitled  to  receive  compensation  at  rates  fixed  by 
the  Secretary,  but  not  exceeding  $75  per  day,  including  travel  time; 
and  while  so  serving  away  from  their  homes  or  regular  places  of  busi- 
ness, they  may  be  allowed  travel  expenses,  including  per  diem  in  lieu 
of  subsistence,  as  authorized  by  section  5703  of  title  5,  United  States 
Code  for  persons  in  Government  service  employed  intermittently. 

(h)  (1)  Any  member  of  the  Council  or  any  advisory  committee 
appointed  under  this  Act,  who  is  not  a  regular  full-time  employee  of 
the  United  States,  is  hereby  exempted,  with  respect  to  such  appoint- 
ment, from  the  operation  of  sections  281,  283,  and  1914  of  title  18  of 
the  United  States  Code,  and  section  190  of  the  Revised  Statutes  (5 
U.S.C.  99),  except  as  otherwise  specified  in  paragraph  (2)  of  this 
subsection. 

(2)  The  exemption  granted  by  paragraph  (1)  shall  not  extend — 

(A)  to  the  receipt  or  payment  of  salary  in  connection  with 
the  appointee's  Government  service  from  any  source  other  than 
the  employer  of  the  appointee  at  the  time  of  his  appointment,  or 

(B)  during  the  period  of  such  appointment,  to  the  prosecu- 
tion or  participation  in  the  prosecution,  by  any  person  so  ap- 
pointed, of  any  claim  against  the  Government  involving  any 
matter  with  which  such  person,  during  such  period,  is  or  was 
directly  connected  by  reason  of  such  appointment. 

Demonstration  Projects 

Sec.  1115.  In  the  case  of  any  experimental,  pilot,  or  demonstration 
project  which,  in  the  judgment  of  the  Secretary,  is  likely  to  assist  in 
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promoting  the  objectives  of  title  [I,  X,  XIV,  XVI]  F/,  XF,  or  XIX, 

or  part  A  of  title  IV,  in  a  State  or  States — 

(a)  the  Secretary  may  waive  compliance  with  any  of  the  re- 
quirements of  [section  2, 402, 1002, 1402, 1602,  or]  title  VI,  or  XV, 
part  A  of  title  IV,  or  section  1902,  as  the  case  may  be,  to  the 
extent  and  for  the  period  he  finds  necessary  to  enable  such  State 
or  States  to  carry  out  such  project,  and 

(b)  costs  of  such  project  which  would  not  otherwise  be  in- 
cluded as  expenditures  under  section  [3,  403,  1003,  1403,  1603,] 

60S,  1506,  or  1903,  as  the  case  may  be,  and  which  are  not  in- 
cluded as  part  of  the  costs  of  projects  under  section  1110,  shall,  to 
the  extent  and  for  the  period  prescribed  by  the  Secretary,  be  re- 
garded as  expenditures  under  the  State  plan  or  plans  approved 
under  such  title,  or  for  administration  of  such  State  plan  or  plans, 
as  may  be  appropriate. 
In  addition,  not  to  exceed  $4,000,000  of  the  aggregate  amount  appro- 
priated for  payments  to  States  under  such  titles  for  any  fiscal  year 
beginning  after  June  30,  1967,  shall  be  available,  under  such  terms 
and  conditions  as  the  Secretary  may  establish,  for  payments  to  States 
to  cover  so  much  of  the  cost  of  such  project  as  is  not  covered  by  pay- 
ments under  such  titles  and  is  not  included  as  part  of  the  cost  of 
projects  for  purposes  of  section  1110.  Not  less  than  50  per  centum  of 
the  amounts  made  available  to  the  States  under  this  section,  for  any 
fiscal  year  beginning  after  June  30, 1972,  shall  be  used  in  projects  re- 
lating to  the  prevention  and  reduction  of  welfare  dependency. 

Administrative  and  Judicial  Review  of  Certain  Administrative 

Determinations 

Sec.  1116.  (a)  (1)  Whenever  a  State  plan  is  submitted  to  the  Sec- 
retary by  a  State  for  approval  under  title  [I,  X,  XIV,  XVI]  VI,  XV 
or  XIX,  or  part  A  of  title  IV,  he  shall  not  later  than  90  days  after  the 
date  the  plan  is  submitted  to  him,  make  a  determination  as  to  whether 
it  conforms  to  the  requirements  for  approval  under  such  title.  The  90- 
day  period  provided  herein  may  be  extended  by  written  agreement  of 
the  Secretary  and  the  affected  State. 

(2)  Any  State  dissatisfied  with  a  determination  of  the  Secretary 
under  paragraph  (1)  with  respect  to  any  plan  may,  within  60  days 
after  it  has  been  notified  of  such  determination,  file  a  petition  with  the 
Secretary  for  reconsideration  of  the  issue  of  whether  such  plan  con- 
forms to  the  requirements  for  approval  under  such  title.  Within  30  days 
after  receipt  of  such  a  petition,  the  Secretary  shall  notify  the  State  of 
the  time  and  place  at  which  a  hearing  will  be  held  for  the  purpose  of 
reconsidering  such  issue.  Such  hearing  shall  be  held  not  less  than  20 
davs  nor  more  than  60  davs  after  the  date  notice  of  such  hearing  is  fur- 
nished to  such  State,  unless  the  Secretary  and  such  State  a^rree  in 
writing  to  holding:  the  hearing-  at  another  time.^  The  Secretarv  shall 
affirm,  modify,  or  reverse  his  original  determination  within  60  davs  of 
the  conclusion  of  the  hearino*. 

(3)  Any  State  which  is  dissatisfied  with  a  final  determination  made 
by  the  Secretary  on  such  a  reconsideration  or  a  final  determination  of 
the  Secretary  under  section  [4,  404,  1004,  1404,  1604]  US,  603,  1506. 
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or  1904  may,  within  60  days  after  it  has  been  notified  of  such  determina- 
tion, i51e  with  the  United  States  court  of  appeals  for  the  circuit  in  which 
such  State  is  located  a  petition  for  review  of  such  determination.  A 
copy  of  the  petition  shall  be  forthwith  transmitted  by  the  clerk  of  the 
court  to  the  Secretary.  The  Secretary  thereupon  shall  file  in  the  court 
the  record  of  the  proceedings  on  which  he  based  his  determination  as 
provided  in  section  2112  of  title  28,  United  States  Code. 

(4)  The  findings  of  fact  by  the  Secretary,  if  supported  by  substantial 
evidence,  shall  be  conclusive :  but  the  court,  for  good  cause  shown,  may 
remand  the  case  to  the  Secretary  to  take  further  evidence,  and  the  Sec- 
retary may  thereupon  make  new  or  modified  findings  of  fact  and  may 
modify  his  previous  action,  and  shall  certify  to  the  court  the  transcript 
and  record  of  the  further  proceedings.  Such  new  or  modified  findings 
of  fact  shall  likewise  be  conclusive  if  supported  by  substantial  evidence. 

(5)  The  court  shall  have  jurisdiction  to  affirm  the  action  of  the 
Secretary  or  to  set  it  aside,  in  whole  or  in  part.  The  judgment  of  the 
court  shall  be  subject  to  review  by  the  Supreme  Court  of  the  United 
States  upon  certiorari  or  certification  as  provided  in  section  1254  of 
title  28,  United  States  Code. 

(b)  For  the  purposes  of  subsection  (a),  any  amendment  of  a  State 
plan  approved  under  title  [I,  X,  XIV,  XVI]  VI,  XV,  or  XIX,  or  part 
A  of  title  IV,  may,  at  the  option  of  the  State,  be  treated  as  the  sub- 
mission of  a  new  State  plan. 

(c)  Action  pursuant  to  an  initial  determination  of  the  Secretary 
described  in  subsection  (a)  shall  not  be  stayed  pending  reconsidera- 
tion, but  in  the  event  that  the  Secretary  subsequently  determines  that 
his  initial  determination  was  incorrect  he  shall  certify  restitution 
forthwith  in  a  lump  sum  of  any  funds  incorrectly  withheld  or  other- 
wise denied. 

(d)  Whenever  the  Secretary  determines  that  any  item  or  class  of 
items  on  account  of  which  Federal  financial  participation  is  claimed 
under  title  [I,  X,  XIV,  XVI]  F/,  XF,  or  XIX,  or  part  A  of  title  IV, 
shall  be  disallowed  for  such  participation,  the  State  shall  be  entitled 
to  and  upon  request  shall  receive  a  reconsideration  of  the  disallowance. 

[Alternative  Federal  Payment  With  Respect  to  Public 
Assistance  Expenditures 

[Sec.  1118.  In  the  case  of  any  State  which  has  in  effect  a  plan  ap- 
proved under  title  XIX  for  any  calendar  quarter,  the  total  of  the 
payments  to  which  such  State  is  entitled  for  such  quarter,  and  for  each 
succeeding  quarter  in  the  same  fiscal  year  (which  for  purposes  of  this 
section  means  the  4  calendar  quarters  ending  with  June  30),  under 
paragraphs  (1)  and  (2)  of  sections  3(a),  403(a),  1003(a),  1403(a), 
and  1603(a)  shall,  at  the  option  of  the  State,  be  determined  by  appli- 
cation of  the  Federal  medical  assistance  percentage  (as  defined  in  sec- 
tion 1905),  instead  of  the  percentages  provided  under  each  such  sec- 
tion, to  the  expenditures  under  its  State  plans  approved  under  titles 
I,  X,  XIV,  and  XVI,  and  part  A  of  title  IV,  which  would  be  in- 
cluded in  determining  the  amounts  of  the  Federal  payments  to  which 
such  State  is  entitled  under  such  sections,  but  without  regard  to  any 
maximum  on  the  dollar  amounts  per  recipient  which  may  be  counted 
under  such  sections.] 
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Federal  Participation  in  Payments  for  Repairs  to  Home  Owned 
by  Recipient  of  Aid  or  Assistance 

Sec.  1119.  In  the  case  of  an  expenditure  for  repairing  the  home  , 
owned  by  an  individual  who  is  receiving  [aid  or  assistance,  other  than 
medical  assistance  to  the  aged  under  a  State  plan  approved  under 
title  I,  X,  XIV  or  XVI]  payments  wndev  a  State  plan  approved  under  j 
^^z^ZeXF  or  XVI,  or  part  A  of  title  IV  if—  ...  I 

(1)  the  State  agency  or  local  agency  administering  the  plan  I 
approved  under  such  title  has  made  a  finding  (prior  to  making  , 
such  expenditure)  that  (A)  such  home  is  so  defective  that  con-  I 
tinned  occupancy  is  unwarranted,  (B)  unless  repairs  are  made  to 
such  home,  rental  quarters  will  be  necessary  for  such  individual, 
and  (C)  the  cost  of  rental  quarters  to  take  care  of  the  needs  of  ; 
such  individual  (including  his  spouse  living  with  him  in  such  \ 
home  and  any  other  individual  whose  needs  were  taken  into  ac-  ' 
count  in  determining  the  need  of  such  individual)  would  exceed 
(over  such  time  as  the  Secretary  may  specify)  the  cost  of  repairs  I 
needed  to  make  such  home  habitable  together  with  other  costs  i 
attributable  to  continued  occupancy  of  such  home,  and 

(2)  no  such  expenditures  were  made  for  repairing  such  home 
pursuant  to  any  prior  finding  under  this  section, 

the  amount  paid  to  any  such  State  for  any  quarter  under  section  [3(a), 
403(a),  1003(a),  1403(a),  or  1603 (a)]  -^/^,  or  1506,  shall  be  in- 
creased by  50  per  centum  of  such  expenditures,  except  that  the  excess 
above  $500  expended  with  respect  to  any  one  home  shall  not  be  in- 
cluded in  determining  such  expenditures.  1 

Approval  of  Certain  Projects 

Sec.  1120.  (a)  No  payment  shall  be  made  under  this  Act  with  h 

respect  to  any  experimental,  pilot,  demonstration,  or  other  project  i] 

all  or  any  part  of  which  is  wholly  financed  with  Federal  funds  made  '\ 

available  under  this  Act  (without  any  State,  local,  or  other  non-  | 

Federal  financial  participation)  unless  such  project  shall  have  been  jj 

personally  approved  by  the  Secretary  or  Under  Secretary  of  Health,  ji 
Education,  and  Welfare. 

(b)  As  soon  as  possible  after  the  approval  of  any  project  under  | 

subsection  (a),  the  Secretary  shall  submit  to  the  Congress  a  descrip-  ' 

tion  of  such  project  including  a  statement  of  its  purpose,  probable  ' 
cost,  and  expected  duration. 

Sec.  1121.  [Repealed.]  I 

Limitation  on  Federal  Participation  for  Capital  Expenditures^ 

Sec.  1122.  (a)  The  purpose  of  this  section  is  to  assure  that  Federal 
funds  appropriated  under  titles  F,  XVIII.,  and  XIX  are  not  used  to  \ 
support  unnecessary  capital  expenditures  made  hy  or  on  hehalf  of 


1  Applies  only  with  respect  to  a  capital  expenditure  the  obligation  for  which  Is  Incurred 
by  or  on  behalf  of  a  health  care  facility  or  health  maintenance  organization  subsequent  to 
whichever  of  the  following  is  earlier:  (A)  December  31,  1972,  or  (B)  with  respect  to  any 
State  or  any  part  thereof  specified  by  such  State,  the  last  day  of  the  calendar  quarter  in 
which  the  State  requests  that  the  amendment  made  by  subsection  (a)  of  this  section  apply 
in  such  State  or  such  part  thereof. 
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health  care  facilities  or  health  maintenance  organizations  which  are 
reimbursed  under  any  of  such  titles  and  that^  to  the  extent  possible^  re- 
imbursement under  su£h  titles  shall  support  planning  activities  with 
respect  to  health  services  and  facilities  in  the  various  States. 

(h)  The  Secretary.,  after  consultation  with  the  Governor  {or  other 
chief  executive  officer)  and  with  appropriate  local  public  officials.,  shall 
make  an  agreermnt  with  any  State  wfiich  is  able  and  willing  to  do  so 
under  which  a  designated  planning  agency  {which  shall  be  an  agency 
described  in  clause  (ii)  of  subsection  (d)  (l)  (B)  that  has  a  governing 
body  or  advisory  board  ailea^t  half  of  whose  members  represent  con- 
sumer interests)  will — 

(1)  make^  and  submit  to  the  Secretary  together  with  such  sup- 
porting materials  as  he  may  find  necessary.,  findings  and  recom- 
mendations with  respect  to  capital  expenditures  proposed  by  or 
on  behalf  of  any  health  care  facility  or  health  maintenance  orga- 
nization in  such  State  within  the  field  of  its  responsibilities., 

(2)  receive  from  other  agencies  described  in  clause  {ii)  of  sub- 
section {d)  {1)  {B)^  and  submit  to  the  Secretary  together  with  such 
supporting  material  as  he  may  find  necessary.,  the  findings  and 
recommendations  of  such  other  agencies  with  respect  to  capital 
expenditures  proposed  by  or  on  behalf  of  health  care  facilities  or 
health  maintenance  organizations  in  such  State  within  the  fields  of 
their  respective  responsibilities.,  and 

{S)  establish  and  maintain  procedures  pursuant  to  which  a  per- 
son proposing  any  such  capital  expenditure  may  appeal  a  recom- 
mendation by  the  designated  agency  and  will  be  granted  an  oppor- 
tunity for  a  fair  hearing  by  such  agency  or  person  other  than  the 
designated  agency  as  the  Governor  {or  other  chief  executive  offi- 
cer) may  designate  to  hold  such  hearings^ 
whenever  arid  to  the  extent  that  the  findings  of  such  designated  agency 
or  any  su^h  other  agency  indicate  that  any  such  expenditure  is  not  con- 
sistent loith  the  standards^  criteria^  or  plans  developed  pursuant  to  the 
Public  Health  Service  Act  {or  the  Mental  Retardation  Facilities  and 
Community  Mental  Health  Centers  Construction  Act  of  1963)  to  meet 
the  need  for  adequate  health  care  facilities  in  the  area  covered  by  the 
plan  or  plans  so  developed. 

{c)  The  Secretary  shall  pay  any  such  State  from  the  Federal  Hos- 
pital Insurance  Trust  Fund.,  in  advance  or  by  way  of  reimbursement 
as  may  be  provided  in  the  agreement  loith  it  {and  may  make  adjust- 
ments in  such  payments  on  account  of  overpayments  or  underpayments 
previously  made) ,  for  the  reasonable  cost  of  performing  the  functions 
specified  in  subsection  {b). 

{d)  {!)  Except  as  provided  in  paragraph  {2),  if  the  Secretary  de- 
termines that — 

{A )  neither  the  planning  agency  designated  in  the  agreement 
described  in  subsection  {b)  nor  an  agency  described  in  clause 
{ii)^  of  subparagraph  {B)  of  this  paragraph  had  been  given 
notice  of  any  proposed  capital  expenditure  {in  accordance 
with  such  procedure  or  in  such  detail  as  may  be  required 
by  such  agency)  at  least  60  days  prior  to  obligation  for  such 
expenditure ;  or 

{B)  {i)  the  planning  agency  so  designated  or  an  agency  so 
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described  had  received  such  timely  notice  of  the  intention  to 
make  such  capital  expenditure  and  had  within  a  reasonable 
period  after  receiving  such  notice  and  prior  to  obligation  for 
such  expenditure^  notified  the  person  proposing  such  expendi- 
ture that  the  expenditure  would  not  be  in  conformity  with  the 
standards^  criteria^  or  plans  developed  by  such  agency  or  any 
other  agency  descinbed  in  clause  (ii)  for  adequate  health  care 
facilities  in  such  State  or  in  the  area  for  which  such  other  agency 
has  responsibility^  and 

(ii)  the  planning  agency  so  designated  had^  prior  to  submit- 
ting to  the  Secretary  the  findings  referred  to  in  subsection  (b)  — 

(/)  consulted,  loith,  and  taken  into  consideration  the  findings 
and  recommendations  of,  the  State  planning  agencies  established 
pursuant  to  sections  314(a)  and  604{a)  of  the  Public  Health 
Service  Act  (to  the  extent  that  either  such  agency  is  not  the 
agency  so  designated)  as  ivell  as  the  public  or  nonprofit  private 
agency  or  organization  responsible  for  the  comprehensive  re- 
gional, metropolitan  area,  or  other  local  area  plan  or  plans  re- 
ferred to  in  section  31Jf(b)  of  the  Public  Health  Service  Act  and 
covering  the  area  in  which  the  health  care  facility  or  health 
maintenance  organization  proposing  such  capital  expenditure 
is  located  (lohere  such  agency  is  not  the  agency  designated  in  the 
agreement),  or,  if  there  is  no  such  agency,  such  other  public  or 
nonprofit  private  agency  or  organization  (if  any)  as  performs, 
as  determined  in  accordance  loith  criteria  included  in  regula- 
tions, similar  functions,  and 

(II)  granted  to  the  person  proposing  such  capital  expendi- 
ture an  opportunity  for  a  fair  hearing  with  respect  to  such 
findings; 

then,  for  such  period  as  he  finds  necessary  in  any  case  to  effectuate 
the  purpose  of  this  section,  he  shall,  in  determining  the  Federal  pay- 
ments to  be  made  under  titles  V,  XVIII,  and  XIX  with  respect  to 
sei'vices  furnished  in  the  health  care  facility  for  which  such  capital  ex- 
penditure is  made,  not  include  any  amount  lohich  is  attributable  to  de- 
preciation, interest  on  borroxDcd  funds,  a  return  on  equity  capital  (in- 
the  case  of  proprietary  facilities),  or  other  expenses  related  to  such 
capital  expenditure.  With  respect  to  any  organization  lohich  is  re- 
imbursed on  a  per  capita  basis,  in  determining  the  Federal  payments 
to  be  made  under  titles  V,  XVIII,  and  XIX,  the  Secretary  shall 
exclude  an  amount  which  in  his  judgment  is  a  reasonable  equivalent 
to  the  amount  lohich  would  otherioise  be  excluded  under  this  subsec- 
tion if  payment  were  to  be  made  on  other  than  a  per  capita  basis. 

(2)  If  the  Secretary,  after  submitting  the  matters  involved  to  the 
advisory  council  established  or  designated  under  subsection  (i) ,  deter- 
mines that  an  exclusion  of  expenses  related  to  any  capital  expenditure 
of  any  health  care  facility  or  health  maintenance  organization  would 
discourage  the  operation  or  expansion  of  such  facility  or  organization, 
or  of  any  facility  of  such  organization,  which  has  demonstrated  to 
his  satisfaction  proof  of  capability  to  provide  comprehensive  health 
care  services  (including  institutional  services)  efficiently,  effectively, 
and  economically,  or  would  otherioise  be  inconsistent  with  the  effective 
organization  and  delivery  of  health  services  or  the  effective  adminis- 


903 


Sec.  1122(i) 


tration  of  title  F,  XVIII ^  or  XIX ^  he  shall  not  exclude  such  expenses 
pursuant  to  paragraph  (1). 

(e)  Where  a  person  obtains  under  lease  or  comparable  arrangement 
any  facility  or  part  thereof^  or  equipment  for  a  facility^  luhich  loould 
have  been  subject  to  an  exclusion  under  subsection  (d)  if  the  person 
had  acquired  it  by  purchase,  the  Secretary  shall  (1)  in  computing 
such  person's  rental  expense  in  determining  the  Federal  payments  to 
be  made  under  titles  F,  XVIII,  and  XIX  with  respect  to  services 
furnished  in  such  facility,  deduct  the  amount  which  in  his  judgment 
is  a  reasonable  equivalent  of  the  amount  that  would  have  been  ex- 
cluded if  the  person  had  acquired  such  facility  or  such  equipment  by 
purchase,  and  (2)  in  computing  such  person'' s  return  on  equity  capital 
deduct  any  amount  deposited  under  the  terms  of  the  lease  or  com- 
parable arrangement. 

(/)  Any  person  dissatisfied  with  a  determination  by  the  Secretary 
under  this  section  may  within  six  months  folloioing  notification  of 
such  determination  request  the  Secretary  to  reconsider  such  determi- 
nation. A  determination  by  the  Secretary  under  this  section  shall  not 
be  subject  to  administrative  or  judicial  review. 

(g)  For  the  purposes  of  this  section,  a  capital  expenditure''''  is  an 
expenditure  which,  under  generally  accepted  accounting  principles, 
is  not  properly  chargeable  as  an  expense  of  operation  and  maintenance 
and  lohich  (1)  exceeds  $100,000,  {2)  changes  the  bed  capacity  of  the 
facility  with  respect  to  which  such  expenditure  is  made,  or  (S)  sub- 
stantially changes  the  services  of  the  facility  with  respect  to  which 
such  expenditure  is  made.  For  purposes  of  clause  (1)  of  the  preceding 
sentence,  the  cost  of  the  studies,  surveys,  designs,  plans,  working 
drawings,  specifications,  and  other  ojctivities  essential  to  the  acquisi- 
tion, improvement,  expansion,  or  replacement  of  the  plant  and  equip- 
ment with  respect  to  which  such  expenditure  is  made  shall  be  included 
in  determining  whether  such  expenditure  exceeds  $100,000. 

(h)  The  provisions  of  this  section  shall  not  apply  to  Christian 
Science  sanatoriums  operated,  or  listed  and  certified,  by  the  First 
Church  of  Christ,  Scientist,  Boston,  Massachusetts. 

(i)  (1)  The  Secretary  shall  establish  a  fiational  advisory  council, 
or  designate  an  appropriate  existing  national  advisory  council,  to 
advise  and  assist  him  in  the  preparation  of  general  regulations  to 
carry  out  the  purposes  of  this  section  and  on  policy  matters  arising 
in  the  administration  of  this  section,  including  the  coordination  of 
activities  under  this  section  with  those  under  other  parts  of  this  Act 
or  under  other  Federal  or  federally  assisted  health  programs. 

{2)  The  Secretary  shall  make  appropriate  provision  for  consulta- 
tion betioeen  and  coordination  of  the  work  of  the  advisory  council 
established  or  designated  under  paragraph  (1)  and  the  Federal  Hos- 
pital Council,  the  National  Advisory  Health  Council,  the  Health 
Insurance  Benefits  Advisory  Council,  and  other  appropriate  national 
advisory  councils  with  respect  to  matters  bearing  on  the  purposes  and 
administration  of  this  section  and  the  coordination  of  activities  under 
this  section  loith  related  Federal  health  programs. 

(3)  If  an  advisory  council  is  established  by  the  Secretary  under 
paragraph  (7) ,  it  shall  be  composed  of  members  who  are  not  otherwise 
in  the  regular  full-time  employ  of  the  United  States,  and  who  shall 
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he  appointed  hy  the  Secretary  witliout  regard  to  the  civil  service  laws 
from  among  leaders  in  the  fields  of  the  fundamental  sciences^  the  medi- 
cal sciences,  and  the  organization,  delivery^  and  financing  of  health 
care^  and  persons  loho  are  State  or  local  officials  or  are  active  in  com- 
munity affairs  or  puhlic  or  civic  affairs  or  ivho  are  representative  of 
minority  groups.  Members  of  such  advisory  council^  while  attending 
meetings  of  the  council  or  otherwise  serving  on  business  of  the  council, 
shall  he  entitled  to  receive  compensation  at  rates  fixed  hy  the  Secre- 
tary, hut  not  exceeding  the  maximum  rate  specified  at  the  time  of  such 
service  for  grade  GS-18  in  section  53S2  of  title  5,  United  States  Code, 
including  traveltime,  and  tvhile  away  from  their  homes  or  regular 
places  of  business  they  may  also  be  allowed  travel  expenses,  includ- 
ing per  diem  in  lieu  of  suhsistence,  as  authorized  hy  section  5703 {h) 
of  such  title  5  for  persons  in  the  Government  service  employed 
intermittently. 

Program  for  Determining  Qualifications  for  Certain  Health  Care 

Personnel 

Sec.  1123.  (a)  The  Secretary,  in  cariying  out  his  functions  re- 
lating to  the  qualifications  for  health  care  personnel  under  title  XVIII, 
shall  develop  {in  consultation  loith  appropriate  professional  health 
organizations  and  State  health  and  licensure  agencies)  and  conduct 
{in  conjunction  loith  State  health  and  licensure  agencies)  until  De- 
cember 31,  1977,  a  program  designed  to  determine  the  proficiency  of 
individuals  {ivho  do  not  otherioise  meet  the  formal  educational,  pro- 
fessional membership,  or  other  specific  criteHa  established  for  deter- 
mining the  qualifications  of  practical  nurses,  therapists,  laboratory 
technicians,  technologists,  cytotechnologists,  X-ray  technicians,  psy- 
chiatric technicians,  or  other  health  care  technicians  and  technologists) 
to  perform  the  duties  and  functiom  of  practical  nurses,  therapists, 
laboratory  technicians,  technologists,  cytotechnologists.  X-ray  tech- 
nicians, psychiatric  technicians,  or  other  health  care  techmjicians  and 
technologists.  Such  program  shall  include  {hut  not  he  limited  to)  the 
employment  of  procedures  for  the  formal  testing  of  the  proficiency  of 
individual.  In  the  conduct  of  such  program,  no  individual  who  other- 
wise meets  the  proficiency  requirements  for  any  health  care  specialty 
shall  he  denied  a  satisfactory  proficiency  rating  solely  because  of  his 
failure  to  meet  formal  educational  or  professional  membership 
requirements. 

{b)  If  any  i7idividual  has  been  determined,  under  the  program 
established  pursuant  to  subsection  {a),  to  be  qualifi^ed  to  perform  the 
duties  and  functions  of  any  health  care  specialty,  no  person  or  pro- 
vider utilizing  the  services  of  such  individual  to  perform  such  duties 
and  functions  shall  he  denied  payment,  under  title  XVIII  or  under 
any  State  plan  approved  under  title  XIX,  for  any  health  care  services 
provided  by  such  person  on  the  grounds  that  such  individual  is  not 
qualified  to  perform  such  duties  and  functions. 

Inspector  General  for  Health  Administration 

Sec.  112^.  {a)  {1)  In  addition  to  other  officers  within  the  Depart- 
ment of  Health,  Education,  and  Welfare,  there  shall  be,  within  such 
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Department^  an  officer  with  the  title  of  ''''Inspector  General  for  Health 
Administration^''  (hereinafter  in  this  section  referred  to  as  the  ''''In- 
spector GeneraV)^  loho  shall  he  appointed  or  reappointed  the 
President^  ty  and  with  the  advice  and  consent  of  the  Senate.  In  ad- 
dition^ there  shall  he  a  Deputy  Inspector  General  for  Health  Ad- 
ministration {hereinafter  referred  to  as  the  ''Deputy  Inspector  Gen- 
eral), and  such  additional  personnel  as  may  he  required  to  carry  out 
the  functions  vested  in  the  Inspector  General  hy  this  section. 

{2)  The  term  of  office  of  any  individual  appointed  or  reappointed 
to  the  position  of  Inspector  General  shall  expire  6  years  after  the 
date  he  takes  office  pursuant  to  such  appointment  or  reappointment. 

(h)  The  Inspector  General  shall  report  directly  to  the  Secretary 
of  Health.,  Education.,  and  Welfare  {hereinafter  in  this  section  re- 
ferred to  as  the  '''Secretary''^) ;  and.,  in  carrying  out  the  functions 
vested  in  him  hy  this  section^  the  Inspector  General  shall  not  he  under 
the  control  of^  or  suhject  to  supervision  hy,  any  officer  of  the  Depart- 
ment of  Health.,  Education,  and  Welfare,  other  than  the  Secretary. 

{c)  (l)  It  shall  he  the  duty  and  responsihility  of  the  Inspector 
General  to  arrange  for,  direct,  or  conduct  such  reviews,  inspections, 
and  audits  of  the  health  insurance  program  estahlished  hy  title 

XVIII,  the  medical  assistance  program^s  estahlished  pursuant  to  title 

XIX,  and  any  other  programs  of  health  care  authorized  under  any 
other  title  of  this  Act  as  he  considers  necessary  for  ascertaining  the 
efficiency  and  economy  of  their  administration,  their  consonance  ivith 
the  provisions  of  law  hy  or  pursuant  to  which  such  programs  were 
estahlished,  and  the  attainment  of  the  ohjectives  and  purposes  for 
whidh  such  provisions  of  laio  loere  enacted. 

{2)  The  Inspector  General  shall  maintain  continuous  ohservation 
and  review  of  programs  with  respect  to  which  he  has  repsonsihilities 
under  paragraph  {!)  of  this  suhsection  for  the  purpose  of — 

{A)  deteimiining  the  extent  to  which  such  programs  are  in 
compliance  with  applicahle  laios  and  regulations ; 

{B)  making  recommendations  for  the  correction  of  deficiencies 
in,  or  for  improving  the  organization,  plans,  procedures,  or  ad- 
ministration of,  such  programs;  and 

(O)  evaluating  the  effectiveness  of  such  programs  in  attaining 
the  ohjectives  and  purposes  of  the  provisions  of  law  hy  or  pur- 
suant to  which  such  programs  were  estahlished. 
{d)  {!)  For  purposes  of  aiding  in  carrying  out  his  duties  under  this 
section,  the  Inspector  General  shall  have  access  to  all  records,  reports, 
audits,  reviews,  documents,  papers,  recommendations,  or  other  mate- 
rial of  or  availahle  to  the  Department  of  Health,  Education,  and  Wel- 
fare which  relate  to  the  programs  with  respect  to  which  the  Inspector 
General  has  responsihilities  under  this  section. 

{2)  The  head  of  any  Federal  department,  agency,  office,  or  instru- 
mentality shall,  and  the  head  of  any  State  agency  administering  or 
supervising  the  administration  of  any  State  plan  approved  under 
title  XIX  shall,  at  the  request  of  the  Inspector  General,  provide  any 
information  which  the  Inspector  General  determines  will  he  helpful 
to  him  in  carrying  out  his  responsihilities  under  this  section. 

{e)  {!)  The  Inspector  General  shall  have  authority  to  suspend  any 
regulation,  practice,  or  procedure  employed  in  the  administration  of 
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any  program  with  respect  to  which  he  has  responsitilities  under  this 
section  'if^  as  a  result  of  any  study ^  investigation^  review^  or  audit  of 
such  program^  he  determines  that — 

(J.)  the  suspension  of  such  regulation^  practice^  or  procedure 

will  promote  efficiency  or  economy  in  the  administration  of  such 

program;  or 

(B)  such  regulation,  practice,  or  procedure  is  contrary  to  ap- 
plicable provisions  of  laio,  or  does  not  carry  out  the  ohjectwes  and 
purposes  of  the  provisions  of  law  hy  or  pursuant  to  which  there 
was  established  the  program  in  comiection  tvith  which  such  regu- 
lation, practice,  or  procedure  is  promulgated,  instituted^  or 
applied. 

(2)  (A)  Any  order  of  suspension  hy  the  Inspector  General  of  any 
regulation,  practice,  or  procedure  pursuant  to  this  subsection  shall 
remain  in  effect  until  the  Inspector  General  issues  an  order  reinstating 
such  regulation,  practice,  or  procedure ;  except  that  the  Secretary  shall 
receive  not  less  than  30  days  notice  of  the  proposed  suspension  and 
may,  at  any  time  prior  to  or  after  any  such  suspension  hy  the  Inspec- 
tor General,  issue  an  order  revoking  such  suspension. 

(B)  Whenever  the  Secretary  issues  an  order  revoking  any  such 
actual  or  proposed  order  of  suspension  hy  the  Inspector  General,  he 
shall  promptly  notify  tlie  Committee  on  Finance  of  the  Senate  and  the 
Committee  on  Ways  and  Means  of  the  House  of  Representatives  {and, 
in  case  such  order  relates  to  any  State  regulation,  practice^  or  procedure 
employed  hy  a  State  in  the  administration  of  its  State  plan  approved 
under  title  XIX,  the  Governor,  or  other  chief  executive  officer,  of  such 
State)  of  such  order  and  shall  submit  to  each  such  committee  informa- 
tion explaining  his  reasons  for  the  issuance  of  such  order. 

(1)  the  Inspector  General  issues  any  order  suspending  any 
State  regulation,  practice,  or  procedure  employed  by  a  State  in 
the  administration  of  its  State  plan  approved  under  title  XIX, 
and 

{2)  for  any  period  that  such  order  is  in  effect,  such  State  fails 
to  comply  with  such  order,  then,  notwithstanding  any  other  pro- 
vision of  law.  the  amount  of  the  Federal  payments  otherimse  pay- 
able to  such  State  under  section  1903  with  respect  to  such  period 
shall  be  reduced  hy  an  amount  equal  to  the  amount  {if  any)  of 
the  excess  of — 

{3)  the  amount  of  Federal  funds  payable  to  such  State  loith 
respect  to  such  period  wider  section  1903,  as  determined  loithout 
regard  to  this  subsection,  over 

(4)  the  amount  of  the  Federal  funds  which  would  have  been 
payable  to  such  State  under  such  section  loith  respect  to  such 
period  if,  for  all  of  such  period,  such  State  had  complied  loith 
such  order. 

For  purposes  of  the  preceding  sentence^  an  order  of  the  Inspector 
General  shall  not  he  deemed  to  be  in  effect  for  any  penod  if  such 
order  has  been  revoked  hy  an  order  of  the  Secretary  issued  in  accord- 
ance loith  subsection  {e)  {2). 

{g)  {1)  The  Inspector  General  may,  from,  time  to  time,  submit 
such  reports  to  the  Committee  on  Finance  of  the  Senate  and  the  Com- 
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mittee  on  Ways  and  Means  of  the  House  of  Representatives  relating 
to  his  activities  as  he  deems  to  he  appropriate. 

(2)  Whenever  either  of  the  committees  referred  to  in  paragraph 
(1)  mahes  a  request  to  the  Inspector  General  to  furnish  such  com- 
mittee with  any  information^  or  to  conduct  any  study  or  investigation 
and  report  the  findings  resulting  therefrom  to  such  committee^  the 
Inspector  General  shall  comply  with  such  request. 

(3)  Whenever  the  Inspector  General  issues  an  order  suspending 
or  reinstating  any  regulation^  practice^  or  procedures  pursuant  to 
subsection  (e),  he  shall  promptly  notify  the  Committee  on  Finance 
of  the  Senate  and  the  Committee  on  W ays  and  Means  of  the  House 
of  Representatives  {and^  in  case  such  order  relates  to  any  State  regu- 
lation, practice  or  procedure  employed  hy  «  State  in  the  administra- 
tion of  its  State  plan  approved  under  title  XI the  Governor,  or 
other  chief  executive  officer^  of  such  State)  of  such  order  and  shall 
submit  to  each  such  Committee  information  explaining  his  reasons 
for  the  issuance  of  such  order. 

(h)  The  Inspector  General  may  make  expenditures  (not  in  excess  of 
$50f)00  in  any  fiscal  year)  of  a  confidential  nature  when  he  finds  that 
such  expenditures  are  in  aid  of  inspections^  audits^  or  reviews  under  this 
section;  but  such  expenditures  so  made  shall  not  be  utilized  to  make 
payments.,  to  any  one  individual,  the  aggregate  of  which  exceeds  $2ft00. 
The  Inspector  General  shall  submit  annually  a  confidential  report  on 
expenditures  under  this  provision  to  the  Committee  on  Finance  of  the 
Senate  and  the  Committee  on  Ways  and  Means  of  the  House  of  Repre- 
sentatives. 

(i)  (1)  Expenses  of  the  Inspector  General  relating  to  the  health  in- 
surance program  established  by  title  XVIII  shall  be  payable  from  the 
Federal  Hospital  Insurance  Trust  Fund  and  from  the  Federal  Supple- 
mentary Medical  Insurance  Trust  Fund.,  with  such  portions  being  paid 
from  each  such  Fund  as  the  Secretary  shall  deem  to  be  appropriate. 
Expenses  of  the  Inspector  General  relating  to  medical  assistance  pro- 
grams established  pursuant  to  title  XIX  shall  be  payable  from  funds 
appropriated  to  carry  out  such  title;  and  expenses  of  the  Inspector 
General  relating  to  any  program  of  health  care  authorized  under  any 
title  of  this  Act  {other  than  titles  XVIII  and  XIX)  shall  be  payable 
from  funds  appropriated  to  carry  out  such  program. 

{2)  There  are  hereby  authorized  to  be  appropriated  such  sums  as 
may^  be  necessary  to  carry  out  the  purposes  of  this  section. 

(j)  The  Secretary  shall  provide  the  Inspector  General  and  his  staff 
toith  appropriate  and  adequate  office  space  ^oithin  the  facilities  of  the 
Department  of  Health,  Education,  and  Welfare,  together  loith  such 
equipment^  office  supplies^  and  communications  facilities  and  services^ 
as  may  be  necessary  for  the  operation  of  such  office  and  shall  provide 
necessary  maintenance  services  for  such  office  and  the  equipment  and 
facilities  located  therein. 

Authorization  and  Allotment  of  Appropriations  for  Services 

Sec.  1125.  (a)  There  are  authorized  to  be  appropriated  for  each 
fiscal  year  beginning  after  June  30, 1972,  for  payments  to  States  under 
sections  ^,12  and  1609  %oith  respect  to  services  to  families  with  depend- 
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ent  children  {as  defined  in  section  4-07 (h)  hut  not  including  services 
described  in  clause  (1)  or  (2)  of  such  subsection)  and  services  to  the 
aged,  blind,  or  disabled  (as  defined  in  section  1607 {b) ) ,  $1,000,000,000. 

(b)  From  the  sums  appropriated  pursuant  to  subsection  (a),  the 
Secretary  shall  allot  to  each  State  {other  than  Puerto  Rico,  the  Virgin 
Islands,  and  Guam)  an  amount  which  bears  the  same  ratio  to  the 
amount  so  appropriated  as  the  population  of  such  State  bears  to  the 
total  population  of  all  the  States. 

{c)  The  amount  of  any  allotment  for  any  fiscal  year  pursuant  to 
subsection  {b)  ^Dhich  the  Secretary  determines  loill  not  be  required 
for  providing  the  services  described  in  subsection  {a)  for  such  fiscal 
year  shall  be  available  for  reallotment,  for  the  purposes  for  which  it 
was  originally  made  available,  from  time  to  time,  on  such  dates  as  the 
Secretary  may  fix,  to  other  States  which  the  Secretary  determines 
have  need  in  providing  such  services  of  amounts  in  excess  of  those 
previously  allotted  to  them  under  subsection  {b). 

{2)  after  the  allotment  pursuant  to  paragraph  {1)  has  been 
made,  from  the  sums  remaining  {if  any)  not  in  excess  of 
$50,  000,000,  the  Secretary  shall  allot  to  each  State  which  has  a 
service  deficit  {as  defined  in  the  last  sentence  of  this  subsection) 
an  amount  which  bears  the  same  ratio  to  such  sums  remaining  as 
such  deficit  bears  to  the  total  of  the  service  deficits  of  all  the  States 
having  such  deficits;  and 

{3)  after  the  allotment  pursuant  to  paragraph  {2)  has  been 
made,  from  the  sums  remaining  {if  any) ,  the  Secretary  shall  allot 
to  each  State  an  amount  which  bears  the  same  ratio  to  such  sums 
remaining  as  the  number  of  individuals  receiving  benefits  under 
sections  2011  and,  2102  in  such  State  bears  to  the  number  of  such 
individuals  in  all  the  States. 
As  used  in  paragraph  {2) ,  the  term  ''''service  deftcif,  with  respect  to 
any  State,  means  the  amount  by  lohich  {i)  the  average  service  expendi- 
ture {as  defined  in  subsection  {d) )  per  recipient  of  benefits  under  sec- 
tions 2011  and  2102  in  such  State  is  less  than  {ii)  the  average  of  the  ex- 
penditures for  training  and  services  under  titles  [/,  X,  X/F  and^  ^ 
XYI  and  part  A  of  title  IV  in  all  the  States  {other  than  child  care  and 
family  planning  services  under  such  part)  multiplied  by  the  number 
of  recipients  of  such  benefits  in  such  State. 

Criminal  Offenses  by  Welfare  Employees 

Sec.  1126.  Any  officer  or  employee  of  the  United  States  or  of  any 
State  or  of  any  political  subdivision  of  such  State  acting  in  connection 
with  the  administration  or  operation  of  any  State  plan  approved  under 
titleIV,XV,orXVI,  of  this  Act— 

{1)  who  is  guilty  of  any  extortion  or  willful  oppression  under 
color  of  State  or  Federal  laio;  or 

{2)  ivho  hnmoingly  alloios  the  disbursement  of  greater  su7ns 
than  are  authorized  by  law>,  or  receives  any  fee,  compensation,  or 
reivard,  except  as  by  laio  prescribed,  for  the  performance  of  any 
duty;  or 


1  Deleted  effective  January  1,  1973. 
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(S)  who^  with  intent  to  defeat  the  application  of  any  provision 
of  title  IV,  XF,  or  XVI,  of  the  Social  Security  Act  or  any  State 
plan  approved  thereunder,  fails  to  perform  any  of  the  duties  of 
his  office  or  employment or 

(4)  loho  conspires  or  colludes  with  any  other  person  to  defraud 
the  ijnited  States,  any  State  government,  or  any  political  subdi- 
vision of  such  State;  or 

(5)  who  knowingly  makes  opportunity  for  any  person  to  de- 
fraud the  United  States,  any  State  government,  or  any  political 
subdivision  of  such  State;  or 

(6)  who  does  or  omits  to  do  any  act  with  intent  to  enable  any 
other  person  to  defraud  the  United  States,  any  State  government, 
or  any  political  subdivision  of  such  State; 

(7)  who  makes  or  signs  any  fraudulent  entry  in  any  book,  or 
makes  or  signs  any  fraudulent  application,  form,  or  statement, 
knowing  it  to  be  fraudulent ;  or 

(8)  who,  having  knowledge  or  information  of  fraud  com- 
mitted by  any  person  against  the  United  States,  any  State  govern- 
ment, or  any  political  subdivision  of  such  State  under  title  IV, 
XV,  or  XVI,  of  the  Social  Security  Act  or  any  State  plan  ap- 
proved thereunder,  fails  to  report,  in  writing,  such  knoioledge 
or  information  to  the  Seci^etary  or  his  delegate,  or,  if  the  fraud 
is  against  a  State  government  or  any  political  subdivision  of  such 
Staie,  to  the  individual  designated  to  administer  the  State  plan 
approved  under  such  title  or  his  delegate;  or 

(9)  who  demands,  or  accepts,  or  attempts  to  collect  directly  or 
indirectly  as  payment  or  gift,  or  otherwise,  any  sum  of  money  or 
other  thing  of  value  for  the  compromise,  adjustment,  or  settle- 
ment of  any  charge  or  complaint  for  any  violation  or  alleged  vio- 
lation of  laiD,  except  as  expressly  authorised  by  law  so  to  do; 

shall  be  dismissed  from  office  or  discharged  from  employment  and, 
upon  conviction  thereof,  shall  be  fined  not  more  than  $10,000,  or  im- 
prisoned not  more  than  5  years,  or  both. 

Prohibition  Against  Use  of  Federal  Funds  to  Undermine 
Programs  Under  the  Social  Security  Act 

Sec.  1127.  (a)  (1)  Subject  to  paragraph  (2),  no  Federal  funds  shall 
be  used  [whether  directly  or  indirectly)  to  pay  all  or  any  part  of  the 
compensation  or  expenses  of  any  attorney  or  other  person  toho,  as  a 
part  of  his  federally  financed  activity  whether  as  an  employee  in  the 
executive  branch  or  under  a  grant  or  contractual  arrangement  loith 
the  executive  branch  {or  other  employment),  engages  in  any  activity, 
for  or  on  behalf  of  any  client  or  other  person  or  class  of  persons,  the 
purpose  of  which  is  {by  litigation  or  by  actions  related  thereto)  to 
nullify,  challenge,  or  circumvent  any  provision  of  the  Social  Security 
Act,  or  any  of  the  purposes  or  intentions  of  the  Congress  in  enacting 
any  such  title  or  provision  thereof  or  relating  thereto;  and  it  shall  be 
urdaroful  for  any  such  attorney  or  other  person  who  engages  in  any 
such  federally  financed  activity  to  accept  or  receive  any  Federal  funds 
to  defray  all  or  any  part  of  his  compensation. 

{2)  The  prohibition  contained  in  paragraph  {1)  shall  not  apply  to 
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any  f  articular  case  or  lawsuit  {or  to  any  attorney  or  other  person 
involved  therein)  if  the  Attorney  General  issues  an  order  specifically 
waiving  such  frohihition  with  respect  to  such  case  or  lawsuit;  except 
that  no  such  order  shall  become  effective  with  respect  to  any  case  or 
laiosuit  until  60  days  after  the  Attorney  General  shall  have  submitted 
to  the  Committee  on  Finance  of  the  Senate  and  the  Committee  on 
Ways  and  Means  of  the  House  of  Representatives  a  notice  of  his  in- 
tention to  waive  such  prohibition  with  respect  to  such  case  or  lawsuit. 

(h)  Any  person  who  authorizes  the  disbursement  of  any  Federal 
funds^  and  any  attorney  or  other  person  who  receives  or  accepts  any 
such  funds ^  in  violation  of  subsection  (a),  shall  be  held  accountable 
for  and  required  to  make  good  to  the  United  States  the  amount  of 
funds  so  disbursed  or  received  or  accepted. 

Limitation  on  Authority  of  Secretary  With  Respect  to  Advisory 

Councils 

Sec.  1128.  Nothing  in  this  Act  shall  be  construed  to  authorize  or 
permit  the  Secretary  of  Healthy  Education^  amd  Welfare  to  prescribe 
any  rule  or  regulation  requiring  any  State^  in  the  operation  of  a  State 
plan  approved  under  title  IV ^  VI  or  XVI  of  this  Act^  to  establish  or 
pay  the  expenses  of  any  advisory  council  to  advise  the  State  with  re- 
spect to  such  plan^  its  operation.^  or  any  program  or  programs  con- 
ducted thereunder. 

Evaluation  of  Social  Security  Programs 

Sec.  1129.  {a)  (1)  The  Comptroller  General  is  hereby  authorized  to 
make  analyses  and  evaluations  of  programs  under  this  Act. 

(2)  The  departments  and  agencies  shall  make  available  to  the 
Comptroller  General  such  information  and  documents  as  he  considers 
necessary  for  him  to  complete  his  work  under  this  subsection. 

{b)  (1)  No  department  or  agency  of  the  Federal  Government  shall 
enter  into  any  contract  for  the  conduct  of.,  or  employ  any  expert  or 
consultant  to  conduct^  any  study  or  evaluation  of  any  program  which — 
{A )  is  established  by  or  pursuant  to  this  Act.,  or 
(B)  receives  Federal  financial  assistance  pursuant  to  authority 
contained  in  this  Act., 
if  the  conduct  of  such  study  or  evaluation  involves  the  expenditure., 
from  Federal  funds.,  of  an  amomit  in  excess  of  $25fi00^  unless^  prior  to 
the  commencement  of  such  study  or  evaluation^  such  department  or 
agency  .shall  have  requested  of^  and  obtained  from.,  the  Comptroller 
General  approval  for  the  conduct  of  such  study  or  evaluation. 

(2)  The  Comptroller  General  shall  not  approve  any  request  for  the 
conduct  of  any  study  or  evaluation  of  any  program  under  paragraph 
(i) ,  unless  he  determines  that — 

(A)  the  conduct  of  such  study  or  evaluation  of  such  program  is 
justified; 

(B)  such  department  or  agency  cannot  effectively  conduct  such 
study  or  evaluation  through  utilization  of  regular  full-time  em- 
ployees of  such  department  or  agency;  and 

{C)  such  study  or  evaluation  will  not  be  duplicative  of  any 
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study  or  evaluation  which  is  teing  conducted^  or  will  he  conducted 
within  the  next  twelve  months^  hy  the  General  Accounting  Office. 

{c)  {l)To  assist  in  carrying  out  his  fu7ictions  under  this  section^  the 
Comptroller  General  may  sign  and  issue  suhpenas  requiring  the  pro- 
duction of  negotiated  contract  and  subcontract  records  and  records  of 
other  non-Federal  persons  or  organizations  to  which  he  has  a  right  of 
access  hy  law  or  agreement. 

{2)  In  case  of  disobedience  to  a  subpena  issued  under  the  authority 
contained  in  paragraph  (i),  the  Comptroller  General  may  invoke  the 
aid  of  any  district  court  of  the  United  States  in  requiring  the  produc- 
tion of  the  records  referred  to  in  paragraph  {!).  Any  district  court  of 
the  United  States  within  the  jurisdiction  in  which  the  contractor^  [sub- 
contractor^ or  other  non-Federal  person  or  organization  is  found  or  re- 
sides or  in  which  the  contractor^  subcontractor^  or  other  non-Federal 
person  or  organization  transacts  business  may^  in  case  of  contumacy 
or  refusal  to  obey  a  subpena  issued  by  the  Comptroller  General^  issue 
an  order  requiring  the  contractor^  subcontractor.,  or  other  non-Federal 
person  or  organization  to  produce  the  records;  and  any  failure  to  obey 
such  order  of  the  court  shall  be  punished  by  the  court  as  a  contempt 
thereof. 

Limitation  on  Funds  for  Certain  Social  Services 

Sec.  1130.  [a)  Notwithstanding  the  provisions  of  section  \S{a)  (4) 
and  (5),  I^m{a)  (3),  1003(a)  (3)  and  (4),  U03{a)  (3)  and  U),  1505 
(a){2),  or  1603(a)  (J^)  and  (5)]  m((i)(S),  603(a),  or  1505 
(a)  (2)  <-,  ^  amounts  payable  for  any  fiscal  year  (commencing  with  the 
fiscal  year  beginning  July  7, 1972)  under  such  section  (as  determined 
without  regard  to  this  section)  to  any  State  with  respect  to  expendi- 
tures made  after  June  30, 1972  for  services  referred  to  in  such  section 
(other  than  \the  services  provided  pursuant  to  section  1^09  (f),  other 
than'J  family  planning  services,  and  other  than  services  described  in 
section  412(a)  (3)  (C)  (ii)  or  412(a)  (3)  (E)  (i) )  shall  be  reduced  by 
such  amounts  as  may  be  necessary  to  assure  that-— 

(1)  the  total  amount  paid  to  such  State  (under  all  of  such  sec- 
tions) for  such  fiscal  year  for  such  services  does  not  exceed  the 
allotment  of  such  State  (as  determined  under  subsection  (b)); 
and 

(2)  of  the  amounts  paid  (under  all  of  such  sections)  to  such 
State  for  such  fiscal  year  with  respect  to  such  expenditures,  other 
than  expenditures  for — 

(A)  services  provided  to  meet  the  needs  of  a  child  for 
personal  care,  protection,  and  supervision,  but  only  in  the 
case  of  a  child  where  the  provision  of  such  services  is  needed 
(i)  in  order  to  enable  a  member  of  such  child'' s  family  to  ac- 
cept or  continue  in  employment  or  to  participate  in  training 
to  prepare  such  member  for  employment,  or  (ii)  because  of 
the  death,  continued  absence  from  the  home,  or  incapacity 
of  the  child''s  mother  and  the  inability  of  any  member  of 
such  child\  family  to  provide  adequate  care  and  supervi- 
sion for  such  child; 

(B)  services  provided  to  a  mentally  retarded  individual 
(whether  a  child  or  an  adult),  but  only  if  such  services  are 

1  Material  within  brackets  deleted  effective  Jan.  1,  1974  ;  material  between  arrows  added 
effective  Jan.  1,  1974. 
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needed  (as  determined  in  accordance  with  criteria  prescribed 
by  the  Secretary)  by  such  individual  by  reason  of  his  con- 
dition of  being  mentally  retarded; 

(O)  services  provided  to  an  individuxil  who  is  a  drug  ad- 
dict or  an  alcoholic^  but  only  if  such  services  are  needed  (as 
determined  in  accordance  with  criteria  prescribed  by  the 
Secretary^  by  such  individual  a^  part  of  a  program  of  ac- 
tive treatment  of  his  condition  as  a  drug  addict  or  an  alco- 
holic; and 

(D)  services  provided  to  a  child  loho  is  under  foster  care 
in  a  foster  family  home  (as  defined  in  section  1^11  (d) )  or  in 
a  child-care  institution  (as  defined  in  such  section)^  or  while 
awaiting  pla/iement  in  such  a  home  or  institution,  but  only 
if  such  services  are  needed  (as  determined  in  accordance  with 
criteria  prescribed  by  the  Secretary)  by  such  child  because 
he  is  under  foster  care, 
not  more  than  10  per  centum  thereof  are  paid,  loith  respect  to  ex- 
penditures incurred  in  providing  services  to  individuals  loho  are 
not  recipients  of  aid  [,  assistances  or  payments  [(]  under  State 
plans  approved  under  title\s  /,  X,  X/F, J  XF[,  XF/,]  or  part 
A  of  title  IV  -»  or  of  supplemental  security  income  benefits  under 
title  XF/<^),  or  applicants  (as  defined  under  regulations  of  the 
Secretary)  for  such  aid,  ^assistance,  or'J  payments-^,  or  bene- 
fbts^-."- 

(b)  (1)  For  each  fiscal  year  (commencing  loith  the  fiscal  year 
beginning  July  1,  1973)  the  Secretary  shall  allot  to  each  State  an 
amount  which  bears  the  same  ratio  to  $2,500,000,000  as  the  population 
of  such  State  bears  to  the  popidation  of  all  the  States. 

(2)  The  allotment  for  each  State  shall  be  promulgated  for  each  fis- 
cal year  by  the  Secretary  between  July  1  and  August  31  of  the  calendar 
year  immediately  preceding  such  fiscal  year  on  the  basis  of  the  popula- 
tion of  each  State  and  of  all  of  the  States  as  determined  from  the  most 
recent  satisfactor-y  data  available  from  the  Department  of  Commerce 
at  such  time;  except  that  the  allotment  for  each  State  for  the  fiscal  year 
beginning  July  1,  1972,  and  the  following  fiscal  year  shall  be  promul- 
gated at  the  earliest  practicable  date  after  the  enactment  of  this  sec- 
tion but  not  later  than  January  1, 1973. 

(c)  For  purposes  of  this  section,  the  term  ^^State^^  meai^s  any  one 
of  the  fifty  States  or  the  District  of  Columbia. 

PART  B— PROFESSIONAL  STANDARDS  REVIEW 
Declaration  of  Purpose 

Sec.  1151.  In  order  to  promote  the  effective,  efficient,  and  economical 
delivery  of  health  care  services  of  proper  quality  for  lohich  payment 
may  be  made  (in  whole  or  in  part)  under  this  Act  and  in  recognition  of 
the  interests  of  patients,  the  public,  practitioners,  and  providers  in  im- 
proved health  care  services,  it  is  the  purpose  of  this  part  to  assure, 
through  the  application  of  suitable  procedures  of  professional  stand- 
ards review,  that  the  services  for  which  payment  may  be  made  under 
the  Social  Security  Act  will  conform  to  appropriate  professional  stand- 


1  Material  within  brackets  deleted  effective  Jan.  1,  1974  ;  material  between  arrows  added 
effective  Jan.  1,  1974. 
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ards  for  the  provision  of  health  care  and  that  payment  for  such  services 
will  he  made — 

{1)  only  when^  and  to  the  extent^  rmdically  necessary^  as  deter- 
mined in  the  exercise  of  reasonable  limits  of  professional  discre- 
tion; and 

(2)  in  the  case  of  services  provided  hy  a  hospital  or  other  health 
care  facility  on  an  inpatient  hasis^  only  when  and  for  such  period 
as  such  services  cannot^  consistent  with  professionally  recognized 
health  care  standards^  effectively  he  provided  on  an  outpatient 
basis  or  more  economically  in  an  inpatient  health  care  facility  of  a 
different  type^  as  determined  in  the  exercise  of  reasonable  limits  of 
professional  discretion. 

Designation  of  Professional  Standards  Review  Organizations 

Sec.  1152.  {a)  The  Secretary  shall  (1)  notlater  than  January  1^1974, 
establish  throughout  the  United  States  appropriate  areas  with  respect 
to  which  Professional  Standards  Revieio  Organizations  may  be  desig- 
nated^ and  {2)  at  the  earliest  practicable  date  after  designation  of  an 
area  enter  into  an  agreement  with  a  qualified  organization  whereby 
such  an  organization  shall  be  conditionally  designated  as  the  Profes- 
sional Standards  Revieiv  Organization  for  such  area.  If.,  on  the  basis  of 
its  performance  during  such  period  of  conditional  designation^  the 
Secretary  determines  that  such  organization  is  capable  of  fulfilling^  in 
a  satisfactory  manner^  the  obligations  and  requirements  for  a  Profes- 
sional Standards  Review  Organization  under  this  part^  he  shall  enter 
into  an  agreement  with  such  organization  designating  it  as  the  Pro- 
fessional Standards  Revieio  Organization  for  such  area. 

(b)  For  purposes  of  subsection  (a) ,  the  term  '"'qualified  organization^'' 
means 

(1)  when  used  in  connection  with  any  area — 

{A)  an  organization  (i)  ivhich  is  a  nonprofit  professional 
association  (or  a  component  organization  thereof) ,  (ii)  tvhich 
is  composed  of  licensed  doctors  of  medicine  or  osteopathy 
engaged  in  the  practice  of  medicine  or  surgei-^  in  such  area^ 
{Hi)  the  membership  of  lohich  includes  a  substantial  propor- 
tion of  all  such  physicians  in  such  area.,  (iv)  'which  is  orga- 
nized in  a  manner  which  makes  available  professional  com- 
petence to  revieio  health  care  services  of  the  types  and  kinds 
with  respect  to  which  Professional  Standards  Review  Orga- 
nizations have  review  responsibilities  under  this  part.,  (v)  the 
membership  of  tvhich  is  voluntary  and  open  to  all  doctors 
of  medicine  or  osteopathy  licensed  to  engage  in  the  practice 
of  medicine  or  surgery  in  such  area  icithout  requirement  of 
membership  in  or  paymevt  of  dues  to  any  organized  medical 
society  or  association,  and  (vi)  which  does  not  restrict  the 
eligibility  of  any  member  for  service  as  an  officer  of  the 
Professional-  Standards  Revieio  Organization  or  eligibility 
for  and  assignment  to  duties  of  such  Professional  Standards 
Revieio  Organization,  or^  suhject  to  subsection  (^?)(^), 

(B)  such  other  public,  nonprofit  private^  or  other  agency 
or  organization^  which  the  Secretary  determines^  in  accord- 
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ance  loith  criteria  prescribed  hy  him  in  regulations^  to  he 
of  professional  com^petence  and  otJierioise  suitable;  and 
(2)  an  organisation  lohich  the  Secretary^  on  the  basis  of  his 
examination  and  evaluation  of  a  formal  plan  submitted  to  him 
by  the  association,  agency^  or  organization  (as  loell  as  on  the' 
basis  of  other  relevant  data  and  information) ,  finds  to  be  loilling 
to  perform  and  capable  of  performing,  in  an  effective,  timely, 
and  objective  manner  and  at  reasonable  cost,  the  duties,  functions, 
and  activities  of  a  Professional  Standards  Review  Organization 
required  by  or  pursuant  to  this  part, 
(c)  (1)  The  Secretary  shall  not  enter  into  any  agreement  under  this 
part  under  which  there  is  designated,  as  the  Professional  Standards 
Review  Organization  for  any  area  any  organization  other  than  an 
organization  referred  to  in  subsection  (h)  (1)  (A)  unless,  in  such  area, 
there  is  no  organization  referred  to  in  subsection  (b)  (/)  {A)  which 
meets  the  conditions  specified  in  subsection  {b){2). 

(2)  Whenever  the  Secretary  shall  have  entered  into  an  agreement 
under  this  part  under  which  there  is  designated  as  the  Professional 
Standards  Revieio  Organization  for  any  area  any  organization  other 
than  an  organization  referred  to  in  subsection  {b)  (1)  {A) ,  he  shall 
not  reneiD  such  agreements  loith  such  organization  if  he  determines 
that — 

{A)  there  is  in  such  area  an  organization  referred  to  in  sub- 
section {b)  {1)  {A)  which  (i)  has  not  been  previously  designated 
as  a  Professional  Standards  Review  Organization,  and  (ii)  is 
willing  to  enter  into  an  agreement  under  this  part  under  which 
such  organization  loould  be  designated  as  the  Professional  Stand- 
ards Review  Organization  for  such  area; 

(B)  such  organization  meets  the  conditions  specified  in  sub- 
section (b)  (2) ;  and 

(0)  the  designation  of  such  organization  as  the  Professional 
Standards  Review  Organization  for  such  area  is  anticipated  to 
result  in  substantial  improvement  in  the  performance  in  such  area 
of  the  duties  and  functions  required  of  such  organizations  under 
this  part. 

{d)  Any  such  agreement  under  this  part  with  an  organization  (other 
than  an  agreement  established  pursuant  to  section  1151^)  shall  be  for 
a  term  of  tioelve  months;  except  that,  prior  to  the  expiration  of  such 
term  such  agreement  m,ay  be  terminated — - 

(1)  by  the  organization  at  such  time  and  upon  such  notice  to 
the  Secretary  as  may  be  prescribed  in  regulations  (except  that 
notice  of  more  than  three  months  may  not  be  required) ;  or 

(2)  by  the  Secretary  at  such  time  and  upon  such  reasonable 
notice  to  the  organization  as  may  be  prescribed  in  regulations,  but 
only  after  the  Secretary  has  determined  (after  providing  such 
organization  with  an  opportunity  for  a  formal  hearing  on  the 
matter)  that  such  organization  is  not  substantially  complying 
nrith  or  effectively  carrying  out  the  provisions  of  such  agreement. 

(e)  In  order  to  avoid  duplication  of  functions  and  unnecessary  re- 
vieio  and  control  activities,  the  Secretary  is  authorized  to  waive  any 
or  all  of  the  revieiv,  certification,  or  similar  activities  othe'nvise 
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required  under  or  pursuant  to  any  provisions  of  this  Act  {other 
than  this  part)  where  he  finds^  on  the  basis  of  substantial  evidence  of 
the  effective  performance  of  review  and  control  activities  by  Profes- 
sional Standards  Review  Organizations^  that  the  revieio^  certification^ 
and  similar  activities  otherwise  so  required  are  not  needed  for  the 
provision  of  adequate  review  and  control. 

Review  Pending  Designation  of  Professional  Standards  Review 

Organization 

Sec.  1163.  Pending  the  assumption  by  a  Professional  Standards  Re- 
view Organization  for  any  area^  a  full  review  responsibility^  and  pend- 
ing a  demonstration  of  capacity  for  improved  review  effort  loith  re- 
spect to  matters  involving  the  provision  of  health  care  services  in  such 
area  for  lohich  payment  {in  whole  or  in  part)  may  be  made^  under  this 
Act,  any  revleio  \oith  respect  to  such  services  lohich  has  not  been  desig- 
nated by  the  Secretary  as  the  full  responsibility  of  such  organization, 
shall  be  revieioed  in  the  manner  othericise  provided  for  under  law. 

Trial  Period  for  Professional  Standards  Review  Organizations 

Sec.  116Jf.  {a)  The  Secretary  shall  initially  designate  an  organiza- 
tion as  a  Professional  Standards  Review  Organization  for  any  area  on 
a  conditional  basis  with  a  view  to  determining  the  capacity  of  such  or- 
ganization to  perform  the  duties  and  functions  imposed  under  this 
part  on  Professional  Standards  Revieio  Organizations.  Such  designa- 
tion may  not  be  made  prior  to  receipt  from  such  organization  and  ap- 
proval by  the  Secretary  of  a  formal  plan  for  the  orderly  assumption 
and  implementation  of  the  responsibilities  of  the  Professional  Stand- 
ards Revieio  Organization  under  this  part. 

(b)  During  any  such  trial  period  {which  may  not  exceed  twenty - 
four  months) ,  the  Secretary  may  require  a  Professional  Standards  Re- 
vieio Organization  to  perform  only  such  of  the  duties  and  functions 
required  under  this  part  of  Professional  Standards  Review  Organi- 
zation as  he  determines  such  organization  to  be  capable  of  perform- 
ing. The  number  and  type  of  such  duties  shall,  during  the  trial  period, 
be  progressively  increased  as  the  organization  becomes  capable  of 
added  responsibility  so  that,  by  the  end  of  such  period,  such  organiza- 
tion shall  be  considered  a  qualified  organization  only  if  the  Secretary 
fi.nds  that  it  is  substantially  carrying  out  in  a  satisfactory  manner, 
the  activities  and  functions  required  of  Professional  Standards  Re- 
vieio organizations  under  this  part  with  respect  to  the  review  of  health 
care  services  provided  or  ordered  by  physicians  and  other  practitioners 
and  institutional  and  other  health  care  facilities,  agencies,  and  organi- 
zations. Any  of  such  duties  and  functions  not  j^er formed  by  such  or- 
ganization during  such  period  shall  be  performed  in  the  manner  and 
to  the  extent  otherwise  provided  for  under  law. 

{c)  Any  agreement  under  which  any  organization  is  conditionally 
designated  as  the  Professional  Standards  Review  Organization  for 
any  area  may  be  terminated  by  such  organization  upon  ninety  days 
notice  to  the  Secretary  or  by  the  Secretary  upon  ninety  days  notice  to 
such  organization. 
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Duties  and  Functions  of  Professional  Standards  Review 
Organizations 

Sec.  1155,  {d)  {1)  Notwithstanding  any  other  provision  of  law^ 
l)ut  consistent  with  the  provisions  of  this  part.)  it  shall  he  the  duty 
and  function  of  each  Professional  Standards  Review  Organization 
for  any  area  to  assume,  at  the  earliest  date  practicable.,  responsibility 
for  the  review  of  the  professional  activities  in  such  area  of  physicians 
and  other  health  care  practitioners  and  institutional  and  noninstitu- 
tional  providers  of  health  care  semnces  in  the  provision  of  health  care 
services  and  items  for  which  payment  may  he  made  {in  whole  or  in 
part)  under  this  Act  for  the  purpose  of  determining  whether — 

{A)  such  services  and  items  are  or  loere  medically  necessary; 
(B)  the  quMity  of  such  services  meets  professionally  recog- 
nized standards  of  health  care;  and 

(O)  in  case  such  services  and  items  are  proposed  to  he  pro- 
vided in  a  hospital  or  other  health  care  facility  on  an  inpatient 
hasis,  such  services  and  items  could,  consistent  with  the  provision 
of  appropriate  medical  care.,  he  effectively  provided  on  an  out- 
patient hasis  or  more  economically  in  an  in-patient  health  care 
facility  of  a  different  type. 
{2)  Each  Professional  Standards  Revieio  Organization  shall  have 
the  authority  to  determine,  in  advance,  in  the  case  of — 

{A)  any  elective  admission  to  a  hospital,  or  other  health  care 
facility,  or 

(B)  any  other  health  care  service  which  will  consist  of  extended 
or  costly  courses  of  treatment, 
whether  such  service,  if  provided,  or  if  provided  hy  a  particular 
health  care  practitioner  or  hy  a  particular  hospital  or  other  health 
care  facility,  organization,  or  agency,  would  meet  the  criteria  specified 
in  clauses  {A)  and  {C)  of  paragraph  (1). 

(S)  Each  Professional  Standards  Review  Organization  shall,  in 
accordance  loith  regulations  of  the  Secretary,  determine  and  publish^ 
from  time  to  time,  the  types  and  hinds  of  cases  {whether  hy  type  of 
health  care  or  diagnosis  involved,  or  lohether  in  terms  of  other  relevant 
criteria  relating  to  the  provision  of  health  care  services)  with  respect 
to  which  such  organization  vnll,  in  order  most  effectively  to  carry  out 
the  purposes  of  this  part,  exercise  the  authority  conferred  upon  it 
under  paragraph  {2). 

{4)  Each  Professional  Standards  Revieio  Organization  shall  he 
responsible  for  the  arranging  for  the  maintenance  of  and  the  regular 
review  of  profiles  of  care  and  services  received  and  provided  loith 
respect  to  patients,  utilizing  to  the  greatest  extent  practicable  in  such 
patient  profiles,  methods  of  coding  which  loill  provide  maximum  con- 
fidentiality as  to  patient  identity  and  assure  objective  evaluation  con- 
sistent loith  the  purposes  of  this  part.  Profiles  shall  also  be  regularly 
reviewed  on  an  ongoing  hasis  loith  respect  to  each  health  care  practi- 
tioner and  provider  to  determine  whether  the  care  and  sei'vices  or- 
dered or  rendered  are  consistent  loith  the  cnteria  specified  in  clauses 
(J.),  {B),and  {C)  of  paragraph  {!). 

{5)  Physicians  assigned  responsibility  for  the  revieio  of  hospital 
care  may  be  only  those  having  active  hospital  staff  privileges  in  at 
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least  one  of  the  participating  hospitals  in  the  area  served  hy  the  Pro- 
fessional Standards  Review  Organization  and,  {except  as  muy  be 
otherwise  provided  under  subsection  {e)  {1)  of  this  section)  such, 
physicians  ordinarily  should  not  be  responsible  for,  but  may  partici- 
pate in  the  review  of  care  and  services  provided  m  any  hospital  m 
which  such  physicians  have  active  staff  privileges. 
(6)  No  physician  shall  be  permitted  to  revieiv — 

(A)  health  care  services  provided  to  a  patient  if  he  was  di- 
rectly or  indirectly  involved  in  providing  such  services,  or 

(B)  health  care  services  provided  in  or  by  an  institution,  orga- 
nization, or  agency,  if  he  or  any  member  of  his  family  has,  di- 
rectly or  indirectly,  and  financial  interest  in  such  institution, 
organization,  or  agency. 

For  purposes  of  this  paragraph,  a  physician'' s  family  includes  only 
his  spouse  {other  than  a  spouse  who  is  legally  separated  from  him 
under  a  decree  of  divorce  or  separate  maintenance),  children  {includ- 
ing legally  adopted  children),  grandchildren,  parents,  and  grand- 
parents. 

{b)  To  tlte  extent  necessary  or  appropriate  for  the  proper  perform- 
ance of  its  duties  and  functions,  the  Professional  Standards^  Review 
Organization  serving  any  area  is  authoii^zed  in  accordance  with  regu- 
lations prescribed  by  the  Secretary  to — 

(i)  make  arrangements  to  utilize  the  services  of  persons  who 
are  practitioners  of  or  specialists  in  the  various  areas  of  medicine 
{including  dentistry),  or  other  types  of  health  care,  which  per- 
sons shall,  to  the  maximum  extent  practicable,  be  individuals 
engaged  in  the  practice  of  their  profession  within  the  area  served 
by  such  organization; 

{2)  undertaJce  such  professional  inquiry  either  before  or  after, 
or  both  before  and  after,  the  provision  of  services  with  respect  to 
which  such  organization  has  a  responsibility  for  review  under 
subsection  {a)  {!) ; 

{3)  examine  the  pertinent  records  of  any  practitioner  or  pro- 
vider of  health  care  services  providing  services  with  respect  to 
which  such  organization  has  a  responsibility  for  review  under  sub- 
section {a)  {1) ;  and 

(4)  inspect  the  facilities  in  lohich  care  is  rendered  or  services 
provided  {which  are  located  in  such  area.)  of  any  practitioner  or 
provider. 

{c)  No  Professional  Standards  Review  Organization  shall  utilize 
the  services  of  any  individual  \oho  is  not  a.  duly  licensed  doctor  of 
medicine  or  osteopathy  to  make  final  determinations  in  accordance 
with  its  duties  and  functions  under  this  part  with  respect  to  the  pro- 
fessional conduct  of  any  other  duly  licensed  doctor  of  medicine  or 
osteopathy,  or  any  act  performed  by  any  duly  licensed  doctor  of  medi- 
cine or  osteopathy  in  the  exercise  of  his  profession. 

{d)  In  order  to  familiarize  physicians  with  the  review  functions  and 
activities  of  Professional  Standards  Review)  Organizations  and  to 
promote  acceptance  of  such  functions  and  activities  by  physicians, 
patients,  and  other  persons,  each  Professional  Standards  Review  Or- 
ganization, in  carrying  out  its  review  responsibilities,  shall  {to  the 
maximum  extent  consistent  with  the  effective  and  timely  performance 
of  its  duties  and  functions)  — 
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(1)  encourage  all  physicians  practicing  their  profession  in  the 
area  served  hy  such  Organization  to  participate  as  reviewers  in 
the  review  activities  of  such  Organization; 

(2)  provide  rotating  physician  membership  of  review  commit- 
tees on  an  extensive  and  continuing  hasis; 

(S)  assure  that  membership  on  review  committees  have  the 
broadest  representation  feasible  in  terms  of  the  various  types  of 
practice  in  which  physicians  engage  in  the  area  served  by  such 
Organization;  and 

{4)  utilize^  whenever  appropriate^  medical  periodicals  and 
similar  publications  to  publicize  the  functions  and  activities  of 
Prof essional  Standards  Revieio  Organizations. 

(e)  (1)  Each  Professional  Standards  Review  Organization  shall 
utilize  the  services  of^  and  accept  the  findings  of^  the  review  committees 
of  a  hospital  or  other  operating  health  care  facility  or  organization 
located  in  the  area  served  by  su^h  organization,  but  only  when  and  only 
to  the  extent  and  only  for  such  time  that  such  committees  in  auch  hos- 
pital or  other  operating  health  care  facility  or  organization  have  dem- 
onstrated to  the  satisfaction  of  such  organization  their  capacity  effec- 
tively and  in  timely  fashion  to  review  activities  in  such  hospital  or 
other  operating  health  care  facility  or  organization  (includinq  the 
medical  necessity  of  admissions.^  types  and  extent  of  services  ordered^ 
and  lengths  of  stay)  so  as  to  aid  in  accomplishing  the  purposes  and 
responsibilities  described  in  subsection  (a)  (7) ,  except  where  the  Secre- 
tary disapproves^  for  good  cause^  such  acceptance. 

(2)  The  Secretary  may  prescribe  regulations  to  carry  out  the  provi- 
sions of  this  subsection. 

(f)  (1)  An  agreement  entered  into  under  this  part  between  the  Sec- 
retary and  any  organisation  under  which  such  organization  is  desig- 
nated as  the  Prof essional  Standards  Review  Organization  for  any  area 
shall  provide  that  such  organization  will — 

(A)  perform  such  duties  and  functions  and  assume  such  respon- 
sibilities and  comply  with  such  other  requirements  as  may  be  re- 
quired by  this  part  or  under  regulations  of  the  Secretary  promnd- 
gated  to  carry  out  the  provisions  of  this  part;  and 

(B )  collect  such  data  relevant  to  its  functions  and  such  informa- 
tion and  keep  and  maintain  such  records  in  such  form  as  the  Secre- 
tary may  require  to  carry  out  the  purposes  of  this  part  and  to 
permit  access  to  and  use  of  any  such  records  as  the  Secretary  may 
require  for  such  purposes. 

(2)  Any  such  agreement  with  an  organization  under  this  part  shall 
provide  that  the  Secretary  make  payments  to  such  organization  equal 
to  the  amount  of  expenses  reasonably  and  necessarily  incurred.^  as  deter- 
mined by  the  Secretary,  by  such  organization  in  carrying  out  or  pre- 
paring to  carry  out  the  duties  and  functions  required  by  such 
agreement. 

Norms  of  Health  Care  Services  for  Various  Illnesses  or  Health 

Conditions 

Sec.  1156.  (a)  Each  Professional  Staiidards  Review  Organization 
shall  apply  professionally  developed  norms  of  care,  diagnosis^  and 
treatment  based  upon  typical  patterns  of  practice  in  its  regions  (in- 
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eluding  typical  lengths-of-stay  for  institutional  care  'by  age  and  diag- 
nosis) as  principal  points  of  evaluation  and  revieio.  The  National  Pro- 
fessional Standards  Review  Council  and  the  Secretary  shall  provide 
such  technical  assistance  to  the  organization  as  will  he  helpful  in 
utilizing  and  applying  such  norms  of  care^  diagnosis^  and  treatment. 
Where  the  actual  norms  of  care^  diagnosis^  and  treatment  in  a  Profes- 
sional  Standards  Revieio  Organization  area  are  significantly  different 
from  professionally  developed  regional  norms  of  care^  diagnosis,  and 
treatment  approved  for  comparable  conditions^  the  Professional 
Standards  Review  Organization  concerned  shall  be  so  informed^  and 
in  the  event  that  appropriate  consultation  and  discussion  indicate  rea- 
sonable basis  for  usage  of  other  norms  in  the  area  concerned^  the  Pro- 
fessional Standards  Review  Organization  may  apply  such  norms  in 
sux)h  area  as  are  approved  by  the  National  Prof  essional  Standards  Re- 
view Council, 

(b)  Such  norms  loith  respect  to  treatment  for  particular  illnesses 
or  health  conditions  shall  include  {in  accordance  loith  regulations 
of  the  Secretary)- — ■ 

{!)  the  types  and  extent  of  the  'health  care  services  which^ 
taking  into  account  differing^  but  acceptable^  modes  of  treatment 
and  methods  of  organizing  and  delivering  care  are  considered 
loithin  the  range  of  appropriate  diagnosis  and  treatment  of  such 
illness  or  health  condition^  consistent  loith  professionally  recog- 
nized and  accepted  patterns  of  care; 

{2)  the  type  of  health  care  facility  which  is  considered^  con- 
sistent loith  such  standards^  to  be  the  type  in  which  health  care 
services  which  are  medically  appropriate  for  such  illness  or  con- 
dition can  most  economically  be  provided. 

(c)  (1)  The  National  Professional  Standards  Review  Council  shall 
provide  for  the  preparation  and  distribution^  to  each  Professional 
Standards  Revieio  Organization  and  to  each  other  agency  or  person 
performing  revieio  functions  toith  respect  to  the  provision  of  health 
care  services  under  this  Act,  of  appropriate  materials  indicating  the 
regional  norms  to  be  utilized  pursuant  to  this  part.  Such  data  con- 
cerning norms  shall  be  reviewed  and  revised  from  time  to  time.  The 
approval  of  the  National  Professional  Standards  Revieio  Council  of 
norms  of  care.,  diagnosis.,  and  treatment  shall  be  based  on  its  analysis 
of  appropriate  and  adequate  data. 

{2)  Each  review  organization.,  agency,  or  person  referred  to  in  para- 
graph {!)  shall  utilize  the  norms  developed  under  this  section  as  a 
principal  point  of  evaluation  and  review  for  determining,  with  respect 
to  any  health  care  services  which  have  been  or  are  proposed  to  be  pro- 
vided, whether  such  care  and  services  are  consistent  with  the  criteria 
specified  in  section  1155 {a)  (1). 

(d)  (1)  Each  Professional  Standards  Review  Organization  shall — 

(A)  in  accordance  with  regulations  of  the  Secretary,  specifly 
the  appropriate  points  in  time  after  the  admission  of  a  patient  for 
inpatient  care  in  a  health  care  institution,  at  which  the  physician 
attending  such  patient  shall  execute  a  certification  stating  that 
further  inpatient  care  in  such  institution  will  be  medically  neces- 
sary effectively  to  meet  the  health  care  needs  of  such  patient;  and 

(B)  require  that  there  be  included  in  any  such  certification  with 
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rested  to  any  patient  such  infoTTrmtion  as  may  he  necessary  to 
enable  such  organization  properly  to  evaluate  the  medical  neces- 
sity of  the  further  institutional  health  care  recommended  hy  the 
physician  executing  such  certification. 
(2)  The  points  in  time  at  which  any  such  certification  loill  he  re- 
quired {usually^  not  later  than  the  60th  percentile  of  lengths-of-stay 
for  patients  in  similar  age  groups  with  similar  diagnoses)  shall  he 
consistent  with  and  hased  on  professionally  developed  norms  of  care 
and  treatment  and  data  developed  with  respect  to  length  of  stay  in 
Jwalth  care  institutions  of  patients  having  various  illnesses^  injuries^ 
or  health  conditions^  and  requiring  various  types  of  health  care  serv- 
ices or  procedures. 

Submission  of  Reports  by  Professional  Standards  Review 

Organizations 

Sec.  1157.  If^  in  discharging  its  duties  and  functions  under  this  part^ 
any  Professional  Staridards  Review  Organization  determines  that  any 
health  care  practitio'tier  or  any  hospital^  or  other  health  care  facility., 
agency^  or  organization  has  violated  any  of  the  obligations  imposed  hy 
section  1160^  such  organization  shall  report  the  matter  to  the  State- 
wide Professional  Standards  Review  Council  for  the  State  in  which 
such  organization  is  located  together  with  the  recommendations  of 
such  Organization  as  to  the  action  which  should  he  taken  with  respect 
to  the  matter.  Any  Statewide  Professional  Standards  Review  Council 
receiving  any  such  report  and  recommendation  shall  review  the  same 
and  promptly  transmit  such  report  arvd  recommendation  to  the  Secre- 
tary together  with  any  additional  comments  or  recommendations 
thereon  a^  it  deems  appropriate.  The  Secretary  may  utilize  a  Profes- 
sional Standards  Review  Organization.,  in  lieu  of  a  program  review 
team  as  specified  in  sections  1862  and  1866,  for  purposes  of  subpara- 
graph {C)  of  section  1862(d)(1)  and  subparagraph  (F)  of  section 
1866(b)(2). 

Requirement  of  Review  Approval  as  Condition  of  Payment  of 

Claims 

Sec.  1158.  (a)  Except  as  provided  for  in  section  1159,  no  Federal 
funds  appropriated  under  any  title  of  this  Act  (other  than  title  V) 
for  the  provision  of  health  care  services  or  items  shall  be  used  (directly 
or  indirectly)  for  the  payment^  under  such  title  or  any  program  estab- 
lished pursuant  thereto,  of  any  claim  for  the  provision  of  such  services 
or  items,  unless  the  Secretary,  pursuant  to  regulation  determines  that 
the  claimant  is  loithout  fault  if — 

(1)  the  provision  of  such  services  or  items  is  subject  to  revieio 
under  this  part  by  any  Professional  Standards  Review  Organi- 
zation, or  other  agency;  aiid 

(2)  such  organization  or  other  agency  has,  in  the  proper  exer- 
cise of  its  duties  and  functions  under  or  consistent  loith  the 
purposes  of  this  part,  disapproved  of  the  services  or  items  giving 
rise  to  such  claim,  and  has  notified  the  practitioner  or  provider 
%oho  provided  or  proposed  to  provide  such  services  or  items  and  the 
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individual  who  would  receive  or  was  proposed  to  receive  such 
services  or  items  of  its  disapproval  of  the  provision  of  such  serv- 
ices or  items. 

(h)  Whenever  any  Professional  Standards  Review  Organization^ 
in  the  discharge  of  its  duties  and  functions  as  specified  hy  or  pursuant 
to  this  part^  disapproves  of  any  health  care  services  or  items  fur- 
nished or  to  he  furnished  hy  any  practitioner  or  provider^  such  orga- 
nization shall^  after  notifying  the  practitioner^  provider^  or  other 
organization  or  agency  of  its  disapproval  in  accordance  with  suh sec- 
tion (a),  promptly  notify  the  agency  or  organization  having  respon- 
sibility for  acting  upon  claims  for  payment  for  or  on  account  of  such 
services  or  items. 

Hearings  and  Review  hy  Secretary 

Sec.  1169.  (a)  Any  heneflciary  or  recipient  who  is  entitled  to  hene- 
fits  under  this  Act  {other  than  title  V)  or  a  provider  or  practitioner 
who  is  dissatisfied  with  a  determination  loith  respect  to  a  claim  made 
hy  a  Professional  Standards  Revieio  Organization  in  carrying  out  its 
responsihilities  for  the  review  of  professional  activities  in  accordance 
with  paragraphs  (1)  and  {2)  of  section  1155(a)  shall.,  after  heing 
notified  of  such  determination^  he  entitled  to  a  reconsideration  thereof 
hy  the  Professional  Standards  Review  Organization  a.nd^  where  the 
Professional  Standards  Revieiv  Organization  reaffirms  such  determi- 
nation in  a  State  luhich  has  established  a  Stateioide  Professional 
Standards  Revieio  Council^  and  luhere  the  ^natter  in  controversy  is 
$100  or  more.,  such  determination  shall  he  reviewed  hy  professional 
memhers  of  such  Council  and^  if  the  Council  so  determined^  revised. 

(h)  Where  the  determination  of  the  Statewide  Professional  Stand- 
ards Review  Council  is  adverse  to  the  heneflciary  or  recipient  (or,  in 
the  ahsence  of  such  Council  in  a  State  and  where  the  matter  in  contro- 
versy is  $100  or  more) ,  such  heneflciary  or  recipient  shall  he  entitled  to 
a  hearing  thereon  hy  the  Secretary  to  the  same  extent  as  is  provided  in 
section  205  ( & ) ,  and^  %ohere  the  amount  in  controversy  is  $1^000  or  more., 
to  judicial  review  of  the  Secretary'' s  final  decision  after  such  hearing  as 
is  provided  in  section  205(g).  The  Secretary  %oill  render  a  decision  only 
after  appropriate  professional  consultation  on  the  matter. 

(c)  Any  review  or  appeals  provided  under  this  section  shall  he  in  lieu 
of  any  review.,  hearing^  or  appeal  under  this  Act  with  respect  to  the 
same  issue. 

Obligations  of  Health  Care  Practitioners  and  Providers  of  Health 
Care  Services;  Sanctions  and  Penalties;  Hearings  and  Review 

Sec.  1160.  (a)  (1)  It  shall  he  the  ohligation  of  any  health  care  practi- 
tioner and  any  other  person  {including  a  hospital  or  other  health  care 
facility.,  organization.,  or  agency)  who  provides  health  care  services  for 
which  payment  may  he  made  (in  whole  or  in  part)  under  this  Act^  to 
assure  that  services  or  items  ordered  or  provided  hy  such  practitioner 
or  person  to  heneficiaries  and  recipients  under  this  Act — 

{A)  loill  he  provided  only  when,  and  to  the  extent,  medically 
necessary;  and 
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(B)  will  he  of  a  quality  which  meets  professionally  recognized 
standards  of  health  care;  and 

{Cy  will  he  supported  hy  evidence  of  such  medical  necessity  and 
quality  in  such  form  and  fashion  and  at  such  time  as  may  reason- 
ably he  required  hy  the  Prof  essional  Standards  Review  Organiza- 
tion in  the  exercise  of  its  duties  and  responsihilities ; 
and  it  shall  he  the  obligation  of  any  health  care  practitioner^  in  order- 
ing^ authorizing^  directly^  or  arranging  for  the  provision  hy  any  other 
person  {including  a  hospital  or  other  health  care  facility^  organization^ 
or  agency)  of  health  care  services  for  any  patient  of  such  practitioner^ 
to  exercise  his  professional  responsibility  with  a  view  to  assuring  {to 
the  extent  of  his  influence  or  control  over  such  patient^  such  person,  or 
the  provision  of  such  services)  that  such  services  or  items  will  be  pro- 
vided— 

(Z>)  only  when,  and  to  the  extent,  medically  necessary;  and 
{E)  will  he  of  a  quality  which  meets  professionally  recognized 
standards  of  health  care. 
{2)  Each  health  care  practitioner,  and  each  hospital  or  other  pro- 
vider of  health  care  services,  shall  have  the  obligation,  within  reason- 
able limits  of  professional  discretion,  not  to  take  any  action,  in  the 
exercise  of  his  profession  {in  the  case  of  any  health  care  practitioner) , 
or  in  the  conduct  of  its  business  {in  the  case  of  any  hospital  or  other 
such  provider) ,  which  loould  authorize  any  individual  to  be  admitted 
as  an  inpatient  in  or  to  continue  as  an  inpatient  in  any  hospital  or 
other  health  care  facility  unless — 

{A)  inpatient  care  is  determined  hy  such  practitioner  and  hy 
such  hospital  or  other  provider,  consistent  with  professionally 
recognized  health  care  standards,  to  be  medically  necessary  for 
the  proper  care  of  such  individual;  and 

{B)  (i)  the  inpatient  care  required  by  such  individual  cannot, 
consistent  with  such  standards,  he  provided  more  economically 
in  a  health  care  facility  of  a  different  type;  or 

{ii)  {in  the  case  of  a  patient  who  requires  care  lohich  can,  con- 
sistent with  such  standards,  he  provided  more  economically  in  a 
health  care  facility  of  a  different  type)  there  is,  in  the  area  in 
which  such  individual  is  loca.ted,  no  such  facility  or  no  such 
facility  which  is  available  to  provide  care  to  such  individual  at 
the  time  when  care  is  needed  hy  him. 
{h){l)  If  after  reasonable  notice  and  opportunity  for  discussion 
with  the  practitioner  or  provider  concerned,  any  Professional  Stand- 
ards Revieio  Organization  submits  a  report  and  recommendations  to 
the  Secretary  pursuant  to  section  1157  {whidh  report  and  recommen- 
dations shall  be  submitted  through  the  Stateioide  Professional  Stai^d- 
ards  Review  Council,  if  such  Council  has  been  established,  lohich  shall 
prom.ptly  transmit  such  report  and  recommendations  together  with 
any  additional  comments  and  recommendations  thereon  as  it  deems  ap- 
propriate) and  if  the  Secretary  determines  that  such  practitioner  or 
provider,  in  providing  health  care  services  over  which  such  organiza- 
tion has  review  responsibility  and  for  which  payment  {in  whole  or  in 
part)  may  be  made  under  this  Act  has — 

{A)  hy  failing,  in  a  substantial  number  of  cases,  substantially 
to  comply  with  any  obligation  imposed  on  hi7n  under  subsection 
{a), or 
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(B)  hy  grossly  and  flagrantly  violating  any  such  obligation  in 
one  or  more  instances, 
demonstrated  an  unwillingness  or  a  lack  of  ahility  suhstantially  to 
comply  with  such  obligations^  he  {in  addition  to  any  other  sanction 
provided  under  law)  may  exclude  {permanently  or  for  such  period  as 
the  Secretary  may  prescribe)  such  practitioner  or  provider  from  eli- 
gibility to  provide  such  services  on  a  reimbursable  basis. 

{2)  A  determination  made  by  the  Secretary  under  this  subsection 
shall  be  effective  at  such  time  and  upon  such  reasonable  notice  to  the 
public  and  to  the  person  furnishing  the  services  involved  a^  may  be 
specified  in  regulations.  Such  determination  shall  be  effective  ivith  re- 
spect to  services  furnished  to  an  individual  on  or  after  the  effective 
date  of  such  determination  {except  that  in  the  case  of  institutional 
health  care  services  such  determinations  shall  be  effective  in  the  man- 
ner provided  in  title  XVIII  with  respect  to  terminations  of  provider 
agreements),  and  shall  remain  in  effect  until  the  Secretary  finds  and 
gives  reasonable  notice  to  the  public  that  the  basis  for  such  determina- 
tion %a^  been  removed  and  that  there  is  reasonable  assurance  that  it 
will  not  recur. 

{3)  In  lieu  of  the  sanction  authorized  by  paragraph  (_/),  the  Secre- 
tary may  require  that  {as  a  condition  to  the  continued  eligibility  of 
such  practitioner  or  provider  to  provide  such  health  care  services  on 
a  reimbursable  basis)  such  practitioner  or  provider  pay  to  the  United 
States,  in  case  such  acts  or  conduct  involved  the  provision  or  order- 
ing by  such  practitioner  or  provider  of  health  care  services  which  were 
medically  improper  or  unnecessary,  an  amount  not  in  excess  of  the 
actual  or  estimated  cost  of  the  medically  improper  or  unnecessary  serv- 
ices so  provided,  or  {if  less)  $6,000.  Such  amount  may  be  deducted 
from  any  sums  owing  by  the  United  States  {or  any  instrumentality 
thereof)  to  the  person  from  whom  such  amount  is  claimed. 

{If)  Any  person  furnishing  services  described  in  paragraph  {!)  who 
is  dissatisfied  with  a  determination  made  hy  the  Secretary  under  this 
subsection  shall  be  entitled  to  reasonable  notice  and  opportunity  for  a 
hearing  thereon  by  the  Secretary  to  the  same  extent  as  is  provided  in 
section  205 {b),  and  to  judicial  review  of  the  Secretary's  final  decision 
after  such  hearing  as  is  provided  in  section  205  {g) . 

{c)  It  shall  be  the  duty  of  each  Professional  Standards  Review  Or- 
ganization and  each  Statewide  Professional  Standards  Review  Coun- 
cil to  use  such  authority  or  influence  it  may  possess  as  a  professional 
organization,  and  to  enlist  the  support  of  any  other  professional  or 
governmental  organization  having  influence  or  authority  over  health 
care  practitioners  and  any  other  person  {including  a  hospital  or  other 
health  care  facility,  organization,  or  agency)  providing  health  care 
services  in  the  area  served  by  such  review  organization,  in  assuring 
that  each  practitioner  or  provider  {referred  to  in  subsection  {a))  pro- 
viding health  care  services  in  such  area  shall  comply  with  all  obliga- 
tions imposed  on  him  under  subsection  {a). 

Notice  to  Practitioner  or  Provider 

Sec.  1161.  Whenever  any  Professional  Standards  Review  Organiza- 
tion takes  any  action  or  makes  any  determination — 
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(a)  which  denies  any  request^  hy  a  health  care  practitioner  or 
other  provider  of  health  care  services^  for  approval  of  a  health 
care  service  or  item  proposed  to  l)e  ordered  or  provided  hy  such 
practitioner  or  provider;  or 

(h)  that  any  such  p7'actitioner  or  provider  has  violated  any 
obligation  imposed  on  such  j^'i^actitioner  or  provider  under  sec- 
tion 1160,  ^ 

such  organization  shall,  immediately  after  taking  such  action  or  mak- 
ing such  determination,  give  notice  to  such  practitioner  or  provider 
of  such  determination  and  the  basis  therefor,  and  shall  provide  him 
with  appropmate  opportunity  for  discussion  and  review  of  the  matter. 

Statewide  Professional  Standards  Review  Councils;  Advisory 
Groups  to  Such  Councils 

Sfc.  1162.  (a)  In  any  State  in  which  there  are  located  three  or 
more  Professional  Standards  Review  Organizations,  the  Secretary 
shall  establish  a  Statewide  Professional  Standards  Review  Council. 

(b)  The  membership  of  any  such  Council  for  any  State  shall  be  ap- 
pointed by  the  Secretary  and  shall  consist  of — 

{1)  one  representative  from  and  designated  by  each  Profes- 
sional Standards  Revieic  Organization  in  the  State; 

(2)  four  physicians,  two  of  whom  may  be  designated  by  the 
State  medical  society  and  tioo  of  whom  may  be  designated  by  the 
State  hospital  association  of  such  State  to  serve  as  members  on 
such  Council;  and 

(3)  four  persons  hnowledgeahle  in  health  care  from  such  State 
whom  the  Secretary  shall  have  selected  as  representatives  of  the 
public  in  such  State  {at  lea^t  two  of  whom  shall  have  been  rec- 
ommended for  membership  on  the  Council  by  the  Governor  of 
such  State). 

(c)  It  shall  be  the  duty  and  function  of  the  Statewide  Professional 
Standards  Review  Council  for  any  State,  in  accordance  with  regula- 
tions of  the  Secretary,  (1)  to  coordinate  the  activities  of,  and  dis- 
seminate information  and  data  among  the  various  Professional  Stand- 
ards Review  Organizations  tvithin  such  State  including  assisting  the 
Secretary  in  development  of  uniform  data  gathering  procedures  and 
operating  procedures  applicable  to  the  several  areas  in  a  State  {in- 
cluding, where  appropriate,  common  data  processing  operations  serv- 
ing several  or  all  areas)  to  assure  efficient  operation  and  objective 
evaluation  of  comparative  performance  of  the  several  areas  and,  {2) 
to  assist  the  Secretary  in  evaluating  the  performance  of  each  Profes- 
sional Standards  Revieio  Organization,  and  (3)  lohere  the  Secretary 
finds  it  necessary  to  replace  a  Professional  Standards  Review  Orga- 
nization, to  assist  him  in  developing  and  arranging  for  a  qualified 
replacement  Professional  Standards  Revieto  Organization. 

{d)  The  Secretary  is  authorized  to  enter  into  an  agreement  with  any 
such  Council  under  which  the  Secretary  shall  make  payments  to  such 
Council  equal  to  the  amount  of  expenses  reasonably  and  necessarily 
incurred^  as  determined  by  the  Secretary^  by  such  Council  in  carrying 
out  the  duties  and  functions  provided  in  this  section. 

{e){l)  The  Statetvide  Professional  Standards  Revieiv  Council  for 
any  State  {or  in  a  State  ivhich  does  not  have  such  Council,  the  Pro- 
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fessional  Standards  Review  Organizations  in  such  State  whieh  have 
agreements  with  the  Secretary)  shall  he  advised  and  assisted  in  carry- 
ing out  its  functions,  hy  an  advisory ^  group  {of  not  less  than  seven 
nor  more  than  eleven  members)  which  shall  he  made  up  of  repre- 
sentatives of  health  care  practitioners  {other  than  physicians)  and 
hospitals  and  other  health  care  facilities  which  provide  within  the 
State  health  care  services  for  which  payment  {in  whole  or  in  part) 
may  he  made  under  any  program  established  hy  or  pursuant  to  this 
Act, 

{2)  The  Secretary  shall  hy  regulations  provide  the  manner  in  which 
members  of  such  advisory  group  shall  be  selected  hy  the  Statewide 
Professional  Standards  Review  Council  {or  Professional  Standards 
Review  Organizations  in  States  without  such  Councils). 

{3)  The  expenses  reasonxibly  and  necessarily  incurred^  as  deter- 
mined hy  the  Secretary^  by  such  group  in  carrying  out  its  duties  and 
functions  under  this  subsection  shall  he  considered  to  he  expenses  nec- 
essarily incurred  hy  the  Statewide  Professional  Standards  Review 
Council  served  hy  such  group. 

National  Professional  Standards  Review  Council 

Sec.  1163.  {a)  {!).  There  shall  be  established  a  National  Profes- 
sional Standards  Review  Council  {hereinafter  in  this  section  referred 
to  as  the  ""CounciV)  lohich  shall  consist  of  eleven  physicians.,  not  other- 
wise in  the  employ  of  the  United  States^  appointed  hy  the  Secretary 
without  regard  to  the  provisions  of  title  <5,  United  States  Code^  gov- 
erning appointments  in  the  competitive  service. 

{2)  Members  of  the  Council  shall  be  a.ppointed  for  a  term  of  three 
years  and  shall  be  eligible  for  reappointment. 

{3)  The  Secretary  shall  from  time  to  time  designate  one  of  the  mem- 
bers of  the  Council  to  serve  as  Chairman  thereof. 

{b)  Members  of  the  Council  shall  consist  of  physicians  of  recog- 
nized standing  and  distinction  in  the  appraisal  of  medical  practice. 
A  majority  of  such  members  shall  he  physicians  who  have  been  recom- 
mended to  the  Secretary  to  serve  on  the  Council  by  national  organiza- 
tions recognized  by  the  Secretary  as  representing  practicing  physi- 
cians. The  membership  of  the  Council  shall  include  physicians  who 
have  been  recommended  for  membership  on  the  Council  by  consumer 
groups  and  other  health  care  interests. 

{c)  The  Council  is  authorized  to  utilize^  and  the  Secretary  shall 
make  available^  or  arrange  for^  such  technical  and  professional  con- 
sultative assistance  as  may  be  required  to  carry  out  its  functions.,  and 
the  Secretary  shall.,  in  addition^  make  available  to  the  Council  such 
secretarial.,  clerical  and  other  assistance  and  suSh  pertinent  data  pre- 
pared by,  for,  or  otherwise  available  to,  the  Department  of  Health, 
Education,  and  Welfare  as  the  Council  may  require  to  carry  out  its 
functions. 

{d)  Members  of  the  Council,  while  serving  on  business  of  the 
Council,  shall  be  entitled  to  receive  compensation  at  a  rate  fixed  hy 
the  Secretary  {hut  not  in  excess  of  the  daily  rate  paid  under  OS-18 
of  the  General  Schedule  under  section  5332  of  title  5,  United  States 
Code),  including  traveltime ;  and  while  so  serving  away  from  their 
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homes  or  regular  places  of  hiisiness,  they  may  he  allowed  travel  ex- 
penses^ including  per  diem  in  lieu  of  subsistence,  as  authoHzd  hy 
section  5703  of  title  5,  United  States  Code,  for  persons  in  Government 
service  employed  intennittently, 

(e)  It  shall  he  the  duty  of  the  Council  to — 

{1)  advise  the  Secretary  in  the  administration  of  this  part; 

(2)  provide  for  the  development  and  distribution,  among  State- 
wide Profef^sional  Standards  Review  Councils  and  Professional 
Standards  Review  Organizations,  of  information  and  data  lohich 
will  assist  such  review  councils  and  organizations  in  carrying  out 
their  duties  and  functions; 

(3)  revieio  the  operations  of  Statewide  Professional  Standards 
Revieio  Councils  and  Professional  Standards  Revieio  Organi- 
zations with  a  vieio  to  determining  the  effectiveness  and  compara- 
tive performance  of  such  revieio  councils  and  organizations  in 
carrying  out  the  purposes  of  this  part;  and 

{Jf)  make  or  arrange  for  the  making  of  studies  and  investiga- 
tions with  a  view  to  developing  and  recommending  to  the  Secre- 
tary and  to  the  Congress  measures  designed  more  effectively  to 
accomplish  the  purposes  and  objectives  of  this  part. 
(/)  The  National  Professional  Standards  Revieio  Council  shall 
from  time  to  time,  but  not  less  often  than  annually,  submit  to  the 
Secretary  and  to  the  Congress  a  report  on  its  activities  and  shall  in- 
clude in  such  report  the  findings  of  its  studies  and  investigations  to- 
gether with  any  recommendations  it  may  have  with  respect  to  the 
more  effective  accomplishment  of  the  purposes  and  objectives  of  this 
part.  Such  report  shall  also  contain  comparative  data  indicating  the 
results  of  review  activities^  conducted  pursuant  to  this  part,  in  each 
State  and  in  each  of  the  various  areas  thereof. 

Application  of  This  Part  to  Certain  State  Programs  Receiving 
Federal  Financial  Assistance 

Sec.  116 If.  [a)  In  addition  to  the  requirements  imposed  by  law  as 
a  condition  of  apfrcrvod  of  a  State  flan  approved  under  any  title  of 
this  Act  under  which  health  care  services  are  paid  for  in  whole  or  part., 
with  Federal  funds^  there  is  hereby  imposed  the  requirement  that 
provisions  of  this  part  shall  apply  to  the  operation  of  such  plan  or 
program. 

(b)  The  requirement  imposed  by  subsection  (a)  with  respect  to  such 
State  plans  approved  undsr  this  Act  shall  apply — 

(i)  in  the  case  of  any  such  plan  where  legislative  action  by  the 
State  legislature  is  not  necessary  to  meet  such  requirement,  on  and 
after  January  7, 197 If ;  and 

{2)  in  the  case  of  any  such  plrni  where  legislative  action  by  the 
State  legislatune  is  necessary  to  meet  such  requirement.^  whichever 
of  the  following  is  earlier — 

(A)  on  and  after  July  1, 197 If ^  or 

(B)  on  and  after  the  first  day  of  the  calendar  month  which 
first  commences  more  than  ninety  days  after  the  close  of  the 
first  regidar  session  of  the  legislature  of  such  State  which 
begim  after  December  Sl.^  197 S. 
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Correlation  of  Functions  Between  Professional  Standards  Review 
Organizations  and  Administrative  Instrumentalities 

Sec.  1166.  The  Secretary  shall  hy  regulations  provide  for  such  cor- 
relation of  activities^  such  interchange  of  data  and  information^  and 
such  other  cooperation  consistent  loith  economical,  efficient^  coordi- 
nated^ and  comprehensive  implementation  of  this  part  {including  hut 
not  limited  to.,  usage  of  existing  mechanical  and  other  data- gathering 
capacity)  hetween  and  among — 

{a)  (1)  agencies  and  organisations  which  are  parties  to  agree- 
ments entered  into  pursuant  to  section  1816,  (2)  carriei'S  which  are 
parties  to  contracts  entered  into  pursuant  to  section  18Jf,2,  and  (3) 
any  other  public  or  private  agency  (other  than  a  Professional 
Standards  Review  Organization)  having  review  or  control  func- 
tions., or  proved  relevant  data- gathering  procedures  and  experi- 
ence, and 

(h)  Professional  Standards  Review  Organizations,  as  may  he 
necessary  or  appropriate  for  the  effective  administration  of  title 
XVIII,  or  S tate  plans  approved  under  this  A  ct. 

Prohibition  Against  Disclosure  of  Information 

Sec.  1166.  {a)  Any  data  or  information  acquired  hy  an  Profes- 
sional Standards  Review  Organization,  in  the  exercise  of  its  duties 
and  functions,  shall  he  held  in  confidence  and  shall  not  he  disclosed  to 
any  person  except  (1)  to  the  extent  that  may  he  fiecessary  to  carry  out 
the  purposes  of  this  part  or  (2)  in  such  cases  and  under  such  circum- 
stances as  the  Secretary  shall  hy  regulations  provide  to  assure  ade- 
quate protection  of  the  rights  and  interests  of  patients,  health  care 
practitioners,  or  providers  of  health  care. 

(h)  It  shall  he  unlawful  for  any  person  to  disclose  any  such  infor- 
mation other  than  for  such  purposes,  and  any  person  violating  the  pro- 
visions of  this  section  shall,  upon  conviction,  he  fined  not  more  than 
$1,000,  and  imprisoned  for  not  more  than  six  months,  or  hoth,  together 
tvith  the  costs  of  prosecution. 

Limitation  on  Liability  for  Persons  Providing  Information,  and 
for  Members  and  Employees  of  Professional  Standards  Review 
Organizations,  and  for  Health  Care  Practitioners  and  Providers 

Sec.  1167.  (a)  Notwithstanding  any  other  provision  of  law,  no  person 
providing  information  to  any  Professional  Standards  Review  Organi- 
zation shall  he  held,  hy  reason  of  having  provided  such  information,  to 
have  violated  any  criminal  law,  or  to  he  civilly  liable  under  any  law,  of 
the  United  States,  or  of  any  State  {or  political  subdivision  thereof) 
unless — 

{1)  such  information  is  unrelated  to  the  performance  of  the 
duties  and  functions  of  sux;h  Organization,  or 

(2)  such  information  is  false  and  the  person  providing  such  in- 
formation knew,  or  had  reason  to  helieve,  that  such  informatio7i 
was  false. 

(h)(1)  No  individual  who,  as  a  memher  or  employee  of  any  Profes- 
sional Standards  Review  Organization  or  who  furnishes  professional 
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counsel  or  services  to  such  organization^  shall  te  held  hy  reason  of  the 
performance  hy  him  of  any  duty^  function,  or  activity  authoinzed  or 
required  of  Professional  Standards  Review  Organizations  under  this 
part^  to  have  violated  any  criminal  law^  or  to  l)e  civilly  liahle  under  any 
law^  of  the  United  States  or  of  any  State  {or  political  subdivision 
thereof)  provided  he  has  exercised  due  care. 

(2)  The  provisions  of  paragraph  (1)  shall  not  apply  loith  respect  to 
any  action  taken  hy  any  individual  if  such  individual,  in  tahing  such 
action^  loas  motivated  hy  malice  toward  any  person  affected  hy  such 
action. 

(c)  No  doctor  of  medicine  or  ^osteopathy  and  no  provider  {including 
directors,  tru^stees^  employees^  or  officials  thereof)  of  health  care  serv- 
ices shall  he  civilly  liahle  to  any  person  under  any  law  of  the  United 
States  or  of  any  State  {or  political  subdivision  thereof)  on  account  of 
any  action  taken  hy  him  in  compliance  icith  or  reliance  upon  profes- 
sionally developed  norms  of  care  and  treatment  applied  hy  a  Profes- 
sional Standards  Revieiu  Organization  {which  has  been  designated  in 
accordance  with  section  1152 {h)  {1)  {A) )  operating  in  the  area  where 
such  doctor  of  medicine  or  osteopathy  or  provider  took  such  action  hut 
only  if — 

(i)  he  ta.kes  such  action  {in  the  case  of  a  health  care  practi- 
tioner) in  the  exercise  of  his  profession  as  a  doctor  of  medicine  or 
osteopathy  {or  in  the  case  of  a  provider  of  health  care  services)  in 
the  exercise  of  his  functions  as  a  provider  of  health  care  services 
and 

{2)  he  exercised  due  care  in  all  professional  conduct  taken  or 
directed  by  him  and  reasonably  related  to.,  and  resulting  from.,  the 
actions  taken  in  compliance  with  or  reliance  upon  such  profession- 
ally accepted  norms  of  care  and  treatment. 

Authorization  for  Use  of  Certain  Funds  to  Administer  the 
Provisions  of  this  Part 

Sec.  1168.  Expenses  incurred  in  the  administration  of  this  part  shall 
be  payable  from — 

{a)  funds  in  the  Federal  Hospital  Insurance  Trust  Fund; 
{h)  funds  in  the  Federal  Supplementary  Medical  Insurance 
Trust  Fund;  and 

{c)  funds  appropriated  to  carry  out  the  health  care  provisions 
of  the  several  titles  of  this  Act; 
in  such  amounts  from  each  of  the  sources  of  funds  {referred  to  in 
subsections  {a).  (&),  and  {c))  as  the  Secretary  shall  deem  to  be  fair 
and  equitable  after  taking  into  consideration  the  costs  attributable 
to  the  administration  of  this  part  with  respect  to  each  of  such  plans 
and  programs. 

Technical  Assistance  to  Organizations  Desiring  To  Be  Designated 
as  Professional  Standards  Review  Organizations 

Sec.  1169.  The  Secretary  is  authonzed  to  provide  all  necessary 
technical  and  other  assistance  {including  the  preparation  of  prototype 
plans  of  organization  and  operation)  to  organizations  descHhed  in 
section  1152 {h)  {1)  lo hich — 
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(a)  express  a  desire  to  he  designated  as  a  Professional  Stand- 
ards Revieio  Organisation;  and 

(h)  the  Secretary  determines  to  have  a  potential  for  meeting  the 
requirements  of  a  Professional  Standards  Review  Organization; 
to  assist  such  organizations  in  developing  a  proper  plan  to  he  sub- 
mitted to  the  Secretary  and  otherioise  in  preparing  to  meet  the  require- 
ments of  this  part  for  designation  as  a  Professional  Standards  Revieio 
Organization. 

Exemptions  of  Christian  Science  Sanatoriums 

Sec.  1170.  The  provisions  of  this  part  shall  not  apply  loith  respect 
to  a  Christian  Science  sanatorium  operated^  or  listed  and  certified., 
hy  the  First  Church  of  Christy  Scientist^  Boston^  Massachusetts. 

if  ^  ^  m  Uli  ^  Ifi 
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[Appropriation 

[Section  1401.  For  the  purpose  of  enabling  each  State  to  furnish 
financial  assistance,  as  far  as  practicable  under  the  condition  in  such 
State,  to  needy  individuals  eighteen  years  of  age  and  older  who  are 
permanently  and  totally  disabled  and  of  encouraging  each  State, 
as  far  as  practicable  under  such  conditions,  to  furnish  rehabilitation 
and  other  services  to  help  such  individuals  attain  or  retain  capability 
for  self-support  or  self-care,  there  is  herebj^  authorized  to  be  appro- 
priated for  each  fiscal  year  a  sum  sufficient  to  carry  out  the  purposes 
of  this  title.  The  sums  made  available  under  this  section  shall  be  used 
for  making  payments  to  States  which  have  submitted,  and  had  ap- 
proved by  the  Secretary  of  Health,  Education,  and  Welfare,  State 
plans  for  aid  to  the  permanently  and  totally  disabled. 

[State  Plans  for  Aid  to  the  Permanently  and  Totally  Disabled 

[Sec.  1402.  (a)  A  State  plan  for  aid  to  the  permanently  and  totally 

disabled  must  (1)  provide  that  it  shall  be  in  effect  in  all  political  sub- 
divisions of  the  State,  and,  if  administered  by  them,  be  mandatory 
upon  them;  (2)  provide  for  financial  participation  by  the  State;  (3) 
either  provide  for  the  establishment  or  designation  of  a  single  State 
agency  to  administer  the  plan,  or  provide  for  the  establishment  or 
designation  of  a  single  State  agency  to  supervise  the  administration 
of  the  plan ;  (4)  provide  for  granting  an  opportunity  for  a  fair  hear- 
ing before  the  State  agency  to  any  individual  whose  claim  for  aid  to 
the  permanently  and  totally  disabled  is  denied  or  is  not  acted  upon 
with  reasonable' promptness;  (5)  provide  (A)  such  methods  of  admin- 
istration (including  methods  relating  to  the  establishment  and  main- 
tenance of  personnel  standards  on  a  merit  basis,  except  that  the  Secre- 
tary shall  exercise  no  authority  with  respect  to  the  selection,  tenure 
of  office,  and  compensation  of  any  individual  employed  in  accordance 
with  such  methods)  as  are  fomid  by  the  Secretary  to  be  necessary  for 
the  proper  and  efficient  operation  of  the  plan,  and  (B)  for  the  train- 
ing and  effective  use  of  paid  subprofessional  staff,  with^  particular 
emphasis  on  the  full-time  or  part-time  employment  of  recipients  and 
other  persons  of  low  income,  as  community  service  aides,  in  the  ad- 
ministration of  the  plan  and  for  the  use  of  nonpaid  or  partially  paid 
volunteers  in  a  social  service  volunteer  program  in  providing  services 

(930) 
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to  applicants  and  recipients  and  in  assisting  any  advisory  committees 
established  by  the  State  agency;  (6)  provide  that  the  State  agency 
will  make  such  reports,  in  such  form  and  containing  such  information, 
as  the  Secretary  may  from  time  to  time  require,  and  comply  with  such 
provisions  as  the  Secretary  may  from  time  to  time  find  necessary  to 
assure  the  correctness  and  verification  of  such  reports;  (7)  provide 
that  no  aid  will  be  furnished  any  individual  under  the  plan  with  re- 
spect to  any  period  with  respect  to  which  he  is  receiving  old-age  as- 
sistance under  the  State  plan  approved  under  section  2  of  this  Act, 
aid  to  families  with  dependent  children  under  the  State  plan  approved 
under  section  402  of  this  Act,  or  aid  to  the  blind  under  the  State  plan 
approved  under  section  1002  of  this  Act;  (8)  provide  that  the  State 
agency  shall,  in  determining  need,  take  into  consideration  any  other 
income  and  resources  of  an  individual  claiming  aid  to  the  permanently 
and  totally  disabled,  as  well  as  any  expenses  reasonably  attributable  to 
the  earning  of  any  such  income;  except  that,  in  making  such  determi- 
nation, (A)  the  State  agency  may  disregard  not  more  than  $7.50  of 
any  income,  (B)  of  the  first  $80  per  month  of  additional  income  which 
is  earned  the  State  agency  may  disregard  not  more  than  the  first  $20 
thereof  plus  one-half  of  the  remainder,  and  (C)  the  State  agency 
may,  for  a  period  not  in  excess  of  36  months,  disregard  such  additional 
amounts  of  other  income  and  resources,  in  the  case  of  an  individual 
who  has  a  plan  for  achieving  self-support  approved  by  the  State 
agency,  as  may  be  necessary  for  the  fulfillment  of  such  plan,  but  only 
with  respect  to  the  part  or  parts  of  such  period  during  substantially 
all  of  which  he  is  actually  undergoing  vocational  rehabilitation;  (9) 
provide  safeguards  which  restrict  the  use  or  disclosure  of  information 
concerning  applicants  and  recipients  to  purposes  directly  connected 
with  the  administration  of  aid  to  the  permanently  and  totally  dis- 
abled; (10)  provide  that  all  individuals  wishing  to  make  application 
for  aid  to  the  permanently  and  totally  disabled  shall  have  opportunity 
to  do  so,  and  that  aid  to  the  permanently  and  totally  disabled  shall  be 
furnished  with  reasonable  promptness  to  all  eligible  individuals ;  (11) 
effective  July  1,  1953,  provide,  if  the  plan  includes  payments  to  indi- 
viduals in  private  or  public  institutions,  for  the  establishment  or  des- 
ignation of  a  State  authority  or  authorities  which  shall  be  responsible 
for  establishing  and  maintaining  standards  for  such  institutions ;  and 
(12)  provide  a  description  of  the  services  (if  any)  which  the  State 
agency  makes  available  to  applicants  for  and  recipients  of  aid  to  the 
permanently  and  totally  disabled  to  help  them  attain  self-support  or 
self -care,  including  a  description  of  the  steps  taken  to  assure,  in  the 
provision  of  such  services,  maximum  utilization  of  other  agencies  pro- 
viding similar  or  related  services. 

[(b)  The  Secretary  shall  approve  any  plan  which  fulfills  the  condi- 
tions specified  in  subsection  (a),  except  that  he  shall  not  approve  any 
plan  which  imposes,  as  a  condition  of  eligibility  for  aid  to  the  perma- 
nently and  totally  disabled  under  the  plan — 

[(1)  Any  residence  requirement  which  excludes  any  resident  of 
the  State  who  has  resided  therein  five  years  during  the  nine  years 
immediately  preceding  the  application  for  aid  to  the  permanently 
and  totally  disabled  and  has  resided  therein  continuously  for  one 
year  immediately  preceding  the  application ; 
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[(2)  Any  citizenship  requirement  which  excludes  any  citizen  of 
the  United  States. 

[Payments  to  States 

[Sec.  1403.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
of  the  Treasury  shall  pay  to  each  State  which  has  an  approved  plan 
for  aid  to  the  permanently  and  totally  disabled,  for  each  quarter,  be- 
ginning with  the  quarter  commencing  October  1, 1958 — 

[(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  and  Guam,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  such  quarter 
as  aid  to  the  permanently  and  totally  disabled  under  the  State 
plan  (including  expenditures  for  premiums  under  part  B  of  title 
XVIII  for  individuals  who  are  recipients  of  money  payments  un- 
der such  plan  and  other  insurance  premiums  for  medical  or  any 
other  type  of  remedial  care  or  the  cost  thereof)  — 

[(A)  31/^^  of  such  expenditures,  not  counting  so  much  of 
?LYij  expenditure  with  respect  to  any  month  as  exceeds  the 
product  of  $37  multiplied  by  the  total  number  of  recipients  of 
aid  to  the  permanently  and  totally  disabled  for  such  month 
(which  total  number,  for  purposes  of  this  subsection,  means 
(i)  the  number  of  individuals  who  received  aid  to  the  perma- 
nently and  totally  disabled  in  the  form  of  money  payments 
for  such  month,  plus  (ii)  the  number  of  other  individuals 
with  respect  to  whom  expenditures  were  made  in  such  month 
as  aid  to  the  permanently  and  totally  disabled  in  the  form  of 
medical  or  any  other  type  of  remedial  care)  ;  plus 

[(B)  the  Federal  percentage  of  the  amount  by  which  such 
expenditures  exceed  the  maximum  which  may  be  counted 
under  clause  (A),  not  counting  so  much  of  any  expenditure 
with  respect  to  any  month  as  exceeds  the  product  of  $75  mul- 
tiplied by  the  total  number  of  such  recipients  of  aid  to  the 
permanently  and  totally  disabled  for  such  month ;  and 
[(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  and  Guam, 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  aid  to  the  permanently  and  totally  disabled 
under  the  State  plan  (including  expenditures  for  premiums  under 
part  B  of  title  XVIII  for  individuals  who  are  receipients  of 
money  payments  under  such  plan  and  other  insurance  premiums 
for  medical  or  any  other  type  of  remedial  care  or  the  cost 
thereof),  not  counting  so  much  of  any  expenditure  with  respect 
to  any  month  as  exceeds  $3.50  multiplied  by  the  total  number  of 
recipients  of  aid  to  the  permanently  and  totally  disabled  for  such 
months ;  and 

[(3)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  1402  meets  the  requirements  of  subsection  (c)(1),  an 
amount  equal  to  the  sum  of  the  following  proportions  of  the  total 
amounts  expended  during  such  quarter  as  found  necessary  by  the 
Secretary  of  Health,  Education,  and  Welfare  for  the  proper  and 
efficient  administration  of  the  State  plan — 

[(A)  75  per  centum  of  so  much  of  such  expenditures  as  are 
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[(i)  services  which  are  prescribed  pursuant  to  subsec- 
tion (c)  (1)  and  are  provided  (in  accordance  with  the 
next  sentence)  to  applicants  for  or  recipients  of  aid  to 
the  permanently  and  totally  disabled  to  help  them  attain 
or  retain  capability  of  self-support  or  self -care,  or 

[(ii)  other  services,  specified  by  the  Secretary  as  likely 
to  prevent  or  reduce  dependency,  so  provided  to  such 
applicants  or  recipients,  or 

[(iii)  any  of  the  services  prescribed  pursuant  to  subsec- 
tion (c)(1),  and  of  the  services  specified  as  provided 
in  clause  (ii),  which  the  Secretary  may  specify  as  ap- 
.  propriate  for  individuals  who,  within  such  period  or 
periods  as  the  Secretary  may  prescribe,  have  been  or  are 
likely  to  become  applicants  for  or  recipients  of  aid  to  the 
permanently  and  totally  disabled,  if  such  services  are 
requested  by  such  individuals  and  are  provided  to  such 
individuals  in  accordance  with  the  next  sentence,  or 

[(iv)  the  training  of  personnel  employed  or  preparing 
for  employment  by  the  State  agency  or  by  the  local 
agency  administering  the  plan  in  the  political  subdivi- 
sion; plus 

[(B)  one-half  of  so  much  of  such  expenditures  (not  in- 
cluded under  subparagraph  (A))  as  are  for  services  pro- 
vided (in  accordance  with  the  next  sentence)  to  applicants  for 
or  recipients  of  aid  to  the  permanently  and  totally  disabled, 
and  to  individuals  requesting  such  services  who  (within  such 
period  or  periods  as  the  Secretary  may  prescribe)  have  been 
or  are  likely  to  become  applicants  for  or  recipients  of  such 
aid ;  plus 

[(C)  one-half  of  the  remainder  of  such  expenditures, 
rhe  services  referred  to  in  subparagraphs  (A)  and  (B)  shall 
:cept  to  the  extent  specified  by  the  Secretary,  include  only — 
[(D)  services  provided  by  the  staff  of  the  State  agency,  or 
of  the  local  agency  administering  the  State  plan  in  the  politi- 
cal subdivision:  Provided^  That  no  funds  authorized  under 
this  title  shall  be  available  for  services  defined  as  vocational 
rehabilitation  services  under  the  Vocational  Rehabilitation 
Act  (i)  which  are  available  to  individuals  in  need  of  them 
under  programs  for  their  rehabilitation  carried  on  under  a 
State  plan  approved  under  such  Act,  or  (ii)  which  the  State 
agency  or  agencies  administering  or  supervising  the  adminis- 
tration of  the  State  plan  approved  under  such  Act  are  able 
and  willing  to  provide  if  reimbursed  for  the  cost  thereof  pur- 
suant to  agreement  under  subparagraph  (E),  if  provided  by 
such  staff,  and 

[(E)  subject  to  limitations  prescribed  by  the  Secretary, 
services  which  in  the  judgment  of  the  State  agency  cannot  be 
as  economically  or  as  effectively  provided  by  tlie  staff  of  such 
State  or  local  agency  and  are  not  otherwise  reasonably  avail- 
able to  individuals  in  need  of  them,  and  which  are  provided, 
pursuant  to  agreement  with  the  State  agency,  by  the  State 
health  authority  or  the  State  agency  or  agencies  administer- 
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ing  or  supervising  the  administration  of  the  State  plan  for 
/  vocational  rehabilitation  services  approved  under  the  Vo- 
/  cational  Eehabilitation  Act  or  by  any  other  State  agency 

/  which  the  Secretary  may  determine  to  be  appropriate 

'  (whether  provided  by  its  staff  or  by  contract  with  public 

(local)  or  nonprofit  private  agencies)  ; 
except  that  services  described  in  clause  (ii)  of  subparagraph  (D) 
hereof  may  be  provided  only  pursuant  to  agreement  with  such 
State  agency  or  agencies  administering  or  supervising  the 
administration  of  the  State  plan  for  vocational  rehabilitation 
services  so  approved.  The  portion  of- the  amount  expended  for 
administration  of  the  State  plan  to  which  subparagraph  (A) 
applies  and  the  portion  thereof  to  which  subparagraphs  (B)  and 
(C)  apply  shall  be  determined  in  accordance  with  such  methods 
and  procedures  as  may  be  permitted  by  the  Secretary ;  and 

[(4)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  1402  does  not  meet  the  requirements  of  subsection  (c)(1), 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  found  necessary  by  the  Secretary  for  the 
proper  and  efficient  administration  of  the  State  plan,  including 
services  referred  to  in  paragraph  (3)  and  provided  in  accordance 
with  the  provisions  of  such  paragraph. 
[(b)  The  method  of  computing  and  paying  such  amounts  shall  be 
as  follows : 

[(1)  The  Secretary  of  Health,  Education,  and  Welfare  shall, 
prior  to  the  beginning  of  each  quarter,  estimate  the  amount  to 
be  paid  to  the  State  for  such  quarter  under  the  provisions  of  sub- 
section (a),  such  estimate  to  be  based  on  (A)  a  report  filed  by  the 
State  containing  its  estimate  of  the  total  sum  to  be  expended  in 
such  quarter  in  accordance  with  the  provisions  of  such  subsection, 
and  stating  the  amount  appropriated  or  made  available  by  the 
State  and  its  political  subdivisions  for  such  expenditures  in  such 
quarter,  and  if  such  amount  is  less  than  the  State's  proportionate 
share  of  the  total  sum  of  such  estimated  expenditures,  the  source 
or  sources  from  which  the  difference  is  expected  to  be  derived, 
(B)  records  showing  the  number  of  permanently  and  totally  dis- 
abled individuals  in  the  State,  and  (C)  such  other  investigation 
as  the  Secretary  may  find  necessary. 

[(2)  The  Secretary  of  Health,  Education,  and  Welfare  shall 
then  certify  to  the  Secretary  of  the  Treasury  the  amount  so 
estimated  by  the  Secretary  of  Health,  Education,  and  Welfare, 
(A)  reduced  or  increased,  as  the  case  may  be,  by  any  sum  by 
which  the  Secretary  of  Health,  Education,  and  Welfare  finds 
that  his  estimate  for  any  prior  quarter  was  greater  or  less  than  the 
amount  which  should  have  been  paid  to  the  State  under  subsec- 
tion (a)  for  such  quarter,  and  (B)  reduced  by  a  sum  equivalent 
to  the  pro  rata  share  to  which  the  United  States  is  equitably 
entitled,  as  determined  by  the  Secretary  of  Health,  Education, 
and  Welfare,  of  the  net  amount  recovered  during  a  prior  quarter 
by  the  State  or  any  political  subdivision  thereof  with  respect 
to  aid  to  the  permanently  and  totally  disabled  furnished  under 
the  State  plan;  except  that  such  increases  or  reductions  shall 
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not  be  made  to  the  extent  that  such  sums  have  been  applied  to 
make  the  amount  certified  for  any  prior  quarter  greater  or  less 
than  the  amount  estimated  by  the  Secretary  of  Health,  Education, 
and  Welfare  for  such  prior  quarter:  Provided^  That  any  part 
of  the  amount  recovered  from  the  estate  of  a  deceased  recipient 
which  is  not  in  excess  of  the  amount  expended  by  the  State  or 
any  political  subdivision  thereof  for  the  funeral  expenses  of  the 
deceased  shall  not  be  considered  as  a  basis  for  reduction  under 
clause  (B)  of  this  paragraph. 

[(3)  The  Secretary  of  the  Treasury  shall  thereupon,  through 
the  Fiscal  Service  of  the  Treasury  Department,  and  prior  to 
audit  or  settlement  by  the  General  Accounting  Office,  paid  to  the 
State,  at  the  time  or  times  fixed  by  the  Secretary  of  Health, 
Education,  and  Welfare,  the  amount  so  certified. 
[(c)  (1)  In  order  for  a  State  to  qualify  for  payments  under  para- 
graph (3)  of  subsection  (a),  its  State  plan  approved  under  section 
1402  must  provide  that  the  State  agency  shall  make  available  to  appli- 
cants for  or  recipients  of  aid  to  the  permanently  and  totally  disabled 
at  least  those  services  to  help  them  attain  or  retain  capability  for  self- 
support  or  self -care  which  are  prescribed  by  the  Secretary. 

[(2)  In  the  case  of  any  State  whose  State  plan  included  a  provision 
meeting  the  requirements  of  paragraph  (1),  but  with  respect  to  which 
the  Secretary  finds,  after  reasonable  notice  and  opportunity  for  hear- 
ing to  the  State  agency  administering  or  supervising  the  adminis- 
tration of  such  plan,  that — 

[(A)  the  provision  has  been  so  changed  that  it  no  longer  com- 
plies with  the  requirements  of  paragraph  (1) ,  or 

[(B)  in  the  administration  of  the  plan  there  is  a  failure  to  com- 
ply substantially  with  such  provision, 
the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  under  paragraph  (3)  of  subsection  (a) 
until  he  is  satisfied  that  there  will  no  longer  be  any  such  failure  to 
comply.  Until  the  Secretary  is  so  satisfied  further  payments  with 
respect  to  the  administration  of  such  State  plan  shall  not  be  made 
under  paragraph  (3)  of  subsection  (a)  but  shall  instead  be  made, 
subject  to  the  other  provisions  of  this  title,  under  paragraph  (4)  of 
such  subsection. 

[Operations  of  State  Plans 

[Sec.  1404.  In  the  case  of  any  State  plan  for  aid  to  the  permanently 
and  totally  disabled  which  has  been  approved  by  the  Secretary  of 
Health,  Education,  and  Welfare,  if  the  Secretary  after  reasonable 
notice  and  opportunity  for  hearing  to  the  State  agency  administering 
or  supervising  the  administration  of  such  plan,  finds — 

[(1)  that  the  plan  has  been  so  changed  as  to  impose  any  resi- 
dence or  citizenship  requirements  prohibited  by  section  1402(b), 
or  that  in  the  administration  of  the  plan  any  such  prohibited  re- 
quirement is  imposed,  with  the  knowledge  of  such  State  agency,  in 
a  substantial  number  of  cases ;  or 

[(2)  that  in  the  administration  of  the  plan  there  is  a  failure  to 
comply  substantially  with  any  provision  required  by  section  1402 
(a)  to  be  included  in  the  plan ; 
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the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  affected  by 
such  failure)  until  he  is  satisfied  that  such  prohibited  requirement 
is  no  longer  so  imposed  and  that  there  is  no  longer  any  such  failure  to 
comply.  Until  he  is  so  satisfied  he  shall  make  no  further  payments  to 
such  State  (or  shall  limit  payments  to  categories  under  or  parts  of  the 
State  plan  not  affected  by  such  failure) . 

[Definition 

[Sec.  1405.  For  the  purposes  of  this  title,  the  term  "aid  to  the  per- 
manently and  totally  disabled"  means  money  payments  to,  or  (if  pro- 
vided in  or  after  the  third  month  before  the  month  in  which  the 
recipient  makes  application  for  aid)  medical  care  in  behalf  of,  or  any 
type  of  remedial  care  recognized  under  State  law  in  behalf  of,  needy 
individuals  eighteen  years  of  age  or  older  who  are  permanently  and 
totally  disabled,  but  does  not  include  any  such  payments  to  or  care  in 
behalf  of  any  individual  who  is  an  inmate  of  a  public  institution  (ex- 
cept as  a  patient  in  a  medical  institution)  or  any  individual  who 
is  a  patient  in  an  institution  for  tuberculosis  or  mental  diseases. 
Such  term  also  includes  payments  which  are  not  included  within  the 
meaning  of  such  term  under  the  preceding  sentence,  but  which  would 
be  so  included  except  that  they  are  made  on  behalf  of  such  a  needy 
individual  to  another  individual  who  (as  determined  in  accordance 
with  standards  prescribed  by  the  Secretary)  is  interested  in  or  con- 
cerned with  the  welfare  of  such  needy  individual,  but  only  with 
respect  to  a  State  whose  State  plan  approved  under  section  1402  in- 
cludes provision  for — 

[(1)  determination  by  the  State  agency  that  such  needy  indi- 
vidual has,  by  reason  of  his  physical  or  mental  condition,  such  in- 
ability to  manage  funds  that  making  payments  to  him  would  be 
contrary  to  his  welfare  and,  therefore,  it  is  necessary  to  provide 
such  aid  through  payments  described  in  this  sentence ; 

[(2)  making  such  payments  only  in  cases  in  which  such  pay- 
ments will,  under  the  rules  otherwise  applicable  under  the  State 
plan  for  determining  need  and  the  amount  of  aid  to  the  perma- 
nently and  totally  disabled  to  be  paid  (and  in  conjunction  with 
other  income  and  resources),  meet  all  the  need  of  the  individuals 
with  respect  to  whom  such  payments  are  made ; 

[(3)  undertaking  and  continuing  special  efforts  to  protect  the 
welfare  of  such  individual  and  to  improve,  to  the  extent  possible, 
his  capacity  for  self -care  and  to  manage  funds ; 

[(4)  periodic  review  by  such  State  agency  of  the  determination 
under  paragraph  (1)  to  ascertain  whether  conditions  justifying 
such  determination  still  exist,  with  provision  for  termination  of 
such  payments  if  they  do  not  and  for  seeking  judicial  appointment 
of  a  guardian  or  other  legal  representative,  as  described  in  sec- 
tion 1111,  if  and  when  it  appears  that  such  action  will  best  serve 
the  interests  of  such  needy  individual ;  and 

[(5)  opportunity  for  a  fair  hearing  before  the  State  agency  on 
the  determination  referred  to  in  paragraph  (1)  for  any  individual 
with  respect  to  whom  it  is  made.  J 
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Purpose;  Appropriation 


Sec.  1501.  For  the  purpose  of  enabling  the  States  to  furnish  care 
and  treatment  to  drug  addicts  and  alcoholics  to  help  such  individuals 
to  terminate  their  dysfunctional  dependency  on  drugs  or  alcohol^  there 
is  hereby  authorized  to  he  appropriated  for  each  -fisGal  year  a  sum  suffi- 
cient to  carry  out  the  purposes  of  this  title.  The  sums  made  available 
under  this  section  shall  he  used  for  making  payments  to  States  which 
have  sulymitted^  and  had  approved  hy  the  Secretary  of  Health.)  Edu- 
cation.)  and  Welfare.  State  plans  for  care  and  treatment  of  such 
individuals. 

SUBPART  l—STATE  PLANS  FOR  CARE  AND  TREATMENT 
OF  DRUG  ADDICTS  AND  ALCOHOLICS 

General  Administrative  Provisions 

Sec.  1502.  A  State  plan  for  care  and  treatment  of  medically  deter- 
mined drug  addicts  and  alcoholics  must — 

(a)  provide  that  it  shall  he  in  effect  in  all  political  subdivisions 
of  the  State^  and^  if  administered  hy  them^  he  mandatory  upon 
them; 

(b)  provide  for  financial  participation  hy  the  State; 

(c)  either  provide  for  the  designation  of  a  single  State  agency 
to  administer  the  plan^  or  provide  for  the  designation  of  a  single 
State  agency  to  supervise  the  administration  of  the  plan; 

(d)  provide  that  the  State  agency  designated  to  administer  or 
supervise  the  administration  of  the  plan  will  enter  into  an  agree- 
ment vnth  the  appropriate  State  agencies  designated  under  the 

(937) 
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Co(inprehenswe  Alcohol  Abuse  and  Treatment  Act  of  1970  and  the  \ 
Drug  Abuse  and  Treatment  Act  of  1972  under  which  {1)  such  j 
agencies  will  prepare  and  implement  a  rehabilitation  plan  for  each  I 
individual  enrolled  in  the  care  and  treatment  program  and  will  \ 
certify  to  the  State  agency  those  local  treatmerit  agencies^  organi-  ! 
zations^  institutions^  and  practitioners  qualified  to  provide  care  and  i 
treatment  under  the  State  plan^  and  {2)  the  State  agency  will  I 
assume  responsibility  for  financing  the  program^  accept  applica-  | 
tions  from  individuals  desiring  to  enroll  in  the  program,  determine 
eligibility,  and  certify  the  piaximum  amount  any  enrollee  may  re- 
ceive for  his  maintenance; 

(e)  set  forth  the  methods  of  administration  to  be  followed  in 
carrying  out  the  State  plan  which — 

(7)  include  methods  relating  to  the  establishment  and 
maintenance  of  personnel  standards  on  a  merit  basis,  and 

(2)  provide  for  the  training  and  effective  use  of  paid  sub- 
professional  staff,  toith  particular  emphasis  on  the  full-time 
or  part-time  employment  of  recipients  of  assistance,  as  com- 
munity services  aides,  in  the  administration  of  the  plan  and 
for  the  use  of  nonpaid  or  partially  paid  volunteers  in  a  social 
service  volunteer  program  in  providing  services  to  applicants 
and  enroUees; 

(/)  provide  that  the  State  agency  loill  make  such  reports,  in 
such  form  and  containing  such  information,  as  the  Secretary  may 
from  time  to  time  require,  and  comply  with  such  provisions  as  the 
Secretary  may  from  time  to  time  find  necessary  to  assure  the  cor- 
rectness and  verification  of  such  reports;  and 

(g)  provide  (1)  that,  as  a  condition  of  eligibility  under  the 
plan,  each  applicant  or  enrollee  shall  furnish  to  the  State  agency 
his  social  security  account  number  {or  numbers,  if  he  has  more 
than  one  such  number),  and  (2)  that  such  State  agency  shall 
utilize  such  account  mtmbers,  in  addition  to  any  other  means  of 
identification  it  may  determine  to  employ,  in  the  administration 
of  such  plan. 

Determining  Eligibility  for  Care  and  Treatment; 
Rehabilitation  Plan 

Sec.  1503,  A  State  plan  for  care  and  treatment  of  drug  addicts  and 
alcoholics  mu^t — 

(a)  provide  that  any  individual  who  (1)  would  be  eligible, 
except  for  section  ill{f)  (6),  for  aid  under  the  State  plan  ap- 
proved under  part  A  of  title  IV,  or  toould  be  eligible  for  assistance 
under  the  State  plan  approved  under  title  XIV  or  XVI,  or,  after 
December  31,  1973,  loould  be  eligible,  except  for  section  1611{e) 
(3) ,  for  supplementary  security  income  under  title  XVI,  and  (2) 
loho  is  medically  determined,  by  a  physician  qualified  to  make 
such  a  determination,  to  be  unable  to  engage  in  any  substantial 
gainful  activity  {or,  in  the  case  of  a  child  under  the  age  of  18, 
if  he  suffers  from  a  physical  or  mental  impairment  of  compara- 
ble severity)  by  reason  of  a  medically  determinable  addictive  de- 
pendency on  drugs  or  alcohol  lohich  has  lasted  or  can  be  expected 
to  last  for  a  period  of  12  months,  shall  be  eligible,  upon  applica- 


939 


Sec.  1503(f) 


tion^  to  enroll  in  the  program  of  care  and  treatment  established  by 
the  State  under  this  title; 

(h)  provide  that  the  appropriate  agency  {as  detei^ined  under 
the  agreement  required  hy  section  1502 {d))  — 

(1)  prepare  a  rehabilitation  plan  for  each  enrollee  which 
will— 

{A )  provide  for  active  care  and  treatment  under  a  pro- 
fessionally developed  plan  of  rehabilitation  that  is  de- 
signed to  terminate  dysfunctional  dependency  on  alcohol 
or  drugs^ 

(B)  include,  to  the  extent  appropriate,  work  experi- 
ence, and 

(G)  include  a  determination  of  (i)  the  needs,  if  any, 
of  such  enrollee  for  maintenance  payments  and  (ii)  the 
amount  of  any  such  payment:  Provided,  That  no  such 
payment  shall  be  in  excess  of  the  amount  of  aid  such 
enrollee  would  be  eligible  to  receive  if  he  was  eligible, 
except  for  section  ill(f)  (6),  for  aid  under  the  /State 
plan  approved  under  part  A.  of  title  IV,  or  if  he  was 
eligible  for  assistance  under  the  State  plan  approved 
under  title  XLV  or  XVI,  or,  after  December  31,  1973,  if 
he  was  eligible,  except  for  section  1611  {e)  (3) ,  for  supple- 
mentary security  income  under  title  XVI; 

(2)  make  (in  consultation  with  the  State  agency)  arrange- 
ments for  protective  payments  to  be  made  on  behalf  of  the 
enrollee  to  another  individual  who  {as  determined  in  accord- 
ance with  standards  prescribed  by  the  Secretary)  is  inter- 
ested in  or  concerned  with  the  loelfare  of  such  individual,  or 
directly  to  a  person  furnishing  food,  living  accommodations, 
or  other  goods,  services,  or  items  for  such  enrollee;  and 

{3)  revieiD  the  rehabilitation  plan  for  each  enrollee  not  less 
often  than  every  three  months,  and,  as  a  part  of  such  review, 
determine  whether  protective  payments  should  continue  to 
be  made  and  whether  such  payments  should  be  made  directly 
to  such  enrollee; 
((?)  make  funds  available  for  the  provision  of  active  care  and 
treatment  for  individuals,  pursuant  to  a  rehabilitation  plan  pre- 
pared under  subsection  {b){l),  referred  to  local  treatment  agen- 
cies, organizations,  institutions,  or  practitioners  certified  as 
qualified  v/nder  section  1502  {d) ; 

{d)  provide  that  all  individuals  enrolled  in  the  treatment  pro- 
gram established  by  the  State  under  this  title  will  be  referred 
for  care  and  treatment^  pursuant  to  a  rehabilitation  plan  pre- 
pared under  subsection  {b){l),  to  a  local  treatment  agency, 
organization,  institution,  or  practitioner  certified  as  qualified 
under  section  1502 {d)  ; 

{e)  provide  that  any  individual  referred  to  the  appropriate 
agency  for  care  and  treatment  under  the  State  plan  or  any  en- 
rollee under  the  plan  who  shall  refuse  such  care  and  treatment, 
without  good  cause,  shall  be  ineligible  to  receive  further  care  and 
treatment  under  this  title;  and 

(/)  provide  that  in  any  case  in  which  more  or  less  than  the 
correct  amount  of  any  payment  for  any  month  was  paid  to  an 
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enrollee  {or  to  another  individual  on  hehalf  of  an  enroUee)  under 
the  plan, 

(i)  in  the  case  of  underpayments,  proper  adjustment  shall 
he  made  in  future  payments  with  respect  to  such  enrollee 
which  are  made  within  such  maximum  period  of  time  as  the 
State  agency  may  prescribe,  and 
{2)  in  the  case  of  overpayments — 

{A)  proper  adjustment  or  recovery  shall  he  made  in 
future  payments  with  respect  to  such  enrollee  or  hy  re- 
covery from  such  enrollee  in  accordance  loith  procedures 
of  the  State  for  collection  of  overpayments,  or 

(B)  if  such  adjustment  or  recovery  cannot  he  m^ade, 
the  State  agency  will  so  notify  the  Secretary  so  that  Tie 
may  make  appropriate  adjustments  to  or  recovery  from 
other  amounts  which  may  he  oioed  to  su^h  enrollee  hy 
the  United  States  pursuant  to  section  1611. 

Statutory  Rights  of  Applicants  and  Enrollees 

Sec.  1504,  A  State  plan  for  care  and  treatment  of  drug  addicts  and 
alcoholics  must — 

(a)  provide  for  granting  an  opportunity  for  an  evidentiary 
hearing  before  the  State  agency  or,  if  the  State  plan  is  adminis- 
tered in  ea^h  of  the  political  subdivisions  of  the  State  hy  a  local 
agency,  before  such  local  agency,  to  any  individual  (1)  whose  ap- 
plication for  enrollment  for  care  and  treatment  under  the  plan  is 
denied  or  is  not  acted  upon  with  reasonable  promptness,  or  {2) 
who  has  been  found  ineligible  for  further  care  and  treatment 
pursuant  to  section  1503 (e) ;  and 

(h)  provide  safeguards  which  permit  the  use  of  disclosure  of 
information  concerning  applicants  or  recipients  only  (1)  to  public 
officials  who  require  such  information  in  conmction  tvith  their 
official  duties,  or  (2)  to  other  persons  for  purposes  directly  con- 
nected toith  the  administration  of  the  plan  for  care  and  treatment 
of  drug  addicts  and  alcoholics, 

SUBPART  2— PAYMENTS  TO  STATES 

Payments  to  States 

Sec,  1505,  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
shall  pay  to  each  State  which  has  a  plan  for  care  and  treatment  of 
drug  addicts  and  alcoholics  approved  under  this  title,  for  each  quarter, 
beginning  with  the  quarter  commencing  with  the  calendar  year  begin- 
ning J  anuary  1, 1978 — 

(i)  (JL)  an  amount  equal  to  the  amount  such  State  would  have 
been  entitled  to  receive  as  reimbursement  for  payments  to  individ- 
uals under  this  title  if  such  individuals  had  been  receiving  aid  or 
assistance  under  (^)  the  State  plan  for  aid  to  families  with  de- 
pendent children  approved  under  part  A  of  title  IV,  if  such  indi- 
vidual had  been  eligible  to  receive  such  aid  except  for  the  provi- 
sions of  section  4-11  if)  (6),  or  (ii)  prior  to  January  1,  197 J},,  the 
State  plan  approved  under  title  XIV  or  XVI ;  and 
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(B)  an  amount  equal  to  the  amount  such  individual  would  have 
received  as  supplementary  security  income  under  title  XVI ^  if  such 
individual  had  been  eligible  to  receive  such  income  except  for  the 
provisions  of  section  1611  {e)  (3)  / 

{2)  an  amount  equal  to  the  Federal  social  service  percentage 
{as  defined  in  section  1101  {a)  (8)  of  so  much  of  such  expenditures 
as  are  for  social  services  authorized  to  he  made  available  under 
sections  1^07 {b)  and  1607 (b)  ; 

{3)  an  amount  equal  to  the  Federal  medical  assistance  percent- 
age {as  defined  in  section  1905  {b)  of  this  Act)  of  the  total  amounts 
expended  during  such  quarter  as  medical  assistance  {as  defined 
in  section  1905 {a)  of  this  Act)  under  the  State  plan  for  care  and 
treatment  {including  expenditures  for  premiums  under  part  B 
of  title  XVI 11^  for  individuals  ivho  were^  at  the  time  of  their  en- 
rollment^  recipients  of  money  payments  under  a  State  plan  ap- 
proved under  another  title  of  this  Act,  or  payments  for  foster 
care  in  accordance  with  section  1^06,  and  other  insurance  pre- 
miums for  medical  or  any  other  type  of  remedial  care  or  the  cost 
thereof)  and  as  reasoncbble  payment  for  professional  activities, 
other  than  the  direct  provision  of  services,  performed  in  the 
administration  of  this  title  by  sMlled  professional  medical  per- 
sonnel and  staff  directly  supporting  such  personnel  pursuant  to 
section  1902 {a)  {26)  and  {31),  regardless  of  lohether  such  activi- 
ties are  performed  by  State  agency  personnel  or  by  others  under 
an  arrangement  with  such  agency;  and 

{li)  an  amount  equal  to  50  per  centum  of  the  total  amount 
expended  during  such  quarter  as  are  found  necessary  by  the  Sec- 
retary for  the  proper  and  efficient  administration  of  the  plan 
{except  that  the  Secretary  shall  exercise  no  authority  loitfi  re- 
spect to  the  selection,  tenure  of  office,  and  compensation  of  any 
individual  employed  in  accordance  with  the  methods  of  adminis- 
tration included  in  the  State  plan  pursuant  to  section  1502{e)). 
{b)  {1)  Prior  to  the  beginning  of  each  quarter,  the  Secretary  shall 
estimate  the  amount  to  which  a  State  will  be  entitled  under  subsection 
{a)  for  such  quarter,  such  estimates  to  be  based  on  {A)  a  report  filed 
by  the  State  containing  its  estimates  of  the' total  sum  to  be  expended 
in  such  quarter  in  accordance  with  the  other  provisions  of  such  sub- 
section, and  stating  the  amount  appropriated  or  made  available  by 
the  State  and  its  political  subdivisions  for  such  expenditures  in  such 
quarter,  and  if  such  amount  is  less  than  the  Staters  proportionate 
share  of  the  total  sum  of  such  estimated  expenditures,  the  source  or 
sources  from  which  the  difference  is  expected  to  be  derived,  {B)  rec- 
ords shoiving  the  number  of  individuals  disabled  {as  that  term  is  used 
in  section  1503 {a)  {2) )  by  reason  of  addictive  dependence  upon  alco- 
hol or  drugs  in  the  State,  and  {G)  such  other  investigation  as  the 
Secretary  may  find  necessary. 

{2)  The  Secretary  shall  then  pay,  in  such  installments  as  he  may  de- 
termine, to  the  State  the  amount  so  estimated,  reduced  or  increased  to 
the  extent  of  any  overpayment  or  underpayment  tohich  the  Secretary 
determines  tvas  made  under  this  section  to  such  State  for  any  prior 
quarter  and  icith  respect  to  which  adjustment  has  not  already  been 
made  uuder  this  subsection. 

{3)  The  pro  rata  share  to  which  the  United  States  is  equitably  en- 
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titled^  as  determined  hy  the  Secretary^  of  the  net  amount  recovered 
during  any  quarter  hy  the  State  or  any  political  subdivision  thereof 
%oith  respect  to  payments  made  under  the  State  plan  hut  excluding 
any  amount  recovered  from  the  estate  of  a  deceased  recipient  which  is 
not  in  excess  of  the  amount  expended  T)y  the  State  or  any  political 
subdivision  thereof  for  the  funeral  expenses  of  the  deceased^  shall  he 
considered  an  overpayment  to  he  adjusted  under  this  subsection. 

{Ji)  Upon  the  making  of  any  estimate  hy  the  Secretary  under  this 
subsection^  any  appropriations  available  for  payments  under  this  sec- 
tion shall  be  deemed  obligated. 

{o)  The  level  of  expenditures  for  the  program  established  hy  the 
State  under  this  title  in  any  fiscal  year  beginning  after  the  fiscal  year 
ending  June  30^  1973^  shall  be  reduced  by  that  percentaqe  rohich  is 
equal  to  the  percentage  reduction,  if  any,  of  total  Federal,  State,  and 
local  government  expenditures  in  such  State  An  the  immediately  pre- 
ceding two  fiscal  years  for  all  other  programs  of  care  and  treatment 
for  drug  addicts  and  alcoholics  {exclusive  of  the  program  established 
by  the  State  under  this  title) . 

SUBPART  3— FEDERAL  RESPONSIBILITY 
Operation  of  State  Plans  * 

Sec.  1507,  (a)  The  Secretary  shall  approve  any  plan  ichich  meets 
the  requirements  of  this  title. 

(b)  If  the  Secretary,  after  reasonable  notice  and  opportunity  for  a 
hearing  to  the  State  agency  administering  or  supervising  administra- 
tion of  the  State  plan  approved  under  this  title,  finds  that  in  the  ad- 
ministration of  the  plan  there  is  a  failure  to  comply  substantially  with 
any  such  provision  required  by  this  title  to  be  included  in  the  plan,  the 
Secretary  shall  notify  such  State  agency  that  further  payments  will 
not  be  made  to  the  State  {or,  in  his  discretion,  that  payments  will  he 
limited  to  categories  under  or  parts  of  the  State  plan  not  affected  by 
such  failure) ,  until  the  Secretary  is  satisfied  that  there  will  no  longer 
he  any  such  failure  to  comply.  Until  he  is  so  satisfied  he  shall  make  j 
no  further  payments  to  such  State  (or  shall  limit  payments  to  cate-  j 
gories  under  or  parts  of  the  State  plan  not  affected  by  such  failures) .  | 

Recovery  of  Overpayments  to  Drug  Addicts  and  ■ 
Alcoholics 

Sec,  1508,  In  any  case  in  which  a-  State  agency  has  notified  the  Sec-  j 
retary  that  it  cannot  recover  from  an  individual  overpayments  to  drug  \ 
addicts  and  alcoholics,  and  that  payments  (if  any)  made  to  such  indi-  i 
vidual,  subsequent  to  the  determination  of  the  overpayment,  are  in-  j 
swjjlcient  to  permit  adjustments  to  recoup  such  overpayment,  the  Sec-  j 
retary  shall  recover  the  amount  of  such  overpayment  from  any  amounts  \ 
(other  than  lump-sum  death  benefits  payable  under  section  W2(i))  j 
otherwise  due  such  individual  or  becoming  due  such  individual  from  | 
any  officer  or  agency  of  the  United  States  or  under  any  Federal  pro- 
gram. An  appropriate  portion  of  am^ounts  recovered  under  the  i, 
preceding  sentence  shall  be  credited  to  the  State  which  made  such  \ 
overpayment.  [ 
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[Appropriation 

[Section  1601.  For  the  purpose  (a)  of  enabling  each  State,  as  far 
as  practicable  under  the  conditions  in  such  State,  to  furnish  financial 
assistance  to  needy  individuals  who  are  65  years  of  age  or  over,  are 
blind,  or  are  18  years  of  age  or  over  and  permanently  and  totally  dis- 
abled, (b)  of  enabling  each  State,  as  far  as  practicable  under  the  con- 
ditions in  such  State,  to  furnish  medical  assistance  on  behalf  of  indi- 
viduals who  are  65  years  of  age  or  over  and  who  are  not  recipients  of 
aid  to  the  aged,  blind,  or  disabled  but  whose  income  and  resources 
are  insufficient  to  meet  the  costs  of  necessary  medical  services,  and  (c) 
of  encouraging  each  State,  as  far  as  practicable  under  the  conditions 
in  such  State,  to  furnish  rehabilitation  and  other  services  to  help  indi- 
viduals referred  to  in  clause  (a)  or  (b)  to  attain  or  retain  capability 
for  self-support  or  self-care,  there  is  hereby  authorized  to  be  appropri- 
ated for  each  fiscal  year  a  sum  sufficient  to  carry  out  the  purposes  of 
this  title.  The  sums  made  available  under  this  section  shall  be  used  for 
making  payments  to  States  which  have  submitted,  and  had  approved 
by  the  Secretary  of  Health,  Education,  and  Welfare,  State  plans  for 
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aid  to  the  aged,  blind,  or  disabled,  or  for  aid  to  the  aged,  blind,  or 
disabled  and  medical  assistance  for  the  aged. 

[State  Plans  for  Aid  to  the  Aged,  Blind,  or  Disabled,  or  for  Such 
Aid  and  Medical  Assistance  for  the  Aged 

[Sec.  1602.  (a)  A  State  plan  for  aid  to  the  aged,  blind,  or  dis- 
abled, or  for  aid  to  the  aged,  blind,  or  disabled  and  medical  assistance 
for  the  aged,  must — 

[(1)  provide  that  it  shall  be  in  effect  in  all  political  subdivi- 
sions of  the  State,  and  if  administered  by  them,  be  mandatory  upon 
them; 

[(2)  provide  for  financial  participation  by  the  State; 

[(3)  either  provide  for  the  establishment  or  designation  of  a 
single  State  agency  to  administer  the  plan,  or  provide  for  the 
establishment  or  designation  of  a  single  State  agency  to  supervise 
the  administration  of  the  plan ; 

[(4)  provide  for  granting  an  opportunity  for  a  fair  hearing 
before  the  State  agency  to  any  individual  whose  claim  for  aid  or 
assistance  under  the  plan  is  denied  or  is  not  acted  upon  with 
reasonable  promptness ; 

[(5)  provide  (A)  such  methods  of  administration  (including 
methods  relating  to  the  establishment  and  maintenance  of  per- 
sonnel standards  on  a  merit  basis,  except  that  the  Secretary  shall 
exercise  no  authority  with  respect  to  the  selection,  tenure  of 
office,  and  compensation  of  any  individual  employed  in  accordance 
with  such  methods)  as  are  found  by  the  Secretary  to  be  necessary 
for  the  proper  and  efficient  operation  of  the  plan,  and  (B)  for 
the  training  and  effective  use  of  paid  subprofessional  staff,  with  j 
particular  emphasis  on  the  full-time  or  part-time  employment  | 
of  recipients  and  other  persons  of  low  income,  as  community  serv-  ! 
ice  aides,  in  the  administration  of  the  plan  and  for  the  use  of  j 
nonpaid  or  partially  paid  volunteers  in  a  social  service  volun-  i 
teer  program  in  providing  services  to  applicants  and  recipients  I 
and  in  assisting  any  advisory  committees  established  by  the  State  { 
agency;  i 

[(6)  provide  that  the  State  agency  will  make  such  reports,  j 
in  such  form  and  containing  such  information,  as  the  Secretary  j 
may  from  time  to  time  require,  and  comply  with  such  provisions  i 
as  the  Secretary  may  from  time  to  time  find  necessary  to  assure 
the  correctness  and  verification  of  such  reports ;  ^ 

[(7)  provide  safeguards  which  restrict  the  use  or  disclosure  j 
of  information  concerning  applicants  and  recipients  to  purposes  i 
directly  connected  with  the  administration  of  the  plan;  ^     ^  ' 

[(8)  provide  that  all  individuals  wishing  to  make  application  i 
for  aid  or  assistance  under  the  plan  shall  have  opportunity  to  j 
do  so,  and  that  such  aid  or  assistance  shall  be  furnished  with  ! 
reasonable  promptness  to  all  eligible  individuals ;  j 

[(9)  provide,  if  the  plan  includes  aid  or  assistance  to  or  on  be-  | 
half  of  individuals  in  private  or  public  institutions,  for  the  estab- 
lishment or  designation  of  a  State  authority  or  authorities  which 
shall  be  responsible  for  establishing  and  maintaining  stardards  for 
such  institutions ; 
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[(10)  provide  a  description  of  the  services  (if  any)  which  the 
State  agency  makes  available  to  applicants  for  or  recipients  of 
aid  or  assistance  under  the  plan  to  help  them  attain  self-support 
or  self -care,  including  a  description  of  the  steps  taken  to  assure, 
in  the  provision  of  such  services,  maximum  utilization  of  other 
agencies  providing  similar  or  related  services ; 

[(11)  provide  that  no  aid  or  assistance  will  be  furnished  any 
individual  under  the  plan  with  respect  to  any  period  with  respect 
to  which  he  is  receiving  assistance  under  the  State  plan  ap- 
proved under  title  I  or  aid  under  the  State  plan  approved  under 
part  A  of  title  IV  or  under  title  X  or  XIV ; 

[(12)  provide  that,  in  determining  whether  an  individual  is 
blind,  there  shall  be  an  examination  by  a  physician  skilled  in 
the  diseases  of  the  eye  or  by  an  optometrist,  whichever  the  indi- 
vidual may  select ; 

[(13)  include  reasonable  standards,  consistent  with  the  objec- 
tives of  this  title,  for  determining  eligibility  for  and  the  extent  of 
aid  or  assistance  under  the  plan ; 

[(14)  provide  that  the  State  agency  shall,  in  determining 
need  for  aid  to  the  aged,  blind,  or  disabled,  take  into  considera- 
tion any  other  income  and  resources  of  an  individual  claiming 
such  aid,  as  well  as  any  expenses  reasonably  attributable  to  the 
earning  of  any  such  income;  except  that,  in  making  such  deter- 
mination with  respect  to  any  individual — 

[(A)  if  such  individual  is  blind,  the  State  agency  (i)  shall 
disregard  the  first  $85  per  month  of  earned  income  plus  one- 
half  of  earned  income  in  excess  of  $85  per  month,  and  (ii) 
shall,  for  a  period  not  in  excess  of  12  months,  and  may,  for 
a  period  not  in  excess  of  36  months,  disregard  such  addi- 
tional amounts  of  other  income  and  resources,  in  the  case 
of  any  such  individual  who  has  a  plan  for  achieving  self- 
support  approved  by  the  State  agency,  as  may  be  necessary 
for  the  fulfillment  of  such  plan, 

[(B)  if  such  individual  is  not  blind  but  is  permanently  and 
totally  disabled,  (i)  of  the  first  $80  per  month  of  earned 
income,  the  State  agency  may  disregard  not  more  than  the 
first  $20  thereof  plus  one-half  of  the  remainder,  and  (ii)  the 
State  agency  may,  for  a  period  not  in  excess  of  36  months, 
disregard  such  additional  amounts  of  other  income  and  re- 
sources, in  the  case  of  any  such  individual  who  has  a  plan 
for  achieving  self-support  approved  by  the  State  agency, 
as  maj^  be  necessary  for  the  fulfillment  of  such  plan,  but 
only  with  respect  to  the  part  or  parts  of  such  period  during 
substantially  all  of  which  he  is  actually  undergoing  voca- 
tional rehabilitation, 

[(C)  if  such  individual  has  attained  age  65  and  is  neither 
blind  nor  permanently  and  totally  disabled,  of  the  first  $80 
per  month  of  earned  income  the  State  agency  may  disregard 
not  more  than  the  first  $20  thereof  plus  one-half  of  the 
remainder,  and 

[(D)  the  State  agency  may,  before  disregarding  the 
amounts  referred  to  above  in  this  paragraph  (14),  disre- 
gard not  more  than  $7.50  of  any  income; 
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[(15)  i(.  the  State  plan  includes  medical  assistance  for  the  i 
aged —  I 

[(A)  provide  for  inclusion  of  some  institutional  and  some 
noninstitutional  care  and  services ; 

[(B)  provide  that  no  enrollment  fee,  premium,  or  similar 
charge  will  be  imposed  as  a  condition  of  any  individual's 
eligibility  for  medical  assistance  for  the  aged  under  the  plan ;  , 

[(C)  provide  for  inclusion,  to  the  extent  required  by  regu-  ' 
lations  prescribed  by  the  Secretary,  of  provisions  (conform- 
ing to  such  regulations)  with  respect  to  the  furnishing  of 
such  assistance  to  individuals  who  are  residents  of  the  State 
but  are  absent  therefrom;  and  I 

[(D)  provide  that  no  lien  may  be  imposed  against  the 
property  of  any  individual  prior  to  his  death  on  account  of  ' 
medical  assistance  for  the  aged  paid  or  to  be  paid  on  his  be-  i 
half  under  the  plan  (except  pursuant  to  the  judgment  of  a  1 
court  on  account  of  benefits  incorrectly  paid  on  behalf  of  ' 
such  individual),  and  that  there  shall  be  no  adjustment  or  ' 
recovery  (except,  after  the  death  of  such  individual  and  his 
surviving  spouse,  if  any,  from  such  individual's  estate)  of 
any  medical  assistance  for  the  aged  correctly  paid  on  behalf 
of  such  individual  mider  the  plan; 
[(16)  if  the  State  plan  includes  aid  or  assistance  to  or  in  behalf  | 
of  individuals  65  years  of  age  or  older  who  are  patients  in  institu-  i 
tions  for  mental  diseases —  j 

[(A)  provide  for  having  in  effect  such  agreements  or  other  i 
arrangements  with  State  authorities  concerned  with  mental  ' 
diseases,  and  where  appropriate,  with  such  institutions,  as  \ 
may  be  necessary  for  carrying  out  the  State  plan,  including  | 
arrangements  for  joint  planning  and  for  development  of 
alternate  methods  of  care,  arrangements  providing  assur- 
ance of  immediate  readmittance  to  institutions  where  needed 
for  individuals  under  alternate  plans  of  care,  and  arrange- 
ments providing  for  access  to  patients  and  facilities,  for  | 
furnishing  information,  and  for  making  reports;  ^  | 

[(B)  provide  for  an  individual  plan  for  each  such  patient  | 
to  assure  that  the  institutional  care  provided  to  him  is  in  his 
best  interests,  including,  to  that  end,  assurances  that  there 
will  be  initial  and  periodic  review  of  his  medical  and  other 
needs,  that  he  will  be  given  appropriate  medical  treatment 
within  the  institution,  and  that  there  will  be  a  periodic  i 
determination  of  his  need  for  continued  treatment  in  the  I 
institution ; 

[(C)  provide  for  the  development  of  alternate  plans  of 
care,  making  maximum  utilization  of  available  resources,  for  j 
recipients  65  years  of  age  or  older  who  would  otherwise 
need  care  in  such  institutions,  including  appropriate  medical 
treatment  and  other  aid  or  assistance ;  for  services  referred 
to  in  section  1603(a)  (4)  (A)  (i)  and  (ii)  which  are  appro- 
priate for  such  recipients  and  for  such  patients;  and  for 
methods  of  administration  necessary  to  assure  that  the  re- 
sponsibilities of  the  State  agency  under  the  State  plan  with 
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respect  to  such  recipients  and  such  patients  will  be  effectively 

carried  out ;  and 

[(D)  provide  methods  of  determining  the  reasonable  cost 

of  institutional  care  for  such  patients ;  and 
[(17)^  if  the  State  plan  includes  aid  or  assistance  to  or  in  be- 
half of  individuals  65  years  of  age  or  older  who  are  patients  in 
public  institutions  for  mental  diseases,  show  that  the  State  is 
making  satisfactory  progress  toward  developing  and  implement- 
ing a  comprehensive  mental  health  program,  including  provision 
for  utilization  of  community  mental  health  centers,  nursing  homes, 
and  other  alternatives  to  care  in  public  institutions  for  mental 
diseases ; 

fNot withstanding  paragraph  (3),  if  on  January  1,  1962,  and  on  the 
date  on  which  a  State  submits  its  plan  for  approval  under  this  title, 
the  State  agency  which  administered  or  supervised  the  administration 
of  the  plan  of  such  State  approved  under  title  X  was  different  from 
the  State  agency  which  administered  or  supervised  the  administra- 
tion of  the  plan  of  such  State  approved  under  title  I  and  the  State 
agency  which  administered  or  supervised  the  administration  of  the 
plan  of  such  State  approved  under  title  XIV,  the  State  agency  which 
administered  or  supervised  the  administration  of  such  plan  approved 
under  title  X  may  be  designated  to  administer  or  supervise  the  ad- 
ministration of  the  portion  of  the  State  plan  for  aid  to  the  aged,  blind, 
or  disabled  (or  for  aid  to  the  aged,  blind,  or  disabled  and  medical  as- 
sistance for  the  aged)  which  relates  to  blind  individuals  and  a  separate 
State  agency  may  be  established  or  designated  to  administer  or  super- 
vise the  administration  of  the  rest  of  such  plan ;  and  in  such  case  the 
part  of  the  plan  which  each  such  agency  administers,  or  the  adminis- 
tration of  which  each  such  agency  supervises,  shall  be  regarded  as  a 
separate  plan  for  purposes  of  this  title. 

[(b)  The  Secretary  shall  approve  any  plan  which  fulfills  the  condi- 
tions specified  in  subsection  (a),  except  that  he  shall  not  approve  any 
plan  which  imposes,  as  a  condition  of  eligibility  for  aid  or  assistance 
under  the  plan — 

[(1)  an  age  requirement  of  more  than  sixty-five  years;  or 
[(2)  any  residence  requirement  which  (A)  in  the  case  of  appli- 
cants for  aid  to  the  aged,  blind,  or  disabled  excludes  any  resident 
of  the  State  who  has  resided  therein  five  years  during  the  nine 
years  immediately  preceding  the  application  for  such  aid  and  has 
resided  therein  continuously  for  one  year  immediately  preceding 
the  application,  and  (B)  in  the  case  of  applicants  for  medical 
assistance  for  the  aged,  excludes  any  individual  who  resides  in 
the  State ;  or 

[(3)  any  citizenship  requirement  which  excludes  any  citizen  of 
the  United  States. 
[In  the  case  of  any  State  to  which  the  provisions  of  section  344  of  the 
Social  Security  Act  Amendments  of  1950  were  applicable  on  J anuary 
1,  1962,  and  to  which  the  sentence  of  section  1002(b)  following  para- 
graph (2)  thereof  is  applicable  on  the  date  on  which  its  State  plan  for 
aid  to  the  aged,  blind  or  disabled  (or  for  aid  to  the  aged,  blind,  or  dis- 
abled and  medical  assistance  for  the  aged)  was  submitted  for  approval 
under  this  title,  the  Secretary  shall  approve  the  plan  of  such  State  for 
aid  to  the  aged,  blind,  or  disabled  (or  for  aid  to  the  aged,  blind,  or 
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disabled  and  medical  assistance  for  the  asred)  for  purposes  of  this  title, 
even  though  it  does  not  meet  the  requirements  of  para^r^aph  04)  of 
subsection  Ca)  if  it  meets  all  other  requirements  of  this  title  for  an 
approved  nlan  for  aid  to  the  asred,  blind,  or  disabled  ( or  for  aid  to 
the  asred,  blind,  or  disabled  and  medical  assistance  for  the  a^ed)  ;  but 
payments  under  section  1603  shall  be  made,  in  the  case  any  such  plan, 
only  with  respect  to  expenditures  thereunder  which  would  be  in- 
cluded as  expenditures  for  the  purposes  of  section  1603  under  a  plan 
approved  under  this  section  without  regard  to  the  provisions  of  this 
sentence. 

[(c)  Subject  to  the  last  sentence  of  subsection  (a),  nothing  in  this 
title  shall  be  construed  to  permit  a  State  to  have  in  effect  with  respect 
to  any  period  more  than  one  State  plan  approved  under  this  title. 

[Payments  to  States 

[Sec.  1603.  (a)  From  the  sums  appropriated  therefor,  the  Sec- 
retary shall  pay  to  each  State  which  has  a  plan  approved  under  this 
title,  for  each  quarter,  beginning  with  the  quarter  commencing  Oc- 
tober 1, 1962— 

[(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  and  Guam,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  each  month  of 
such  quarter  to  the  aged,  blind,  or  disabled  under  the  State  plan 
(including  expenditures  for  premiums  under  Part  B  of  title 
XVIII  for  individuals  who  are  recipients  of  money  payments 
under  such  plan  and  other  insurance  premiums  for  medical  or  i 
any  other  type  of  remedial  care  or  the  cost  thereof)  —  ' 
[(A)  31^^  of  such  expenditures,  not  counting  so  much  of 
any  expenditure  with  respect  to  such  month  as  exceeds  the 
product  of  $37  multiplied  by  the  total  number  of  recipients  of 
such  aid  for  such  month  (which  total  number,  for  purposes 
of  this  subsection,  means  (i)  the  number  of  individuals  who 
received  such  aid  in  the  form  of  money  payments  for  such 
month,  plus  (ii)  the  number  of  other  individuals  with  re- 
spect to  whom  expenditures  were  made  in  such  month  as  aid  | 
to  the  aged,  blind,  or  disabled  in  the  form  of  medical  or  any  | 
other  type  of  remedial  care) ;  plus 
[(B)  the  larger  of  the  following: 

[(i)  (I)  the  Federal  percentage  (as  defined  in  section  . 
1101(a)  (8) )  of  the  amount  by  which  such  expenditures  i 
exceed  the  amount  which  may  be  counted  under  clause 
(A),  not  counting  so  much  of  such  excess  with  respect 
to  such  month  as  exceeds  the  product  of  $38  multiplied  i 
by  the  total  number  of  recipients  of  aid  to  the  aged,  | 
blind,  or  disabled  for  such  month,  plus  ( II )  15  per  centum  j 
of  the  total  expended  during  such  month  as  aid  to  the  j 
aged,  blind,  or  disabled  under  the  State  plan  in  the  form  | 
of  medical  or  any  other  type  of  remedial  care,  not  count-  ^ 
ing  so  much  of  such  expenditure  with  respect  to  such  !, 
month  as  exceeds  the  product  of  $15  multiplied  by  the  i, 
total  number  of  recipients  of  aid  to  the  aged,  blind,  or  \ 
disabled  for  such  month,  or  f 


949 


Sec.  1603(a) 


[(ii)  (I)  the  Federal  medical  percentage  (as  defined 
in  section  6(c))  of  the  amount  by  which  such  expendi- 
tures exceed  the  maximum  which  may  be  counted  under 
clause  (A),  not  counting  so  much  of  any  expenditure 
with  respect  to  such  month  as  exceeds  (a)  the  product  of 
$52  multiplied  by  the  total  number  of  such  recipients  of 
aid  to  the  aged,  blind,  or  disabled  for  such  month,  or  (b) 
if  smaller,  the  total  expended  as  aid  to  the  aged,  blind,  or 
disabled  in  the  form  of  medical  or  any  other  type  of 
remedial  care  with  respect  to  such  month  plus  the  product 
of  $37  multiplied  by  such  total  number  of  such  recipients 
plus  (II)  the  Federal  percentage  of  the  amount  by  which 
the  total  expended  during  such  month  as  aid  to  the  aged, 
blind,  or  disabled  under  the  State  plan  exceeds  the 
amount  which  may  be  counted  under  clause  (A)  and  the 
preceding  provisions  of  this  clause  (B)  (ii),  not  count- 
ing so  much  of  such  excess  with  respect  to  such  month 
as  exceeds  the  product  of  $38  multiplied  by  the  total  num- 
ber of  such  recipients  of  aid  to  the  aged,  blind,  or  dis- 
abled for  such  month ; 
[(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  and  Guam, 
an  amount  equal  to — 

[(A)  one-half  of  the  total  of  the  sums  expended  during  such 
quarter  as  aid  to  the  aged,  blind,  or  disabled  under  the  State 
plan  (including  expenditures  for  premiums  under  part  B  of 
title  XVIII  for  individuals  who  are  recipients  of  money  pay- 
ments under  such  plan  and  other  insurance  premiums  for 
medical  or  any  other  type  of  remedial  care  or  the  cost  there- 
of), not  counting  so  much  of  any  expenditure  with  respect  to 
any  month  as  exceeds  $37.50  multiplied  by  the  total  number 
of  recipients  of  aid  to  the  aged,  blind,  or  disabled  for  such 
month ;  plus 

[(B)  the  larger  of  the  following  amounts:  (i)  one-half  of 
the  amount  by  which  such  expenditures  exceed  the  maximum 
which  may  be  counted  under  clause  (A),  not  counting  so 
much  of  any  expenditure  with  respect  to  any  month  as  ex- 
ceeds (I)  the  product  of  $45  multiplied  by  the  total  number 
of  such  recipients  of  aid  to  the  aged,  blind,  or  disabled  for 
such  month,  or  (II)  if  smaller,  the  total  expended  as  aid  to 
the  aged,  blind,  or  disabled  in  the  form  of  medical  or  any 
other  type  of  remedial  care  with  respect  to  such  month  plus 
the  product  of  $37.50  multiplied  by  the  total  number  of  such 
recipients,  or  (ii)  15  per  centum  of  the  total  of  the  sums  ex- 
pended during  such  quarter  as  aid  to  the  aged,  blind,  or  dis- 
abled under  the  State  plan  in  the  form  of  medical  or  any 
other  type  of  remedial  care,  not  counting  so  much  of  any  ex- 
penditure with  respect  to  any  month  as  exceeds  the  product 
of  $7.50  multiplied  by  the  total  number  of  such  recipients  of 
aid  to  the  aged,  blind,  or  disabled  for  such  month ; 
[(3)  in  the  case  of  any  State,  an  amount  equal  to  the  Federal 
medical  percentage  (as  defined  in  section  61(c))  of  the  total 
amounts  expended  during  such  quarter  as  medical  assistance  for 
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the  aged  under  the  State  plan  (including  expenditures  for  insur- 
ance premiums  for  medical  or  any  other  type  of  remedial  care  or 
the  cost  thereof)  ;  and 

[(4)  in  the  case  of  any  State  whose  State  plan  approved  und^ 
section  1602  meets  the  requirements  of  subsection  (c)(1),  an 
amount  equal  to  the  sum  of  the  following  proportions  of  the  total 
amounts  expended  during  such  quarter  as  found  necessary  by  the 
Secretary  of  Health,  Education,  and  Welfare  for  the  proper  and 
efficient  administration  of  the  State  plan — 

[(A)  75  per  centum  of  so  much  of  such  expenditures  as  are 
for — 

[(i)  services  which  are  prescribed  pursuant  to  subsec- 
tion (c)(1)  and  are  provided  (in  accordance  with. the 
next  sentence  to  applicants  for  or  recipients  of  aid  or 
assistance  under  the  plan  to  help  them  attain  or  retain 
capability  for  self-support  or  self-care,  or 

[(ii)  other  services,  specified  by  the  Secretary  as  likely 
to  prevent  or  reduce  dependency,  so  provided  to  such 
applicants  or  recipients,  or 

[(iii)  any  of  the  services  prescribed  pursuant  to  sub- 
section (c)  (1).  and  of  the  services  specified  as  provided 
in  clause  (ii).  which  the  Secretary  may  specify  as  ap- 
propriate for  individuals  who.  within  such  period  or  pe- 
riods as  the  Secretary  may  prescribe,  have  been  or  are 
likely  to  become  applicants  for  or  recipients  of  aid  or 
assistance  under  the  plan  if  such  services  are  requested 
by  such  individuals  and  are  provided  to  such  individuals 
in  accordance  with  the  next  sentence,  or 

[(iv)  the  training  of  personnel  employed  or  preparing 
for  employment  by  the  State  agency  or  by  the  local 
aofency  administering  the  plan  in  the  political  subdi"vd- 
sion:  plus 

[(B)  one-half  of  so  much  of  such  expenditures  (not  in- 
cluded under  subparagraph  (A) )  as  are  for  services  pro- 
vided (in  accordance  with  the  next  sentence)  to  applicants 
for  or  recipients  of  aid  or  assistance  under  the  plan,  and  to 
individuals  requesting  such  services  who  (within  such  pe- 
riod or  periods  as  the  Secretary  may  prescribe)  have  bee  a  or 
are  likely  to  become  applicants  for  or  recipients  of  such  aid 
or  assistance ; 

[(C)  one-half  of  the  remainder  of  such  expenditures.  The 
services  referred  to  in  subparagraphs  (A)  and  (B)  shall, 
except  to  the  extent  specified  by  the  Secretary,  include  only — 

[(D)  services  provided  by  the  staff  of  the  State  agency,  or 
of  the  local  agency  administering  the  State  plan  in  the  polit- 
ical subdivision:  Provideds  That  no  fimds  authorized  under 
this  title  shall  be  available  for  services  defined  as  vocational 
rehabilitation  services  under  the  Vocational  Eehabilitation 
Act  (i)  which  are  available  to  individuals  in  need  of  them 
under  programs  for  their  rehabilitation  carried  on  under  a 
State  plan  approved  under  such  Act.  or  (ii)  which  the  State 
agenc}^  or  agencies  administering  or  supervising  the  adminis- 
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tration  of  the  State  plan  approved  under  such  Act  are  able 
and  willing  to  provide  if  reimbursed  for  the  cost  thereof  pur- 
suant to  agreement  under  subparagraph  (E),  if  provided  by 
such  staff,  and 

[(E)  subject  to  limitations  prescribed  by  the  Secretary, 
services  which  in  the  judgment  of  the  State  agency  cannot  be 
as  economically  or  as  effectively  provided  by  the  staff  of  such 
State  or  local  agency  and  are  not  otherwise  reasonably  avail- 
able to  individuals  in  need  of  them,  and  which  are  provided, 
pursuant  to  agreement  with  the  State  agency,  by  the  State 
health  authority  or  the  State  agency  or  agencies  administer- 
ing or  supervising  the  administration  of  the  State  plan  for 
vocational  rehabilitation  services  approved  under  the  Vo- 
cational Rehabilitation  Act  or  by  any  other  State  agency 
which  the  Secretary  may  determine  to  be  appropriate 
(whether  provided  by  its  staff  or  by  contract  with  public 
(local)  or  nonprofit  private  agencies)  ; 
[except  that  services  described  in  clause  (ii)  of  subparagraph  (D) 
hereof  may  be  provided  only  pursuant  to  agreement  with  such 
State  agency  or  agencies  administering  or  supervising  the  admin- 
istration of  the  State  plan  for  vocational  rehabilitation  services 
so  approved.  The  portion  of  the  amount  expended  for  administra- 
tion of  the  State  plan  to  which  subparagraph  (A)  applies  and  the 
portion  thereof  to  which  subparagraphs  (B)  and  (C)  apply  shall 
be  determined  in  accordance  with  such  methods  and  procedures  as 
may  be  permitted  by  the  Secretary ;  and 

[(5)  in  the  case  of  any  State  whose  State  plan  approved  under 
section  1602  does  not  meet  the  requirements  of  subsection  (c)  (1), 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended  dur- 
ing such  quarter  as  found  necessary  by  the  Secretary  for  the 
proper  and  efficient  administration  of  the  State  plan,  including 
services  referred  to  in  paragraph  (4)  and  provided  in  accordance 
with  the  provisions  of  such  paragraph. 
[(b)  (1)  Prior  to  the  beginning  of  each  quarter,  the  Secretary  shall 
estimate  the  amount  to  which  a  State  will  be  entitled  under  subsection 
(a)  for  such  quarter,  such  estimates  to  be  based  on  (A)  a  report  filed 
by  the  State  containing  its  estimate  of  the  total  sum  to  be  expended  in 
such  quarter  in  accordance  with  the  provisions  of  such  subsection,  and 
stating  the  amount  appropriated  or  made  available  by  the  State  and 
its  political  subdivisions  for  such  expenditures  in  such  quarter,  and 
if  such  amount  is  less  than  the  State's  proportionate  share  of  the  total 
sum  of  such  estimated  expenditures,  the  source  or  sources  from  which 
the  difference  is  expected  to  be  derived,  and  (B)  such  other  investiga- 
tion as  the  Secretary  may  find  necessary. 

[(2)  The  Secretary  shall  then  pay,  in  such  installments  as  he  may 
determine,  to  the  State  the  amount  so  estimated,  reduced  or  increased  to 
the  extent  of  any  overpayment  or  underpayment  which  the  Secretary 
determines  was  made  under  this  section  to  such  State  for  any  prior 
quarter  and  with  respect  to  which  adjustment  has  not  already  been 
made  under  this  subsection. 

[(3)  The  pro  rata  share  to  which  the  United  States  is  equitably 
entitled,  as  determined  by  the  Secretary,  of  the  net  amount  recovered 
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during  any  quarter  by  the  State  or  any  political  subdivision  thereof 
with  respect  to  aid  or  assistance  furnished  under  the  State  plan,  but 
excluding  any  amount  of  such  aid  or  assistance  recovered  from  the 
estate  of  a  deceased  recipient  which  is  not  in  excess  of  the  amount 
expended  by  the  State  or  any  political  subdivision  thereof  for  the 
funeral  expenses  of  the  deceased,  shall  be  considered  an  overpayment 
to  be  adjusted  under  this  subsection. 

[(4)  IJpon  the  making  of  any  estimate  by  the  Secretary  under  this 
subsection,  any  appropriations  available  for  payments  under  this 
section  shall  be  deemed  obligated. 

[(c)  (1)  In  order  for  a  State  to  qualify  for  payments  under  para- 
graph (4)  of  subsection  (a) ,  its  State  plan  approved  under  section  1602 
must  provide  that  the  State  agency  shall  make  available  to  applicants 
for  or  recipients  of  aid  to  the  aged,  blind,  or  disabled  under  such  State 
plan  at  least  those  services  to  help  them  attain  or  retain  capability  for 
self-support  or  self-care  which  are  prescribed  by  the  Secretary. 

[(2)  In  the  case  of  any  State  whose  State  plan  included  a  provision 
meeting  the  requirements  of  paragraph  (1),  but  with  respect  to 
which  the  Secretary  finds,  after  reasonable  notice  and  opportunity 
for  hearing  to  the  State  agency,  administering  or  supervising  the 
administration  of  such  plan,  that — 

[(A)  the  provision  has  been  so  changed  that  it  no  longer  com- 
plies with  the  requirements  of  paragraph  (1) ,  or 

[(B)  in  the  administration  of  the  plan  there  is  a  failure  to 
comply  substantially  with  such  provision, 
[the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  under  paragraph  (4)  of  subsection  (a) 
until  he  is  satisfied  that  there  will  no  longer  be  any  such  failure  to 
comply.  Until  the  Secretary  is  so  satisfied  further  payments  with  re- 
spect to  the  administration  of  such  State  plan  shall  not  be  made  under 
paragraph  (4)  of  subsection  (a)  but  shall  instead  be  made,  subject 
to  the  other  provisions  of  this  title,  under  paragraph  (5)  of  such 
subsection. 

[(d)  Notwithstanding  the  preceding  provisions  of  this  section,  the 
amount  determined  under  such  provisions  for  any  State  for  any 
quarter  which  is  attributable  to  expenditures  with  respect  to  indi-  j 
\dduals  65  years  of  age  or  older  who  are  patients  in  institutions  for  j 
mental  diseases  shall  be  paid  only  to  the  extent  that  the  State  makes  | 
a  showing  satisfactory  to  the  Secretary  that  total  expenditures  in  the  I 
State  from  Federal,  State,  and  local  sources  for  mental  health  serv- 
ices (including  payments  to  or  in  behalf  of  individuals  with  mental  , 
health  problems)  under  State  and  local  public  health  and  public  j 
welfare  programs  for  such  quarter  exceed  the  average  of  the  total  | 
expenditures  in  the  State  from  such  sources  for  such  services  under  | 
such  programs  for  each  quarter  of  the  fiscal  year  ending  June  30,  j 
1965.  For  purposes  of  this  subsection,  expenditures  for  such  services  | 
for  each  quarter  in  the  fiscal  year  ending  June  30,  1965,  in  the  case  | 
of  any  State  shall  be  determined  on  the  basis  of  the  latest  data,  satis-  j 
factory  to  the  Secretary,  available  to  him  at  the  time  of  the  first  j 
determination  by  him  under  this  subsection  for  such  State ;  and  ex-  , 
penditures  for  such  services  for  any  quarter  beginning  after  Decem- 
ber 31,  1965,  in  the  case  of  any  State  shall  be  determined  on  the  basis 
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of  the  latest  data,  satisfactory  to  the  Secretary,  available  to  him  at 
the  time  of  the  determination  under  this  subsection  for  such  State 
for  such  quarter;  and  determinations  so  made  shall  be  conclusive 
for  purposes  of  this  subsection. 

[Operation  of  State  Plans 

[Sec.  1604.  If  the  Secretary,  after  reasonable  notice  and  opportunity 
for  hearing  to  the  State  agency  administering  or  supervising  the  ad- 
ministration of  the  State  plan  approved  under  this  title,  finds — 

[(1)  that  the  plan  has  been  so  changed  that  it  no  longer  com- 
plies with  the  provisions  of  section  1602 ;  or 

[(2)  that  in  the  administration  of  the  plan  there  is  a  failure  to 
comply  substantially  with  any  such  provision ; 
[the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  affected 
by  such  failure),  until  the  Secretary  is  satisfied  that  there  will  no 
longer  be  any  such  failure  to  comply.  Until  he  is  so  satisfied  he  shall 
make  no  further  payments  to  such  State  (or  shall  limit  payments  to 
categories  under  or  parts  of  the  State  plan  not  affected  by  such 
failure). 

[Definitions 

[Sec.  1605.  (a)  For  purposes  of  this  title,  the  term  "aid  to  the 
aged,  blind,  or  disabled"  means  money  payments  to,  or  (if  provided 
in  or  after  the  third  month  before  the  month  in  which  the  recipient 
makes  application  for  aid)  medical  care  in  behalf  of  or  any  type  of 
remedial  care  recognized  under  State  law  in  behalf  of,  needy  individ- 
uals who  are  65  years  of  age  or  older,  are  blind,  or  are  18  years  of  age 
or  over  and  permanently  and  totally  disabled,  but  such  term  does  not 
include — 

[(1)  any  such  payments  to  or  care  in  behalf  of  any  individual 

who  is  an  inmate  of  a  public  institution  (except  as  a  patient  in  a 

medical  institution) ;  or 

[(2)  any  such  payments  to  or  care  in  behalf  of  any  individual 

who  has  not  attained  65  years  of  age  and  who  is  a  patient  in  an 

institution  for  tuberculosis  or  mental  diseases. 
[Such  term  also  includes  payments  which  are  not  included  within  the 
meaning  of  such  term  under  the  preceding  sentence,  but  which  would 
be  so  included  except  that  they  are  made  on  behalf  of  such  a  needy 
individual  to  another  individual  who  (as  determined  in  accordance 
with  standards  prescribed  by  the  Secretary)  is  interested  in  or  con- 
cerned with  the  welfare  of  such  needy  individual,  but  only  with  re- 
spect to  a  State  whose  State  plan  approved  under  section  1602  includes 
provision  for — 

[(A)  determination  by  the  State  agency  that  such  needy  indi- 
vidual has,  by  reason  of  his  physical  or  mental  condition,  such 
inability  to  manage  funds  that  making  payments  to  him  would 
be  contrary  to  his  welfare  and,  therefore,  it  is  necessary  to  provide 
such  aid  through  payments  described  in  this  sentence ; 

[(B)  making  such  payments  only  in  cases  in  which  such  pay- 
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ments  will,  under  the  rules  otherwise  applicable  under  the  State 
plan  for  determining  need  and  the  amount  of  aid  to  the  aged, 
blind,  or  disabled  to  be  paid  (and  in  conjunction  with  other  in- 
come and  resources),  meet  all  the  need  of  the  individuals  with 
respect  to  whom  such  payments  are  made ; 

[(C)  undertaking  and  continuing  special  efforts  to  protect  the 
welfare  of  such  individual  and  to  improve,  to  the  extent  possible, 
his  capacity  for  self -care  and  to  manage  funds ; 

[(D)  periodic  review  by  such  State  agency  of  the  determination 
under  clause  (A)  to  ascertain  whether  conditions  justify  such  de- 
termination still  exist,  with  provision  for  termination  of  such 
payments  if  they  do  not  and  for  seeking  judicial  appointment  of 
a  guardian  or  other  legal  representative,  as  described  in  section 
1111,  if  and  when  it  appears  that  such  action  will  best  serve  the 
interests  of  such  needy  individual ;  and 

[(E)  opportunity  for  a  fair  hearing  before  the  State  agency  on 
the  determination  referred  to  in  clause  (A)  for  any  individual 
with  respect  to  whom  it  is  made. 
[(b)  For  purposes  of  this  title,  the  term  "medical  assistance  for  the 
aged"  means  payment  of  part  or  all  of  the  cost  of  the  following  care 
and  services  (if  provided  in  or  after  the  third  month  before  the  month 
in  which  the  recipient  makes  application  for  assistance)  for  individ- 
uals who  are  sixty-five  years  of  age  or  older  and  who  are  not  recipients 
of  aid  to  the  aged,  blind,  or  disabled  except,  for  any  month,  for  recipi- 
ents of  aid  to  the  aged,  blind,  or  disabled  who  are  admitted  to  or  dis- 
charged from  a  medical  institution  during  such  month)  but  whose 
income  and  resources  are  insufficient  to  meet  all  of  such  cost —  \ 
[  ( 1 )  inpatient  hospital  services ; 
[(2)  skilled  nursing-home  services ; 
[(3)  physicians' services ; 
[  ( 4 )  outpatient  hospital  or  clinic  services ; 
[  ( 5 )  home  health  care  services ; 
[  ( 6 )  private  duty  nursing  services ; 
[(7)  physical  therapy  and  related  services; 

[(8)  dental  services ;  i 
[(9)  laboratory  and  X-ray  services ;  I 
[(10)  prescribed  drugs,  eyeglasses,  dentures,  and  prosthetic  \ 
devices ; 

[(11)  diagnostic,  screening,  and  preventive  services;  and 
[  ( 12 )  any  other  medical  care  or  remedial  care  recognized  under 
State  law ;  j 
except  that  such  term  does  not  include  any  such  payments  with  respect  I 
to  care  or  services  for  any  individual  who  is  an  inmate  of  a  public 
institution  (except  as  a  patient  in  a  medical  institution) .] 

I 

i 
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Purpose;  Appropriations 

Sec,  1601.  For  the  purpose  of  establishing  a  national  program  to 
provide  supplemental  security  income  to  individuals  who  have  attained 
age  66  or  are  blind  or  disabled^  there  are  authorized  to  be  appropriated 
sums  sufficient  to  carry  out  this  title, 

Basic  Eligibility  for  Benefits 

Sec,  1602,  Every,  aged^  blind ^  or  disabled  irvdividual  who  is  deter- 
mined under  part  A  to  be  eligible  on  the  basis  of  his  income  and 
resources  shall,  in  accordance  with  and  subject  to  the  provisions  of 
this  title^  be  paid  benefits  by  the  Secretary  of  Healthy  Education^  and 
Welfare. 

Part  A — Determination  of  Benefits 

Eligibility  for  and  Amount  of  Benefits 

Definition  of  Eligible  Individual 

Sec,  1611,  (a)  (1)  Each  aged,  blind,  or  disabled  individual  who 
does  not  have  an  eligible  spouse  and — 

{A)  whose  income,  other  thxin  income  excluded  pursuant  to 
section  1612 {b),  is  at,  a-  rate  of  not  more  than  $1,660  for  the 
calendar  year  197 If.  or  any  calendar  year  thereafter,  and 

{B)  whose  resources,  other  than  resources  excluded  pursuant 
to  section  1613 {a)  are  not  more  than  $2,500, 
shall  be  an  eligihle  individual  for  purposes  of  this  title. 

(2)  Each  aged,  blind,  or  disabled  individual  who  has  an  eligible 
spouse  and — 

{A)  whose  income  {together  with  the  income  of  such  spouse),, 
other  than  income  excluded  pwrsuant  to  section  1612 ib),  is  at 
a  rate  of  not  more  than  $2^340  for  the  calendar  year  197 J^,,  or 
any  calendar  year  thereafter,  and 

(B)  whose  resources  {together  with  the  resources  of  such 
spouse),  other  than  resources  excluded  pursuant  to  section  1613 
{a),  are  not  more  than  $2,600, 
shall  be  an  eligible  individual  for  purposes  of  this  title. 

Amount  of  Benefits 

{b){l)  The  benefits  under  this  title  for  an  individual  who  does 
not  have  an  eligible  spouse  shall  be  payable  at  the  rate  of  $1,560  for 
the  calendar  year  197 Ji,  and  any  calendar  year  thereafter,  reduced  by 
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the  amount  of  income^  not  excluded  pursuant  to  section  1612 {h)^  of 
such  indimdual. 

(2)  The  benefit  under  this  title  for  an  individual  who  has  an  eligible 
spouse  shall  be  payable  at  the  rate  of  $2^3IfO  for  the  calendar  year 
197 Jf,  and  any  calendar  year  thereafter^  reduced  by  the  amount  of  in- 
come^ nor  excluded  pursuant  to  section  1612 {b)^  of  such  individual 
and  spouse. 

Period  for  Determination  of  Benefits 

(c)  {1)  An  individual's  eligibility  for  benefits  under  this  title  and 
the  amount  of  such  benefits  shall  be  determined  for  each  quarter  of 
a  calendar  year  except  that^  if  the  initial  application  for  benefits  is 
filed  in  the  second  or  third  month  of  a  calendar  quarter^  such  deter- 
minations shall  be  made  for  each  month  in  such  quarter.  Eligibility 
for  and  the  amount  of  such  benefits  for  any  quarter  shall  be  rede- 
termined at  such  time  or  times  as  may  be  provided  by  the  Secretary. 

(2)  For  jy^'i^poses  of  this  subsection  an  application  shall  be  con- 
sidered to  be  effective  as  of  the  first  day  of  the  month  in  which  it  was 
actually  filed. 

Special  Limits  on  Gross  Income 

(d)  The  Secretary  may  prescribe  the  circumstances  under  luhich^ 
consistently  with  the  purposes  of  this  title ^  the  gross  income  from  a 
trade  or  business  {including  farming)  loill  be  considered  sufficiently 
large  to  mahe  an  individual  ineligible  for  benefits  under  this  title. 
For  purposes  of  this  subsection^  the  term  ^'gross  income''^  has  the 
same  meaning  as  when  used  in  chapter  1  of  the  Internal  Revenue  Code 
of  195U. 

Limitation  on  Eligibility  of  Certain  Individuals 

(e)  (1)(A)  Except  as  provided  in  subparagraph  (B)^  no  person 
shall  be  mi  eligible  individual  or  eligible  spouse  for  purposes  of  this 
title  loith  respect  to  any  month  if  throughout  such  month  he  is  an 
inmate  of  a  public  institution. 

(B)  In  amy  case  loTiere  an  eligible  individual  or  his  eligible  spouse 
(if  any)  is^  throughout  any  months  in  a  hospital,  extended  care  facil- 
ity^ nursing  home^  or  intermediate  care  facility  receiving  payments 
(loith  respect  to  such  individual  or  spouse)  under  a  State  plan  ap- 
proved under  title  XIX ^  the  benefit  under  this  title  for  such  individual- 
for  such  month  shall  be  payable — 

(i)  at  a  rate  not  in  excess  of  $300  per  year  (reduced  by  the 
amount  of  any  income  not  excluded  pursuant  to  section  1612 ib) ) 
in  the  case  of  an  individual  who  does  not  have  an  eligible  spouse; 

(ii)  at  a  rate  not  in  excess  of  the  smn  of  the  applicable  rate 
specified  in  subsection  (b)(1)  and  the  rate  of  $300  per  year  (re- 
duced by  the  amount  of  any  income  not  excluded  pursuant  to 
section  1612(b) )  in  the  case  of  an  individual  xoho  has  an  eligible 
spouse,  if  only  one  of  them  is  in  such  a  hospital^  home,  or  facility 
throughout  such  month;  and 

(Hi)  at  a  rate  not  in  excess  of  $600  per  year  (reduced  by  the 
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amount  of  any  income  not  excluded  pwrsuant  to  section  1612 {h) ) 
in  the  case  of  an  individual  who  has  an  eligible  sfouse^  if  l>oth  of 
them  are  in  such  a  hospital^  home^  or  facility  throughout  such 
month. 

(2)  No  person  shall  he  an  eligible  individual  or  eligible  spouse  for 
purposes  of  this  title  if^  after  notice  to  such  person  by  the  Secretary 
that  it  is  likely  that  such  person  is  eligible  for  any  payments  of  the 
type  enumerated  in  section  1612 {a)  {2)'{B),  such  person  fails  within 
SO  days  to  take  all  appropriate  steps  to  apply  for  and  {if  eligible) 
obtain  any  such  payments. 

(S)  (A)  No  person  who  is  under  the  age  of  65,  is  not  blind,  and  is 
medically  determined  to  be  a  drug  addict  or  an  alcoholic,  shall  be  an 
eligible  individual  or  eligible  spouse  for  purposes  of  this  title. 

(B)  The  Secretary  shall  refer  to  the  State  or  appropriate  local 
agency  administering  the  plan  of  such  State  approved  under  title  XV 
any  individual  described  in  subparagraph  {A )  who — 

(^)  is  applying  for  or  receiving  benefits  under  this  title,  and 
(ii)  loould  be  eligible  for  such  benefits  but  for  the  provisions 
of  such  subparagraph  {A). 

{Jf)  No  person  shall  be  an  eligible  individual  or  an  eligible  spouse 
for  purposes  of  this  title  if,  within  one  year  immediately  preceding  his 
application  for  benefits  under  this  title,  he  disposed  of  property  {of 
any  type)  to  a  relative  for  less  than  fair  market  value,  if  the  retention 
by  him  of  such  property  would  have  caused  him  to  be  found  ineligible 
for  benefits  under  this  title. 

Suspension  of  Payments  to  Individuals  Who  Are  Outside  the  United  States 

(/)  Notwithstanding  any  other  provision  of  this  title,  no  individual 
shall  be  considered  an  eligible  ind/ividual  for  purposes  of  this  title  for 
any  month  during  all  of  which  such  individual  is  outside  the  United 
States  {and  no  person  shall  be  considered,  the  eligible  spouse  of  an 
individual  for  purposes  of  this  title  with  respect  to  any  month  during 
all  of  which  such  person  is  outside  the  United  States).  For  purposes 
of  the  preceding  sentence,  after  an  individual  has  been  outside  the 
United  States  for  any  period  of  SO  consecutive  days,  he  shall  be 
treated  as  remaining  outside  the  United  States  until  he  has  been  in 
the  United  States  for  a  period  of  30  consecutive  days. 

Income 

Meaning  of  Income 

Sec,  1612,  {a)  For  purposes  of  this  title,  income  means  both  earned 
income  and  unearned  income;  and — 

(i)  earned  income  means  only — 

{A)  wages  as  determined  under  section  203{f)  {5)  {O)  ; 
and 

^  {B)  net  earnings  from  self -employment,  as  defined  in  sec- 
tion 211  {loithout  the  application  of  the  second  and  third  sen- 
tences foUoioing  subsection  {a)  {10),  and  the  last  paragraph 
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of  subsectian  (<2) ),  including  earnings  for  services  descrihed 
in  paragi-apJis  (^),  {5).  and  (6)  of  subsection  {c)  ;  and 
{2)  unearned  income  means  all  other  income,  including — 

(A)  support  and  maintenance  furnislied  in  cash  or  hind; 
except  that  in  the  case  of  any  individual  {and  his  eligible 
spome,  if  any)  living  in  another  persorvs  household  and  re- 
ceiving support  and  moAntenance  in  kind  from  such  person, 
the  dollar  amounts  otherwise  applicable  to  such  individual 
{and  spouse)  as  specified  in  midsections  {a)  and  {b)  of  sec- 
tion 1611  shall  be  reduced  by  33y^  percent  in  lieu  of  including 
such  support  and  maintenance  in  the  uneaimed'  income  of 
such  individual  {a^nd  spouse)  as  otherwise  required  by  this 
subparagraph; 

{B)  any  payments  received  as  an  annuity,  pension,  retire- 
ment, or  disahility  benefit,  including  veterans'^  compensation 
and  "pensions,  ivorhmen's  compensation  payments,  old-age, 
survivo7's,  and  disahility  insurance  benefits,  railroad  retire- 
ment annuities  and  pensions,  and  unemployment  insurance 
benefits; 

{O)  pnzes  and  awards; 

{D)  the  proceeds  of  any  life  insurance  policy  to  the  extent 
that  they  exceed  the  amount  expended  by  the  beneficiary  for 
purposes  of  the  insured  individAiaVs  last  illness  atid  burial 
or  $1,500,  whichever  is  less; 

{E)  gifts  {cash  or  otherwise),  support  and  alimony  pay- 
ments, amd  inhemtances ;  and 

{F)  rents,  dividends,  interest,  and  royalties. 

Exclusions  From  Income 

{b)  In  determining  the  income  of  an  individual  {and  his  eligible 
spouse)  there  shall  be  excluded — 

{1)  subject  to  limitations  {as  to  amount  or  otherwise)  pre- 
scnhed  by  the  Secretat'^,  if  such  individual  is  a  child  who  is,  as 
determined  by  the  Secretary,,  a  student  regidarly  attending  a 
school,  college,  or  university,  or  a  course  of  vocational  or  technical 
training  designed  to  prepare  him  for  gainful  employment,  the 
earned  income  of  such  individual; 

{2)  the  first  $600  per  year  {or  proportionately  smaller  amounts 
for  shorter  periods)  of  income  {whether  earned  or  unearned) 
other  than  income  which  is  paid  on  the  basis  of  the  need  of  the 
eligible  individual; 

{3)  {A)  the  total  unearmed  income  of  such  individual  {and  such 
spouse,  if  any)  in  a  calendar  quarter  uhich.  as  determined  in 
accordance  with  criteria  prescribed  by  the  Secretary,  is  received 
too  infrequently  or  irregularly  to  be  included,  if  such  income  so 
received  does  not  exceed  $60  in  such  quarter,  and  {B)  the  total 
earned  income  of  such  individual  {and  such  spouse,  if  any)  in  a 
calendar  quarter  which,  as  determined  in  accordance  with  such 
criteHa^  is  received  too  infrequently  or  irreaularly  to  be  included, 
if  such  income  so  received  does  not  exceed^  $30  in  such  quarter; 
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(4)  (A)  if  such  individual  {or  such  spouse)  is  hlind  {and  has 
not  attained  age  65^  or  received  benefits  under  this  title  {or  aid 
under  a  State  plan  approved  under  section  100'2  or  1602)  for  the 
month  hefore  the  month  in  which  he  attained  age  65),  (^)  the 
first  $ipw  per  year  {or  proportionately  smaller  amounts  for 
shorter  periods)  of  earned  income  not  excluded  hy  the  pi^eceding 
paragraphs  of  this  suhsection,  plus  one-half  of  the  remainder 
thereof,  {ii)  an  amount  equal  to  any  expenses  reasonably  attrih- 
utahle  to  the  earning  of  any  income,  and  {Hi)  such  additional 
amounts  of  other  income,  where  such  individual  has  a  plan  for 
achieving  self-support  approved  hy  the  Secretary,  as  may  he 
necessary  for  the  fulfillment  of  such  plan, 

{B)  if  such  individual  {or  such  spouse)  is  disabled  hut  not 
hlind  {and  has  not  attained  65,  or  received  benefits  under  this 
title  {or  aid  under  a  State  plan  approved  under  section  11^02  or 
1602)  for  the  month  hefore  the  month  in  lohich  he  attained  age  65) , 
{i)  the  first  $1,020  per  year  {or  proportionately  smaller  amounts 
for  shorter  periods)  of  earned  income  not  excluded  hy  the  pre- 
ceding paragraphs  of  this  subsection,  plus  one-half  of  the  re- 
mainder thereof,  and  {ii)  such  additional  amounts  of  other  in- 
come, lohere  such  individual  has  a  plan  for  achieving  self-support 
approved  hy  the  Secretary,  as  may  be  necessary  for  the  fulfillment 
of  such  plan,  or 

{0)  if  such  individual  {or  such  spouse)  has  attained  age  65 
and  is  not  included  under  subparagraph  {A)  or  {B),  the  first 
$1,020  per  year  {or  proportionately  smaller  amounts  for  shorter 
periods)  of  earned  income  not  excluded  by  the  preceding  para- 
graphs of  this  subsection,  plus  one-half  of  the  remainder  thereof: 

{5)  any  amount  received  from  any  public  agency  as  a  return 
or  refund  of  taxes  paid  on  real  property  or  on  food  purchased 
by  such  individual  {or  such  spouse) ; 

{6)  assistance  described  in  section  1616 {a)  which  is  based  on 
need  and  furnished  by  any  State  or  political  subdivision  of  a  State; 

{7)  any  portion  of  any  grant,  scholarship,  or  felloioship  re- 
ceived for  use  in  paying  the  cost  of  tuition  and  fees  at  any  educa- 
tional {including  technical  or  vocational  education)  institution; 

{8)  home  produce  of  such  individual  {or  spouse)  utilized  by 
the  household  for  its  oion  consumption; 

{9)  if  such  individual  is  a  child  one-third  of  any  payment  for 
his  support  received  from  an  absent  parent;  and 

{10)  any  amounts  received  for  the  foster  care  of  a  child  who  is 
not  an  eligible  individual  hut  who  is  living  in  the  same  home  as 
such  individual  and  loas  placed  in  such  home  hy  a  public  or  non- 
profit private  child-placement  or  child-care  agency. 

Resources 

Exclusions  From  Resources 

Sec.  1613.  {a)  In  determining  the  resources  of  an  individual  {and 
his  eligible  spouse,  if  any)  there  shall  he  excluded — 

{!)  the  home  {including  the  land  that  appertains  thereto),  to 
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the  extent  that  its  value  does  not  exceed  such  amount  as  the  Secre- 
tary determines  to  he  reasonable; 

{2)  household  goods^  personal  effects^  and  an  automohile^  to 
the  extent  that  their  total  value  does  not  exceed  such  amount  as  the 
Secretary  determines  to  he  reasonahle; 

(S)  other  property  which^  as  determined  in  accordance  tvith 
and  suhject  to  limitations  prescrihed  hy  the  Secretary,  is  so  essen- 
tial to  the  means  of  self-support  of  such  individual  (and  such 
spouse)  as  to  warrant  its  exclusion;  and 

(4-)  such  resources  of  an  individual  who  is  hlind  or  disabled  and 
who  has  a  plan  for  achieving  self-support  approved  hy  the  Secre- 
tary, as  may  he  necessary  for  the  fulfillment  of  such  plan. 
In  determining  the  resources  of  an  individual  {or  eligihle  spouse)  an 
insurance  policy  shall  he  taken  into  account  only  to  the  extent  of  its 
ca^h  surrender  value;  except  that  if  the  total  face  value  of  all  life 
insurance  policies  on  any  person  is  $1,500  or  less,  no  part  of  the  value 
of  any  such  policy  shall  he  taken  into  account. 

Disposition  of  Resources 

(h)  The  Secretary  shall  prescrihe  the  period  or  periods  of  time 
within  which,  and  the  manner  in  which,  various  kinds  of  property 
must  he  disposed  of  in  order  not  to  he  included  in  determining  an  indi- 
viduaVs  eligibility  for  henefits.  Any  portion  of  the  individuals  hene- 
flts  paid  for  any  such  period  shall  he  conditioned  upon  such  disposal; 
and  any  henefits  so  paid  shall  {at  the  time  of  the  disposal)  he  con- 
sidered overpayments  to  the  extent  they  would  not  have  heen  paid  had 
the  disposal  occurred  at  the  heginning  of  the  period  for  which  such 
henefits  were  paid. 

Meaning  of  Terms 

Aged,  Blind,  or  Disabled  Individual 

Sec,  1614.  {a)  {!)  For  purposes  of  this  title,  the  term  "'aged,  hlind, 
or  disabled  individuaVmeans  an  individual  who — 

{A)  is  65  years  of  age  or  older,  is  hlind  {as  determined  under 
paragraph  {2)),  or  is  disabled  {as  determined  under  paragraph 
{S)),  and 

{B)  is  a  resident  of  the  United  States,  and  is  either  (^)  a  citizen 
or  {ii)  an  alien  lawfully  admitted  for  permanent  residence. 
{2)  An  individual  shall  he  considered  to  he  hlind  for  purposes  of 
this  title  if  he  has  central  visual  acuity  of  20/200  or  less  in  the  hetter 
eye  with  the  use  of  a  correcting  lens.  An  eye  which  is  accompanied  hy 
a  limitation  in  the  fields  of  vision  such  that  the  widest  diameter  of  the 
visual  field  subtends  an  angle  no  greater  than  20  degrees  shall  he  con- 
sidered for  purposes  of  the  first  sentence  of  this  subsection  as  having  a 
central  visual  acuity  of  20/200  or  less.  An  individual  shall  also  he  con- 
sidered to  he  hlind  for  purposes  of  this  title  if  he  is  hlind  a^  defined 
under  a  State  plan  approved  under  title  X  or  XVI  as  in  effect  for 
Octoher  1972  and  received  aid  under  such  plan  (on  the  hasis  of  hlind- 
ness)  for  Decemher  1973,  so  long  a^  he  is  continuously  hlind  as  so 
defined. 
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(S)  (A)  An  individual  shall  he  considered  to  he  disabled  for  pur- 
poses of  this  title  if  he  is  unable  to  engage  in  any  substantial  gainful 
activity  by  reason  of  any  medically  determinable  physical  or  mental 
impairment  which  can  be  expected  to  result  in  death  or  lohich  has 
lasted  or  can  be  expected  to  last  for  a  continuous  period  of  not  less  than 
twelve  months.  An  individwal  shall  also  be  considered  to  be  disabled 
for  purposes  of  this  title  if  he  is  permanently  and  totally  disabled  as 
defined  under  a  State  plan  approved  under  title  XIV  or  XVI  as  in 
effect  for  October  1972  and  received  aid  under  such  plan  {on  the  basis 
of  disability)  for  December  197S,  so  long  as  he  is  continuously  disabled 
as  so  defined. 

(B)  For  purposes  of  subparagraph  (^),  an  individual  shall  be 
determined  to  be  under  a  disability  only  if  his  physical  or  mental  im- 
pairment or  impairments  are  of  such  severity  that  he  is  not  only 
unable  to  do  his  previous  loorlc  but  cannot^  considering  his  age^  edux^a- 
tion^  and  work  experience.^  engage  in  any  other  hind  of  substantial 
gainful  work  which  exists  in  the  national  economy.,  regardless  of 
whether  such  work  exists  in  the  immediate  area  in  which  he  lives^  or 
whether  a  specific  job  vacancy  exists  for  him.,  or  whether  he  would  be 
hired  if  he  applied  for  work.  For  purposes  of  the  preceding  sentence 
{with  respect  to  any  individual)^  ''''work  which  exists  in  the  national 
economy''''  means  work  which  exists  in  significant  numbers  either  in 
the  region  where  such  individual  lives  or  in  several  regions  of  the 
country. 

{C)  For  purposes  of  this  paragraph.,  a  physical  or  mental  impair- 
ment is  an  impairment  that  results  from  anatomical^  physiological, 
or  psychological  abnormalities  which  are  demonstrable  by  medically 
acceptable  clinical  and  laboratory  diagnostic  techniques. 

(Z>)  The  Secretary  shall  by  regulations  prescribe  the  criteria  for 
determining  when  services  performed  or  earnings  derived  from  serv- 
ices demonstrate  an  individual's  ability  to  engage  in  substantial  gainf  ul 
activity.  Notwithstanding  the  provisions  of  subparagraph  {B)^  an 
individual  whose  services  or  earnings  meet  such  criteria,  except  for 
purposes  of  paragraph  (4) ,  shall  be  found  not  to  be  disabled. 

{4)  {A)  For  purposes  of  this  title.,  any  services  rendered  during 
a  period  of  trial  work  {as  defined  in  subparagraph  {B))  by  an  indi- 
vidual  who  is  an  aged.,  blind.,  or  disabled  individual  solely  by  reason  of 
disability  {as  determined  under  paragraph  {S)  of  this  subsection) 
shall  be  deemed  not  to  have  been  rendered  by  such  individual  in  deter- 
mining whether  his  disability  has  ceased  in  a  month  during  such 
period.  As  used  in  this  paragraph,  the  term  ''services''''  means  activity 
lohich  is  performed  for  remuneration  or  gain  or  is  determined  by  the 
Secretary  to  be  of  a  type  normally  performed  for  remuneration  or 
gain. 

{B)  The  term  ''''period  of  triaV\  with  respect  to  an  individual  loho 
is  an  aged,  blind,  or  disabled  individual  solely  by  reason  of  disability 
{as  determined  under  paragraph  {3)  of  this  subsection) ,  means  a  pe- 
riod of  months  beginning  and  ending  as  provided  in  subparagraphs 
{C)  and  {D). 

{0)  A  period  of  trial  ivork  for  any  individual  shall  begin  toith  the 
month  in  tvhich  he  becomes  eligible  for  benefits  under  this  title  on  the 
basis  of  his  disability;  but  no  such  period  may  begin  for  an  individual 
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who  is  eligible  for  benefits  under  this  title  on  the  basis  of  a  disability 
if  he  has  had  a  previous  period  of  trial  work  while  eligible  for  benefits 
on  the  basis  of  the  same  disability. 

(D)  A  period  of  trial  work  for  any  individual  shall  end  with  the 
close  of  lohichever  of  the  folloiving  months  is  the  earlier: 

(i)  the  ninth  month,  beginning  on  or  after  the  first  day  of  such 
period,  in  which  the  individual  renders  services  {lohether  or  not 
such  nine  months  are  consecutive) ;  or 

(ii)  the  month  in  which  his  disability  (as  determined  under 
paragraph  (S)  of  this  subsection)  ceases  (as  determined  after  the 
application  of  subparagraph  {A)  of  this  paragraph) . 

Eligible  Spouse 

(b)  For  purposes  of  this  title,  the  term  ''''eligible  spouse''^  means  an 
aged,  blind,  or  disabled  individual  loho  is  the  husband  or  loife  of  an- 
other aged,  blind,  or  disabled  individual  and  who  has  not  been  living 
apart  from  such  other  aged,  blind,  or  disabled  individual  for  more 
than  six  months.  If  tioo  aged,  blind,  or  disabled  individuals  are  hus- 
band and  wife  as  described  in  the  preceding  sentence,  only  one  of  them 
may  be  an  ''''eligible  individuaV  within  the  meaning  of  section  1611 
(a). 

Definition  of  Child 

(c)  For  purposes  of  this  title,  the  term  "chiW  means  an  individual 
who  is  neither  married  nor  (as  determined  by  the  Secretary)  the  head 
of  a  household,  and  who  is  (1)  under  the  age  of  eighteen,  or  {£)  under 
the  age  of  twenty -orve  and  {as  determined  by  the  Secretary)  a  student 
regularly  attending  a  school,  college,  or  university,  or  a  course  of 
vocational  or  technical  training  designed  to  prepare  him  for  gainful 
employment. 

Determination  of  Marital  Relationships 

(d)  In  determining  whether  tivo  individuals  are  husband  and  wife 
for  purposes  of  this  title,  appropriate  State  law  shall  be  applied; 
except  that — 

(7)  if  a  man  and  looman  have  been  determined  to  be  husband 
and  wife  under  section  216 {h)  (1)  for  purposes  of  title  II  they 
shall  be  considered  [from  and  after  the  date  of  such  determination 
or  the  date  of  their  application  for  benefits  under  this  title,  which- 
ever is  later)  to  be  husband  and  wife  for  purposes  of  this  title, 
or 

{2)  if  a  man  and  woman  are  found  to  be  holding  themselves  out 
to  the  community  in  which  they  reside  as  husband  and  loife,  they 
shall  be  so  considered  for  purposes  of  this  title  notwithstanding 
any  other  provision  of  this  section. 

United  States 

{e)  For  purposes  of  this  title,  the  term  '•'United  States'^'',  lohen  used 
in  a  geographical  sense,  means  the  50  States  and  the  District  of 
Columbia. 
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Income  and  resources  of  individuals  other  than  eligible  individuals  and 

eligible  spouses 

(/)  {1)  For  purposes  of  determining  eligiblity  for  and  the  amount 
of  henefits  for  any  individual  who  is  married  and  whose  spouse  is  liv- 
ing toith  him  in  the  same  household  hut  is  not  an  eligible  spouse^  such 
individual^ s  income  and  resources  shall  he  deemed  to  include  any  in- 
come and  resources  of  such  spouse^  whether  or  not  available  to  such 
individual,  except  to  the  extent  determined  hy  the  Secretary  to  he 
inequitable  under  the  circumstances. 

{2)  For  purposes  of  determining  eligibility  for  and  the  amount  of 
benefits  for  any  individual  who  is  a  child  under  age  ^i,  such  individ- 
uals income  and  resources  shall  be  deemed  to  include  any  income  and 
resources  of  a  parent  of  such  individual  {or  the  spouse  of  such  a 
parent)  who  is  living  in  the  same  household  as  such  individual.^ 
whether  or  not  available  to  such  individual.,  except  to  the  extent  deter- 
mined by  the  Secretary  to  be  inequitable  under  the  circumstances. 

Rehahilitatton  Services  for  Blind  and  Disabled  Individuals 

Sec,  1615,  (a)  In  the  case  of  any  blind  or  disabled  individual  who — 
(1)  has  not  attained  age  65,  and 

{2)  is  receiving  benefits  {or  with  respect  to  whom  benefits  are 
paid)  under  this  title., 
the  Secretary  shall  make  provision  for  referral  of  such  individual  to 
the  appropriate  State  agency  administering  the  State  plan  for  voca- 
tional rehabilitation  services  approved  under  the  Vocational  Rehabili- 
tation Act.,  and  {except  in  such  cases  as  he  may  determine)  for  a  review 
not  less  often  than  quarterly  of  such  individuaVs  blindness  or  disahility 
and  his  need  for  and  utilization  of  the  rehabilitation  services  made 
available  to  him  under  such  plan. 

{ b )  Every  individual  luith  respect  to  whom  the  Secretary  is  required 
to  make  provision  for  referral  under  subsection  {a)  shall  accept  such 
rehabilitation  services  as  are  made  available  to  him  under  the  State 
plan  for  vocational  rehabilitation  services  approved  under  the  Voca- 
tional Rehabilitaticn  Act;  and  the  Secretary  is  authorized  to  pay 
to  the  State  agency  administering  or  supervising  the  administration  of 
such  State  plan  the  costs  incurred  in  the  provision  of  such  services  to 
individuals  so  referred. 

{c)  No  individual  shall  be  an  eligible  individual  or  eligible  spouse 
for  purposes  of  this  title  if  he  refuses^  loithout  good  cause  to  ax^cept 
vocational  rehabilitation  services  for  which  he  is  referred  under 
subsection  {a). 

Optional  State  Supplementation 

Sec,  1616,  {a)  Any  cash  payments  which  are  made  by  a  State  {or 
political  subdivision  thereof)  on  a  regular  basis  to  individuals  ivho 
are  receiving  benefits  under  this  title  or  who  would  but  for  their  income 
be  eligible  to  receive  benefits^  under  this  title.,  as  assistance  based  on 
need  in  supplementation  of  such  benefits  {as  determined  by  the  Sec- 
retary)., shall  be  excluded  under  section  1612 {b)  {6)  in  determining 
the  income  of  such  individuals  for  purposes  of  this  title  and  the  Sec- 
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retary  and  such  State  may  enter  into  an  agreement  lohicli  satisfies  sub- 
section (h)  under  lohich  the  Secretary  loill^  on  hehalf  of  such  State 
{or  subdivision)  ^  make  such  supplementary  payments  to  all  such  in- 
dividuals. 

(b)  Any  agreement  between  the  Secretary  and  a  State  entered  into 
under  subsection  (a)  shall  provide — 

(i)  that  such  payments  loill  be  made  {subject  to  subsection 
{c))  to  all  individuals  residing  in  such  State  {or  subdivision) 
toho  cure  receiving  benefits  under  thi^  title^  and 

{2)  such  other  rules  with  respect  to  eligibility  for  or  amount 
of  the  supplementary  payments^  and  such  procedural  or  other 
general  administrative  provisions.,  as  the  Secretary  finds  neces- 
sary {subject  to  subsection  {c))  to  achieve  efficient  and  effective 
administration  of  both  the  program  tchich  he  conducts  under  this 
title  and  the  optional  State  supplementation, 
{c)  Any  State  {or  political  subdivision)  making  supplementary 
payments  described  in  subsection  {a)  may  at  its  option  impose  as  a 
condition  of  eligibility  for  such  payments.,  and  include  in  the  Staters 
agreement  loith  the  Secretary  under  such  subsection.,  a  residence  re- 
quirement which  excludes  individuals  loho  have  resided  in  the  State 
{or  political  subdivision)  for  less  than  a  minimum  period  prior  to 
application  for  such  payments. 

{d)  Any  State  which  has  entered  into  an  agreement  loith  the  Secre- 
tary under  this  section  which  provides  that  the  Secretary  loill.,  on  be- 
half of  the  State  {or  political  subdivision) .,  make  the  supplementary 
payments  to  individuals  loho  are  receiving  benefits  under  this  title 
{or  who  would  but  for  their  income  be  eligible  to  receive  such  benefits) , 
shall.,  at  such  times  and  in  such  installments  as  may  be  agreed  upon 
between  the  Secretary  and  such  State.,  pay  to  the  Secretary  an  amount 
equal  to  the  expenditures  made  by  the  Secretary  as  such  supplementary 
payments. 

Part  B — Procedural  and  General  Provisions 
Payments  and  Procedures 
Payment  of  Benefits 

Sec,  1631.  {a)  {!)  Benefits  under  this  title  shall  be  paid  at  such 
time  or  times  and  in  such  installments  as  loill  best  effectuate  the  pur- 
poses of  this  title.,  as  determined  under  regulations  {and  may  in  any 
case  be  paid  less  frequently  than  monthly  lohere  the  amount  of  the 
monthly  benefit  loould  not  exceed  $10). 

{2)  Payments  of  the  benefit  of  any  individual  may  be  made  to  any 
such  individual  or  to  his  eligible  spouse  {if  any)  or  partly  to  each,  or^ 
if  the  Secretary  deems  it  appropriate  to  any  other  person  {including  an 
appropriate  public  or  private  agency)  toho  is  interested  in  or  con- 
ceited loith  the  welfare  of  such  individual  {or  spouse). 

{3)  The  Secretary  may  by  regulation  establish  ranges  of  incomes 
within  which  a  single  amount  of  benefits  under  this  title  shall  apply. 

{Jf)  The  Secretary — 

{A)  may  make  to  any  individual  initially  applying  for  bene- 
fits under  this  title  who  is  presumptively  eligihle  for  such  benefits 
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and  who  is  faced  with  financial  emergency  a  cash  advance  against 
such  benefits  in  an  amount  not  exceeding  $100 ;  and 

{B)  may  pay  benefits  under  this  title  to  an  individual  applying 
for  such  benefits  on  the  basis  of  disability  for  a  period  not  exceed- 
ing 3  months  prior  to  the  determination  of  such  individuaVs 
disability^  if  such  individual  is  presumptively  disabled  and  is 
determined  to  be  otherwise  eligible  for  such  benefits^  and  any 
benefits  so  paid  prior  to  such  determination  shall  in  no  event  be 
considered  overpayments  for  purposes  of  subsection  (b). 
(S)  Payment  of  the  benefit  of  any  individual  who  is  an  aged,  blind, 
or  disabled  individual  solely  by  reason  of  blindness  {as  determined 
u/Thder  section  161  Jf  {a)  {2) )  or  disability  {as  determined  under  section 
\    161Jt.{a)  {3) ) ,  and  who  ceases  to  be  blind  or  to  be  under  such  disability, 
shall  continue  {so  long  as  such  individual  is  otherwise  eligible)  through 
I    the  second  month  following  the  month  in  ivhich  such  blindness  or 
disability  ceases. 

j  Overpayments  and  Underpayments 

I  {b)  Whenever  the  Secretary  finds  that  more  or  less  than  the  cor- 
rect  amount  of  benefits  has  been  paid  with  respect  to  any  individual, 
I  proper  adjustment  or  recovery  shall,  subject  to  the  succeeding  pro- 
visions of  this  subsection,  be  made  by  appropriate  adjustments  in  fu- 
ture payments  to  such  individual  or  by  recovery  from  or  payment  to 
such  individual  or  his  eligible  spouse  {or  by  recovery  from  the  estate 
of  either).  The  Secretary  shall  make  such  provision  as  he  finds  ap- 
propriate in  the  case  of  payment  of  more  than  the  correct  amount  of 
benefits  with  respect  to  an  individual  with  a  view  to  avoiding  penaliz- 
ing such  individual  or  his  eligible  spouse  who  was  without  fault  in 
connection  loith  the  overpayment,  if  adjustment  or  recovery  on  account 
of  such  overpayment  in  such  case  would  defeat  the  purposes  of  this 
title,  or  be  against  equity  or  good  conscience,  or  {because  of  the  small 
amount  involved)  impede  efficient  or  effective  administration  of  this 
title. 

Hearings  and  Review 

{c)  {!)  The  Secretary  shall  provide  reasonable  notice  and  oppor- 
tunity for  a  hearing  to  any  individual  who  is  or  claims  to  be  an  eligible 
individual  or  eligible  spouse  and  is  in  disagreement  with  any  deter- 
mination under  this  title  with  respect  to  eligibility  of  such  individual 
for  benefits,  or  the  amount  of  such  individuaVs  benefits,  if  such  indi- 
vidual requests  a  hearing  on  the  matte/r  in  disagreement  loithin  thirty 
days  after  notice  of  such  determination  is  received. 

{2)  Determination  on  the  basis  of  such  hearing,  except  to  the  extent 
that  the  matter  in  disagreement  involves  the  existence  of  a  disability 
{within  the  meaning  of  section  1614{a)  {3)),  shall  be  made  within 
ninety  days  after  the  individual  requests  the  hearing  as  provided  in 
paragraph  {!). 

{3)  The  final  determination  of  the  Secretary  after  a  hearing  under 
paragraph  {1)  shall  be  subject  to  judicial  review  as  provided  in  sec- 
tion 205 {g)  to  the  same  extent  as  the  Secretary's  final  determinations 
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under  section  205;  except  that  the  determination  of  the  Secretary  after 
such  hearing  as  to  any  fact  shall  lye  final  and  conclusive  and  not  subject 
to  review  l)y  any  court. 

Procedures;  Prohibitions  of  Assignments;  Representation  of  Claimants 

(d)  (1)  The  provisions  of  section  207  and  subsections  (a),  {d).  (e), 
and  (/)  of  section  205  shall  apply  with  respect  to  this  part  to  the  same 
extent  as  they  apply  in  the  case  of  title  II. 

(2)  To  the  extent  the  Secretary  finds  it  will  promote  the  achieve- 
ment of  the  objectives  of  this  title,  qualified  persons  may  he  ajypointed 
to  serve  as  hearing  examiners  in  hearings  under  subsection  (c)  with- 
out meeting  the  specific  standards  prescrihed  for  hearing  examiners 
hy  or  under  subchapter  II  of  chapter  5  of  title  J,  United  States  Code. 

(S)  The  Secretary  may  prescribe  rules  and  regulations  governing 
the  recognition  of  agents  or  other  persons^  other  than  attorneys^  as 
hereinafter  provided.^  representing  claimamts  before  the  Secretary  un-  \ 
der  this  title,  and  may  require  of  such  agents  or  other  persons,  before 
being  recognized  as  representatives  of  claimants,  that  they  shall  show 
that  they  are  of  good  character  and  in  good  repute.,  possessed  of  the 
necessary  qualifications  to  enable  them  to  render  such  claimants  valu- 
ahle  service.,  and  otherwise  competent  to  advise  and  assist  such  claim- 
ants in  the  presentation  of  their  cases.  An  attorney  in  good  standing 
who  is  admitted  to  practice  before  the  highest  court  of  the  State,  Terri- 
tory., DistHct^  or  insular  possession  of  his  residence  or  before  the  Su- 
preme Court  of  the  United  States  or  the  inferior  Federal  courts^  shall 
be  entitled  to  represent  claimamts  before  the  Secretary.  The  Secretary 
may,  after  due  notice  and  opportunity  for  hearing^  suspend,  or  pro- 
hibit from  further  practice  before  him  any  such  person,  agent,  or 
attoimey  who  refuses  to  comply  loith  the  Secretary^  rules  and  regula- 
tions or  who  violates  any  provision  of  this  paragraph  for  which  a  pen- 
alty is  prescribed.  The  Secretary  mo.y,  by  rule  and  regulation^  prescribe 
the  maximum  fees  which  may  be  charged  for  services  performed  in 
connection  with  any  claim  before  the  Secretary  under  this  title,  and 
any  agreement  in  violation  of  such  rules  and  regulations  shall  be  void. 
Any  person  who  shall.,  with  intent  to  defraud.,  in  any  manner  willf  ully  .  j 
and  knowingly  deceive^  mislead^  or  threaten  any  claimant  or  prospec-  '\ 
tive  claimant  or  beneficiary  under  this  title  by  looid.  circular,  letter,  or 
advertisement.,  or  who  shall  knowingly  charge  or  collect  directly  or  in- 
directly any  fee  in  excess  of  the  maximum  /ee,  or  make  any  agreement 
directly  or  indirectly  to  clmrge  or  collect  any  fee  in  excess  of  the  maxi-  , 
mum  fee,- prescribed  by  the  Secretary^  shall  be  deemed  guilty  of  a  \ 
misdemeanor  and,  upon  conviction  thereof,  shall  for  each  offense  be 
punished  by  a  fine  not  exceeding  $500  or  by  imprisonment  not  exceed- 
ing one  year.,  or  both. 

Applications  and  Furnishing  of  Information 

{e){l){A)  The  Secretary  shall,  subject  to  subparagraph  (B), 
prescribe  such  7'equirements  with  respect  to  the  filing  of  applications^ 
the  suspension  or  termination  of  assistance.^  the  furnishing  of  other 
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data  and  material^  and  the  reporting  of  events  and  changes  in  circum- 
stances^ as  may  he  necessary  for  the  effective  and  efficient  administra- 
tion of  this  title. 

(B)  The  requirements  prescribed  by  the  Secretary  pursuant  to  sub- 
paragraph {A)  shall  require  that  eligibility  for  benefits  under  this  title 
will  not  be  determined  solely  on  the  basis  of  declarations  by  the  ap- 
plicant concerning  eligibility  factors  or  other  relevant  facts^  and  that 
relevant  information  will  be  verified  to  the  maximum  extent  feasible 
from  independent  or  collateral  sources  and  additional  information  ob- 
tained as  necessary  in  order  to  assure  that  such  benefits  are  only  pro- 
vided to  eligible  individuals  {or  eligible  spouses)  and  that  the  amounts 
of  such  benefits  are  correct. 

(2)  In  case  of  the  failure  by  any  individual  to  submit  a  report  of 
events  and  changes  in  circumstances  relevant  to  eligibility  for  or 
amount  of  benefits  under  this  title  as  required  by  the  Secretary  under 
paragraph  {l)^or  delay  by  any  individual  in  submitting  a  report  as  so 
required.,  the  Secretary  (in  addition  to  taking  any  other  action  he  may 
consider  appropriate  under  paragraph  (1))  shall  reduce  any  benefits 
which  may  subsequently  become  payable  to  such  individual  under  this 
title  by — 

(A J  $25  in  the  case  of  the  first  such  failure  or  delay ^ 

(B )  $60  in  the  case  of  the  second  such  failure  or  delay,  and 

( C)  $100  in  the  case  of  the  third  or  a  subsequent  such  failure 
or  delay, 

except  where  the  individual  was  without  fault  or  good  cause  for  such 
failure  or  delay  existed. 

Furnishing  of  Information  by  Other  Agencies 

(f)  The  head  of  any  Federal  agency  shall  provide  such  information 
as  the  Secretary  needs  for  purposes  of  determining  eligibility  for  or 
amount  of  benefits,  or  verifying  other  information  with  respect  thereto. 

Penalties  for  Fraud 

Sec.  1632,  Whoever— 

(1)  knowingly  and  willfully  makes  or  cau^ses  to  be  made  any 
false  statement  or  representation  of  a  material  fact  in  any  appli- 
cation for  any  benefit  under  this  title, 

(2)  at  any  time  knowingly  and  willfully  makes  or  causes  to  be 
made  any  false  statement  or  representation  of  a  material  fact  for 
use  in  determining  rights  to  any  such  benefit, 

(3)  having  knowledge  of  the  occurrence  of  any  event  affecting 
(A)  his  initial  or  continued  right  to  any  such  benefit,  or  (B)  the 
initial  or  continued  right  to  any  such  benefit  of  any  other  individ- 
ual in  whose  behalf  he  has  applied  for  or  is  receiving  such  benefit, 
conceals  or  fails  to  disclose  such  event  with  an  intent  fraudulently 
to  secure  such  benefit  either  in  a  greater  amount  or  quantity  than 
is  due  or  when  no  such  benefit  is  authorized,  or 

(If.)  having  made  application  to  receive  any  such  benefit  for  the 
use  and  benefit  of  another  and  having  received  it,  knowingly  and 
willfully  converts  such  benefit  or  any  part  thereof  to  a  use  other 
than  for  the  use  and  benefit  of  such  other  person, 
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shall  he  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  he 
fined  not  more  than  $ipOO  or  imprisoned  for  not  more  than  one  year^ 
or  hoth. 

A  dministration 

Sec,  1633,  The  Secretary  may  make  such  an  administrative  and  other 
arrangements  ( including  arrangements  for  the  determination  of  hlind- 
ness  and  disahility  under  section  161  a)(2)  and  (3)  in  the  same  man- 
ner and  suhject  to  the  same  conditions  as  provided  with  respect  to  dis- 
ahility determinations  under  section  221 )  as  may  he  necessai-^  or  appro- 
priate to  carry  out  his  functions  under  this  title. 

Determinations  of  Medicaid  Eligibility 

Sec,  1634,  The  Secretary  may  enter  into  an  agreement  with  any  State 
lohich  wishes  to  do  so  under  which  he  will  determine  eligibility  for 
medical  assistance  in  the  case  of  aged^  hlind^  or  disabled  irdivvduals 
under  such  State'^s  plan  approved  under  title  XIX.  Any  such  agree- 
ment shall  provide  for  payments  hy  the  State^  for  use  hy  the  Secretary 
in  cai^ying  out  the  agreement^  of  an  amount  equal  to  one-half  of  the 
cost  of  cai^^ying  out  the  agreement^  hut  in  computing  such  cost  with 
respect  to  individuals  eligihle  for  henefits  under  this  title^  the  Secre- 
tary shall  include  only  those  costs  which  are  additional  to  the  costs  in- 
cwred  in  carrying  out  this  title. 
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Prohibition  Against  Any  Federal  Interference 

Sec.  1801.  Nothing  in  this  title  shall  be  construed  to  authorize  any 
Federal  officer  or  employee  to  exercise  any  supervision  or  control  over 
the  practice  of  medicine  or  the  manner  in  which  medical  services  are 
provided,  or  over  the  selection,  tenure,  or  compensation  of  any  officer 
or  employee  of  any  institution,  agency,  or  person  providing  health 
services ;  or  to  exercise  any  supervision  or  control  over  the  administra- 
tion or  operation  of  any  such  institution,  agency,  or  person. 

Free  Choice  by  Patient  Guaranteed 

Sec.  1802.  Any  individual  entitled  to  insurance  benefits  under  this 
title  may  obtain  health  services  from  any  institution,  agency,  or  per- 
son qualified  to  participate  under  this  title  if  such  institution,  agency, 
or  person  undertakes  to  provide  him  such  services. 

Option  to  Individuals  To  Obtain  Other  Health  Insurance 

Protection 

Sec.  1803.  Nothing  contained  in  this  title  shall  be  construed  to 
preclude  any  State  from  providing,  or  any  individual  from  purchas- 
ing or  otherwise  securing,  protection  against  the  cost  of  any  health 
services. 

Part  A — Hospital  Insurance  Benefits  for  the  Aged  and  Disabled 
Description  of  Program 

Sec.  1811.  The  insurance  program  for  which  entitlement  is  estab- 
lished by  section  226  provides  basic  protection  against  the  costs  of 
hospital  and  related  post-hospital  services  and  eligible  drugs  in  ac- 
cordance with  this  part  for  (1)  individuals  who  are  age  65  or  over  and 
are  entitled  to  retirement  benefits  under  title  II  of  this  Act  or  under 
the  railroad  retirement  system  and  (2)  individuals  under  age  65  who 
have  been  entitled  for  not  less  than  2Ji,  consecutive  months  to  benefits 
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under  title  II  of  this  Act  or  under  the  railroad  retirement  system  on 
the  basis  of  a  disability. 

Scope  of  Benefits 

Sec.  1812.  (a)  The  benefits  provided  to  an  individual  by  the  insur- 
ance program  under  this  part  shall  consist  of  entitlement  to  have 
payment  made  on  his  behalf  or,  in  the  case  of  payments  referred  to 
in  section  1814(d)  (2)  to  him  (subject  to  the  provisions  of  this  part) 
for — 

(1)  inpatient  hospital  services  for  up  to  150  days  during  any 
spell  of  illness  minus  one  day  for  each  day  of  inpatient  hospital 
services  in  excess  of  90  received  during  any  preceding  spell  of  ill- 
ness (if  such  individual  was  entitled  to  have  payment  for  such 
services  made  under  this  part  unless  he  specifies  in  accordance  with 
regulations  of  the  Secretary  that  he  does  not  desire  to  have  such 
payment  made) ; 

(2)  post-hoapital  extended  care  services  for  up  to  100  days  ' 
during  any  spell  of  illness ;  [and] 

(3)  post-hospital  home  health  services  for  up  to  100  visits  (dur- 
ing the  one-year  period  described  in  section  1861  (n))  after  the 
beginning  of  one  spell  of  illness  and  before  the  beginning  of  the 
nextfj  /  and 

(4)  eligible  drugs. 

(b)  Payment  under  this  part  for  services  furnished  an  individual 
during  a  spell  of  illness  may  not  (subject  to  subsection  (c) )  be  made  i 
for—-  i 

(1)  inpatient  hospital  services  furnished  to  him  during  such  i 
spell  after  such  services  have  been  furnished  to  him  for  150  days 
during  such  spell  minus  1  day  for  each  day  of  inpatient  hospital 
services  in  excess  of  90  received  during  any  preceding  spell  of 
illness  (if  such  individual  was  entitled  to  have  payment  for  such 
services  made  under  this  part  unless  he  specifies  in  accordance 
with  regulations  of  the  Secretary  that  he  does  not  desire  to  have 
such  payment  made)  ; 

(2)  post-hospital  extended  care  services  furnished  to  him  dur- 
ing such  spell  after  such  services  have  been  furnished  to  him  for 
100  days  during  such  spell ;  or 

(3)  inpatient  psychiatric  hospital  services  furnished  to  him 
after  such  services  have  been  furnished  to  him  for  a  total  of  190 
days  during  his  lifetime. 

(c)  If  an  individual  is  an  inpatient  of  a  psychiatric  hospital  on  the  I 
first  day  of  the  first  month  for  which  he  is  entitled  to  benefits  under  ^ 
this  part,  the  days  on  which  he  was  an  inpatient  of  such  a  hospital  in 
the  150-day  period  immediately  before  such  first  day  shall  be  included 

in  determining  the  number  of  days  limit  under  subsection  (b)  (1)  in- 
sofar as  such  limit  applies  to  (1)  inpatient  psychiatric  hospital  serv- 
ices, or  (2)  inpatient  hospital  services  for  an  individual  who  is  an 
inpatient  primarily  for  the  diagnosis  or  treatment  of  mental  illness 
(but  shall  not  be  included  in  determining  such  number  of  days  limit 
insofar  as  it  applies  to  other  inpatient  hospital  services  or  in  deter- 
mining the  190-day  limit  under  subsection  (b)(3)). 
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(d)  Payment  under  this  part  may  be  made  for  post-hospital  home 
health  services  furnished  an  individual  only  during  the  one-year  pe- 
riod described  in  section  1861  (n)  following  his  most  recent  hospital 
discharge  which  meets  the  requirements  of  such  section,  and  only  for 
the  first  100  visits  in  such  period.  The  number  of  visits  to  be  charged 
for  purposes  of  the  limitation  in  the  preceding  sentence,  in  connection 
with  items  or  services  described  in  section  1861  (m),  shall  be  deter- 
mined in  accordance  with  regulations. 

(e)  For  purposes  of  subsections  (b),  (c),  and  (d),  inpatient  hos- 
pital services,  inpatient  psychiatric  hospital  services,  post-hospital  ex- 
tended care  services,  and  post-hospital  home  health  services  shall  be 
taken  into  account  only  if  payment  is  or  would  be,  except  for  this  sec- 
tion or  the  failure  to  comply  with  the  request  and  certification  require- 
ments of  or  under  section  1814(a),  made  with  respect  to  such  services 
under  this  part. 

(f)  For  definition  of  "spell  of  illness",  and  for  definitions  of  other 
terms  used  in  this  part,  see  section  1861. 

Deductibles  and  Coinsurance 

Sec.  1813.  (a)(1)  The  amount  payable  for  inpatient  hospital  services 
furnished  an  individual  during  any  spell  of  illness  shall  be  reduced 
by  a  deduction  equal  to  the  inpatient  hospital  deductible  or,  if  less, 
the  charges  imposed  with  respect  to  such  individual  for  such  services, 
except  that,  if  the  customary  charges  for  such  services  are  greater 
than  the  charges  so  imposed,  such  customary  charges  shall  be  con- 
sidered to  be  the  charges  so  imposed.  Such  amount  shall  be  fur- 
ther reduced  by  a  coinsurance  amount  equal  to — 

(A)  one- fourth  of  the  inpatient  hospital  deductible  for  each  day 
(before  the  91st  day)  on  which  such  individual  is  furnished  such 
services  during  such  spell  of  illness  after  such  services  have  been 
furnished  to  him  for  60  days  during  such  spell ;  and 

(B)  [one-half]  one- fourth  of  the  inpatient  hospital  deductible 
for  each  day  (before  the  day  following  the  last  day  for  which  such 
individual  is  entitled  under  section  1812(a)  (1)  to  have  payment 
made  on  his  behalf  for  inpatient  hospital  services  during  such 
spell  of  illness)  on  which  such  individual  is  furnished  such  serv- 
ices during  such  spell  of  illness  after  such  services  have  been 
furnished  to  him  for  90  days  during  such  spell ;  ^ 

except  that  the  reduction  under  this  sentence  for  any  day  shall  not  ex- 
ceed the  charges  imposed  for  that  day  with  respect  to  such  individual 
for  such  services  (and  for  this  purpose,  if  the  customary  charges  for 
such  services  are  greater  than  the  charges  so  imposed,  such  customary 
charges  shall  be  considered  to  be  the  charges  so  imposed). 

(2)  The  amount  payable  to  any  provider  of  services  under  this  part 
for  services  furnished  an  individual  during  any  spell  of  illness  shall 
be  further  reduced  by  a  deduction  equal  to  the  cost  of  the  first  three 
pints  of  whole  blood  (or  equivalent  quantities  of  packed  red  blood 
cells,  as  defined  under  regulations)  furnished  to  him  as  part  of  such 
services  during  such  spell  of  illness. 


1  Applies  with  respect  to  inpatient  hospital  services  furnished  during  spells  of  illness 
beginning  after  December  31,  1972. 
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(3)  The  amount  payable  for  post -hospital  extended  care  services 
furnished  an  individual  during  any  spell  of  illness  shall  be  reduced  by 
a  coinsurance  amoimt  equal  to  one-eighth  of  the  inpatient  hospital 
deductible  for  each  day  (before  the  101st  day)  on  which  he  is  fur- 
nished such  ser^-ices  after  such  services  have  been  furnished  to  him  for 
20  days  during  such  spell. 

(4)  Tlie  reasonable  alloicance.  as  defimd  in  section  1823.  for  eligible 
drugs  furnished'  an  individual  jmrsuant  to  any  one  j?rescri-ption  {or 
each  renewal  thereof)  amd  purcha^sed  hy  such  individual  at  any  one 
time  shall  he  reduced  hy  an  amount  equal  to  the  applicable  prescrip- 
tion copaynient  obligation  ichich  shall  be  $1. 

(b)  (1)  The  inpatient  hospital  deductible  which  shall  be  applicable 
for  the  purposes  of  subsection  (a)  shall  be  $40  in  the  case  of  any  spell 
of  illness  beginning  before  1969. 

(2)  The  Secretary  shall,  between  July  1  and  October  1  of  1968.  and 
of  each  year  thereafter,  determine  and  promulgate  the  inpatient  hos- 
pital deductible  which  shall  be  applicable  for  the  purposes  of  subsec- 
tion (a)  in  the  case  of  any  spell  of  illness  beginning  during  the  suc- 
ceeding calendar  year.  Such  inpatient  hospital  deductible  shall  be  equal 
to  $10  multiplied  by  the  ratio  of  (A)  the  current  average  per  diem  rate 
for  inpatient  hospital  services  for  the  calendar  year  preceding  the 
promulgation,  to  (B)  the  current  average  per  diem  rate  for  such  serv- 
ices for  1966.  Any  amount  determined  under  the  preceding  sentence 
which  is  not  a  multiple  of  Si  shall  be  rounded  to  the  nearest  multiple 
of  $1  (or,  if  it  is  midway  between  two  multiples  of  $1,  to  the  next 
higher  multiple  of  $1).  The  current  average  per  diem  rate  for  any 
year  shall  be  determined  by  the  Secretary  on  the  basis  of  the  best  in- 
formation available  to  him  (at  the  time  the  determination  is  made)  as 
to  the  amounts  paid  under  this  part  on  account  of  inpatient  hospital 
services  furnished  during  such  year,  by  hospitals  which  have  agree- 
ments in  effect  under  section  1866,  to  individuals  who  are  entitled  to 
hospital  insurance  benefits  under  section  226,  plus  the  amount  which 
would  have  been  so  paid  but  for  subsection  (a)  (1)  of  this  section. 

((?)  The  prescription  copaym^nt  ichich  shall  be  applicahle  for  the 
purposes  of  subsection  (a)  (4)  shall  be  $1  and  so  much  of  the  cost  of 
such  prescription  (in  the  case  of  a  drua  product  prescribed  by  a  physi- 
cian, of  a  drv,g  entity  included  in  the  formula.ry  v:here  the  cost  of  such 
product  eo:ceeds  the  maximum  medicare  allowance)  as  is  in  excess  of 
the  maximum  medicare  allowance  estahlished  for  such  drug  entity  in 
accordance  with  section  1823. 

Conditions  of  and  Limitations  on  Payment  for  Services 

Requirement  of  Requests  and  Certifications 

Sec.  1814.  (a)  [Except  as  provided  in  subsection  (d)3  Except  as 
provided  in  subsections  (d)  and  (g)^  and  in  section  1876.-  paynient  for 
services  furnished  an  individual  may  be  made  only  to  providers  of 
services  which  are  eligible  therefor  under  section  1866  and  only  if — 
(i)  icritten  request,  signed  by  such  individual,  except  in  cases 


1  Applies  to  accounting  periods  beginning  after  December  31,  1972. 

2  Effective  with  respect  to  services  provided  on  or  after  July  1,  1973. 
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in  which  the  Secretary  finds  it  impraxjticable  for  the  individual 
to  do  so^  is  filed  for  such  payment  in  such  form^  in  such  manner^ 
and  hy  such  person  or  persons  as  the  Secretary  may  hy  regulation 
prescribe^  no  later  than  the  close  of  the  period  of  3  calendar  years 
following  the  year  in  which  such  services  are  furnished  {deem- 
ing any  services  furnished  in  the  last  3  calendar  months  of  any 
calendar  year  to  have  heen  furnished  in  the  succeeding  calendar 
year)  except  that  ichere  the  Secretary  deems  that  efficient  admin- 
istration so  requires^  such  period  may  he  reduced  to  not  less  tha^ 
1  calendar  year; 

(2)  a  physician  certifies  (and  recertifies,  where  such  services 
are  furnished  over  a  period  of  time,  in  such  cases,  with  such  fre- 
quency, and  accompanied  by  such  supporting  material,  appro- 
priate to  the  case  involved,  as  may  be  provided  by  regulations, 
except  that  the  first  of  such  recertifications  shall  be  required  in 
each  case  of  inpatient  hospital  services  not  later  than  the  20th 
day  of  such  period)  that — 

(A)  in  the  case  of  inpatient  psychiatric  hospital  services, 
such  services  are  or  were  required  to  be  given  on  an  inpatient 
basis,  by  or  under  the  supervision  of  a  physician,  for  the 
psychiatric  treatment  of  an  individual;  and  (i)  such  treat- 
ment can  or  could  reasonably  be  expected  to  improve  the 
condition  for  which  such  treatment  is  or  was  necessary  or 
(ii)  inpatient  diagnostic  study  is  or  was  medically  required 
and  such  services  are  or  were  necessary  for  such  purposes ; 

(B)  in  the  case  of  inpatient  tuberculosis  hospital  services, 
such  services  are  or  were  required  to  be  given  on  an  inpatient 
basis,  by  or  under  the  supervision  of  a  physician,  for  the  treat- 
ment of  an  individual  for  tuberculosis;  and  such  treatment 
can  or  could  reasonably  be  expected  to  (i)  improve  the  con- 
dition for  which  such  treatment  is  or  was  necessary  or  (ii) 
render  the  condition  non-communicable ; 

[(C)  in  the  case  of  post-hospital  extended  care  services, 
such  services  are  or  were  required  to  be  given  on  an  inpatient 
basis  because  the  individual  needs  or  needed  skilled  nursing 
care  on  a  continuing  basis  for  any  of  the  conditions  with  re- 
spect to  which  he  was  receiving  inpatient  hospital  services] 

{C)  in  the  case  of  post-hospital  extended  care  services^ 
such  services  are  or  were  required  to  he  given  hecause  the 
individual  needs  or  needed  on  a  daily  hasis  skilled  nursing 
care  (provided  directly  hy  or  requiring  the  supervision  of 
skilled  nursing  personnel)  or  other  skilled  rehahilitation 
services^  which  as  a  practical  matter  can  only  he  provided  in 
a  skilled  nursing  facility  on  an  inpatient  hasis,  for  any  of 
the  conditions  with  respect  to  which  he  was  receiving  in- 
patient hospital  services,^  (or  services  which  would  constitute 
inpatient  hospital  services  if  the  institution  met  the  require- 
ments of  paragraphs  (6)  [and  (8)]  and  (9)^  of  section 
1861(e))  prior  to  transfer  to  the  [extended  care  facility] 


1  Applies  with  respect  to  services  furnished  after  December  31,  1972. 

2  Applies  to  any  'Provider  of  services  for  fiscal  years  (of  such  provider)  beginning  after 
tlie  fifth  month  following  the  month  of  enactment. 
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skilled  nursing  facility  or  for  a  condition  requiring  such 
extended  care  services  which  arose  after  such  transfer  and 
while  he  was  still  in  the  facility  for  treatment  of  the  condi- 
tion or  conditions  for  which  he  was  receiving  such  inpa- 
tient hospital  services ;  [or J 

(D)  in  the  case  of  post-hospital  home  health  services,  such 
services  are  or  were  required  because  the  individual  is  or 
was  confined  to  his  home  (except  when  receiving  items  and 
services  referred  to  in  section  1861  (m)  (7) )  and  needed  skilled 
nursing  care  on  an  intermittent  basis,  or  physical  or  speech 
therapy,  for  any  of  the  conditions  with  respect  to  which  he 
was  receiving  inpatient  hospital  services  (or  services  which 
would  constitute  inpatient  hospital  services  if  the  institution 
met  the  requirements  of  paragraphs  (6)  [and  (8)]  and  {Oy 
of  1861  (e) )  or  post-hospital  extended  care  services ;  a  plan  for 
furnishing  such  services  to  such  individual  has  been  estab- 
lished and  is  periodically  reviewed  by  a  physician ;  and  such 
services  are  or  were  furnished  while  the  individual  was  under 
the  care  of  a  physician ;  or 

(E)  171  the  case  of  inpatient  hospital  services  in  connection 
with  a  dental  procedure^  the  individual  suffers  from  impair- 
ments of  such  severity  as  to  require  hospitalization;  ^ 

(3)  with  respect  to  inpatient  hospital  services  (other  than  in- 
patient psychiatric  hospital  services  and  inpatient  tuberculosis 
hospital  services)  which  are  furnished  over  a  period  of  time,  a 
physician  certifies  that  such  services  are  required  to  be  given  on 
an  inpatient  basis  for  such  individual's  medical  treatment,  or  that 
inpatient  diagnostic  study  is  medically  required  and  such  services 
are  necessary  for  such  purpose,  except  that  (A)  such  certification 
shall  be  furnished  only  in  such  cases,  with  such  frequency,  and 
accompanied  by  such  supporting  material,  appropriate  to  the 
cases  involved,  as  may  be  provided  by  regulations,  and  (B)  the 
first  such  certification  required  in  accordance  with  clause  (A)  shall 
be  furnished  no  later  than  the  20th  day  of  such  period ; 

(4)  in  the  case  of  inpatient  psychiatric  hospital  services,  the 
services  are  those  which  the  records  of  the  hospital  indicate  were 
furnished  to  the  individual  during  periods  when  he  was  receiving 
(A)  intensive  treatment  services,  (B)  admission  and  related  serv- 
ices necessary  for  a  diagnostic  study,  or  (C)  equivalent  services; 

(5)  in  the  case  of  inpatient  tuberculosis  hospital  services,  the 
services  are  those  which  the  records  of  the  hospital  indicate  were 
furnished  to  the  individual  during  periods  when  he  was  receiving 
treatment  which  could  reasonably  be  expected  to  (A)  improve  his 
condition  or  (B)  render  it  noncommunicable ; 

(6)  with  respect  to  inpatient  hospital  services  furnished  such 
individual  after  the  20th  day  of  a  continuous  period  of  such  serv- 
ices and  with  respect  to  post-hospital  extended  care  services  fur- 
nished after  such  day  of  a  continuous  period  of  such  services  as 


1  Applies  to  any  provider  of  services  for  fiscal  years  (of  such  provider)  beginning 
after  the  fifth  month  following  the  month  of  enactment. 

~  Applies  to  admissions  occurring  after  the  second  month  following  the  month  of 
enactment. 
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may  be  prescribed  in  or  pursuant  to  regulations,  there  was  not  in 
effect,  at  the  time  of  admission  of  such  individual  to  the  hospital 
or  [extended  care  facility]  skilled  nursing  facility^  as  the  case 
may  be,  a  decision  under  section  1866(d)  (based  on  a  finding  that 
utilization  review  of  long-stay  cases  is  not  being  made  in  such 
hospital  or  facility)  ;  [and J 

(7)  with  respect  to  inpatient  hospital  services  or  post-hospital 
extended  care  services  furnished  such  individual  during  a  continu- 
ous period,  a  finding  has  not  been  made  (by  the  physician  mem- 
bers of  the  committee  or  group,  [as  described  in  section  1861 
(k)  (4)]  as  described  in  section  1861  {k)  (^) ,  including  any  finding 
made  in  the  course  of  a  samfle  or  other  review  of  admissions  to  the 
institution)  ^  pursuant  to  the  system  of  utilization  to  review  that 
further  inpatient  hospital  services  or  further  post-hospital  ex- 
tended care  services,  as  the  case  may  be,  are  not  medically  neces- 
sary ;  except  that,  if  such  a  finding  has  been  made,  payment  may 
be  made  for  such  services  furnished  before  the  4th  day  after 
the  day  on  which  the  hospital  or  [extended  care  facility]  skilled 
nursing  facility^  as  the  case  may  be,  received  notice  of  such 
finding[.2  /  arud 

{8)  loith  respect  to  drugs  or  hiologicals  furnished  pursuant 
to  and  requiring  {except  for  insulin)  a  physician's  prescription^ 
such  drugs  or  hiologicals  are  eligible  drugs  as  defined  in  section 
1861  {t)  and  the  participating  pharmacy  {as  defined  in  section 
1861  {dd))  has  such  prescription  in  its  possession^  or  soTne  other 
record  {in  the  case  of  insulin)  that  is  satisfactory  to  the 
Secretary."^ 

To  the  extent  provided  by  regulations,  the  certification  and  recertifica- 
tion  requirements  of  paragraph  (2)  shall  be  deemed  satisfied  where, 
at  a  later  date,  a  physician  makes  certification  of  the  kind  provided  in 
subparagraph  (A),  (B),  (C),  or  (D)  of  paragraph  (2)  (whichever 
would  have  applied),  but  only  where  such  certification  is  accompanied 
by  such  medical  and  other  evidence,  as  may  be  required  by  such 
regulations. 

[Reasonable  Cost  of  Services]  Amount  Paid  to  Providers^ 

(b)  (1)  The  amount  paid  to  any  provider  of  services  {other  than  a 
pharmacy)  with  respect  to  services  for  which  payment  may  be  made 
under  this  part  shall,  subject  to  the  provisions  of  section  1813,  be — 
[the  reasonable  cost  of  such  services.,  as  determined  under  section 
1861 (v)] 

{A)  the  lesser  of  {i)  the  reasonable  cost  of  such  services^  as 
determined  under  section  1861  {v),  or  {ii)  the  customary  charges 
with  respect  to  such  services;  or 

{B)  if  such  services  are  furnished  by  a  public  provider  of  serv- 
ices free  of  charge  or  at  nominal  charges  to  the  public^  the  amount 
determined  on  the  ba^is  of  those  items  {specified  in  regulations 


1  Applies  to  services  furnished  after  the  second  month  following  the  month  of  enact- 
ment. 

-Applies  with  respect  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 
3  Applies  to    services  furnished  by  hospitals,  skilled  nursing  facilities,  and  home  health 
agencies  in  accounting  periods  beginning  after  December  31,  1972. 
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prescribed  hy  the  Secretary)  included  in  the  determination  of  sicch 
reasonable  cost  which  the  Secretary  finds  will  provide  fair  com- 
pensation to  such  provider  for  such  services. 
(2)  The  amount  paid  to  any  participating  pharmacy  which  is  a  pro- 
vider of  services  with  respect  to  eligible  drugs  for  which  payment  may 
be  made  under  this  part  shall^  subject  to  the  provisions  of  section  1813^ 
be  the  reasonable  allowance  {as  defined  in  section  1823)  with  respect 
to  such  drugs. 

No  Payments  to  Federal  Providers  of  Services 

(c)  No  payment  may  be  made  under  this  part  (except  under  subsec- 
tion (d) )  to  any  Federal  provider  of  services,  except  a  provider  of 
services  which  the  Secretary  determines  is  providing  services  to  the 
public  generally  as  a  community  institution  or  agency;  and  no  such 
payment  may  be  made  to  any  provider  of  services  for  any  item  or 
service  which  such  provider  is  obligated  by  a  law  of,  or  a  contract  with, 
the  United  States  to  render  at  public  expense. 

Payments  for  Emergency  Hospital  Services 

(d)  (1)  Payments  shall  also  be  made  to  any  hospital  for  inpatient 
hospital  services  furnished  in  a  calendar  year  by  the  hospital  or 
under  arrangements  (as  defined  in  section  1861  (w) )  with  it,  to  an  indi- 
vidual entitled  to  hospital  insurance  benefits  under  section  226  even 
though  such  hospital  does  not  have  an  agreement  in  effect  under  this 
title  if  (A)  such  services  were  emergency  services,  (B)  the  Secretary 
would  be  required  to  make  such  payment  if  the  hospital  had  such  an 
agreement  in  effect  and  otherwise  met  the  conditions  of  payment  here- 
under, and  (C)  such  hospital  has  elected  to  claim  payments  for  all 
such  inpatient  emergency  services  and  for  the  emergency  outpatient 
services  referred  to  in  section  1835(b)  furnished  during  such  year. 
Such  payments  shall  be  made  only  in  the  amounts  provided  under  sub- 
section (b)  and  then  only  if  such  hospital  agrees  to  comply,  with 
respect  to  the  emergency  services  provided,  with  the  provisions  of 
section  1866(a). 

(2)  Payment  may  be  made  on  the  basis  of  an  itemized  bill  to  an 
individual  entitled  to  hospital  insurance  benefits  under  section  226  for 
services  described  in  paragraph  (1)  which  are  emergency  services  if 
(A)  payment  cannot  be  made  under  paragraph  (1)  solely  because  the 
hospital  does  not  elect  to  claim  such  payment,  and  (B)  such  individual 
files  application  (submitted  within  such  time  and  in  such  form  and 
manner  and  by  such  person,  and  containing  and  supported  by  such 
information  as  the  Secretary  shall  by  regulations  prescribe)  for 
reimbursement. 

(3)  The  amounts  payable  under  the  preceding  paragraph  with 
respect  to  services  described  therein  shall,  subject  to  the  provisions  of 
section  1813,  be  equal  to  60  percent  of  the  hospital's  reasonable  charged 
for  routine  services  furnished  in  the  accommodations  occupied  by  the 
individual  or  in  semiprivate  accommodations  (as  defined  in  section 
1861  (v)  (4)),  whichever  is  less,  plus  80  percent  of  the  hospital's  rea- 
sonable charges  for  ancillary  services.  If  separate  charges  for  routine 
and  ancillary  services  are  not  made  by  the  hospital,  reimbursement 
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may  be  based  on  two-thirds  of  the  hospital's  reasonable  charges  for  the 
services  received  but  not  to  exceed  the  charges  which  would  have  been 
made  if  the  patient  had  occupied  semiprivate  accommodations.  For 
purposes  of  the  preceding  provisions  of  this  paragraph,  the  term  "rou- 
tine services"  shall  mean  the  regular  room,  dietary  and  nursing  serv- 
ices, minor  medical  and  surgical  supplies,  and  the  use  of  equipment  and 
facilities  for  which  a  separate  charge  is  not  customarily  made;  the 
term  "ancillary  services"  shall  mean  those  special  services  for  which 
charges  are  customarily  made  in  addition  to  routine  services. 

Payment  for  Inpatient  Hospital  Services  Prior  to  Notification  of  Noneligibility 

(e)  Notwithstanding  that  an  individual  is  not  entitled  to  have  pay- 
ment made  under  this  part  for  inpatient  hospital  services  furnished 
by  any  hospital,  payment  shall  be  made  to  such  hospital  (unless  it 
elects  not  to  receive  such  payment  or,  if  payment  has  already  been 
made  by  or  on  behalf  of  such  individual,  fails  to  refund  such  payment 
within  the  time  specified  by  the  Secretary)  for  such  services  which 
are  furnished  to  the  individual  prior  to  notification  to  such  hospital 
from  the  Secretary  of  his  lack  of  entitlement,  if  such  payments  are 
precluded  only  by  reason  of  section  1812  and  if  such  hospital  complies 
with  the  requirements  of  and  regulations  under  this  title  with  respect 
to  such  payments,  has  acted  in  good  faith  and  without  knowledge  of 
such  lack  of  entitlement,  and  has  acted  reasonably  in  assuming  en- 
titlement existed.  Payment  under  the  preceding  sentence  may  not  be 
made  for  the  services  furnished  an  individual  pursuant  to  any  admis- 
sion after  the  6th  elapsed  day  (not  including  as  an  elapsed  day  Satur- 
day, Sunday,  or  legal  holiday)  after  the  day  on  which  such  admission 
occurred. 

[Payment  for  Certain  Emergency  Hospital  Services  Furnished  Outside  the 
United  States]  Payment  for  Certain  Inpatient  Hospital  Services  Furnished 
Outside  the  United  States  ^ 

[(f)  The  authority  contained  in  subsection  (d)  shall  be  applicable 
to  emergency  inpatient  hospital  services  furnished  an  individual  by 
a  hospital  located  outside  the  United  States  if — 

[(1)  such  individual  was  physically  present  in  a  place  within 
the  United  States  at  the  time  the  emergency  which  necessitated 
such  inpatient  hospital  services  occurred;  and 

[(2)  such  hospital  was  closer  to,  or  substantially  more  accessible 
from,  such  place  than  the  nearest  hospital  within  the  United 
States  which  was  adequately  equipped  to  deal  with,  and  was 
available  for  the  treatment  of,  such  individual's  illness  or  injury.] 
(/)(/)  Payment  shall  he  m,ade  for  inpatient  hospital  services  fur- 
nished to  an  individual  entitled  to  hospital  insurance  benefits  under 
section  226  hy  a  hospital  located  outside  the  United  States^  or  under 
arrangements  {as  defined  in  section  1861  (w))  with  it,  if — 

(A)  such  individual  is  a  resident  of  the  United  States,  and 

(B)  such  hospital  tvas  closer  to,  or  substantially  more  accessible 


1  Applies  to  services  furnished  witb.  respect  to  admissions  occurring  after  December  31, 
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from^  the  residence  of  such  individual  than  the  nearest  hospital 
within  the  United  States  which  was  adequately  equipped  to  deal 
with,  and  was  available  for  the  treatment  of,  sv^h  individuals 
illness  or  injury. 
(2)  Payment  may  also  he  made  for  emergency  inpatient  hospital 
services  furnished  to  an  individual  entitled  to  hospital  insurance  bene-  ^ 
fits  under  section  226  hy  a  hospital  located  outside  the  United  States  \ 
if- 

{A)  such  individual  was  physically  present — 
( ^ )  in  a  place  loithin  the  U nited  S tates  ;  or 
(ii)  at  a  place  toithin  Canada  ivhile  traveling  without  un- 
reasonable delay  hy  the  most  direct  route  (as  determined  hy  , 
the  Secretary)  between  Alaska  and  another  State;  ' 
at  the  time  the  emergency  which  necessitated  such  inpatient  hos-  j 
pital  services  occurred,  and  '  I 

{B)  such  hospital  ivas  closer  to,  or  substantially  more  accessible 
from,  such  place  than  the  nearest  hospital  within  the  United  | 
States  ivhich  was  adequately  equipped  to  deal  with,  and  was  avail- 
able for  the  treatment  of,  such  individual's  illness  or  injury. 
(S)  Payment  shall  he  made  in  the  amount  provided  under  subsec- 
tion (b)  to  any  hospital  for  the  inpatient  hospital  services  described 
in  paragraph  (1)  or  (2)  furnished  to  an  individual  by''the  hospital  or 
under  arrangements  {as  defined  in  section  1861  (w))  tvith  it  if  (A)  the 
Secretary  woidd  he  required  to  make  such  payment  if  the  hospital  had 
an  agreement  in  effect  under  this  title  and  otherwise  met  the  conditions  ^ 
of  payment  hereunder.  (B)  such  hospital  elects  to  claim  such  payment,  \ 
and  (O)  such  hospital  agrees  to  comply,  with  respect  to  such  services, 
icith  the  provisions  of  section  1866 {a) . 

{Jf)  Payment  for  the  inpatient  hospital  services  described  in  para- 
.   graph  (1)  or  (2)  furnished  to  an  individual  entitled  to  hospital  insur-  \ 
ance  benefits  under  section  226  may  be  made  on  the  basis  of  an  itemized 
bill  to  such  individual  if  {A)  payment  for  such  services  cannot  be 
made  under  paragraph  (S)  solely  because  the  hospital  does  not  elect  to 
claim  such  payment,  and  (B)  such  individual  files  application  (sub-  ; 
mitted  loithin  such  time  and  in  such  form  and  manner  and  hy  such  j 
person,  and  containing  and  supported  by  such  information  as  the  Sec-  ' 
retary  shall  hy  regidations  prescribe)  for  reimbursement.  The  amount  j 
payable  loith  respect  to  such  services  shall,  subject  to  the  provisions  of 
section  1813,  he  equal  to  the  amount  which  looutd  be  payahle  under  sub- 
section (d)  (3). 

Payment  for  Services  of  a  Physician  Rendered  in  a  Teaching  Hospital' 

(g)  For  purposes  of  services  for  ivhich  the  reasonable  cost  thereof  is 
determined  under  section  1861  (v)  {!)  {B) ^  payment  under  this  part 
shall  he  made  to  such  fund  as  may  be  designated  by  the  organized  med- 
ical staff  of  the  hospital  in  which  such  services  were  furnished  or,  if 
such  services  loere  furnished  in  such  hospital  hy  the  faculty  of  a  medi- 
cal school,  to  such  fund  as  may  be  designated  by  such  faculty,  but  only 


1  Applies  to  accounting  periods  after  December  31,  1972. 
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{1)  such  hospital  has  an  agreement  with  the  Secretary  under 
section  1866^  and 

(2)  the  Secretary  has  received  toritten  assurances  that  {A) 
such  payment  will  he  used  hy  such  fund  solely  for  the  improve- 
ment of  care  of  hospital  patients  or  for  educational  or  charitable 
purposes  and  (B)  the  individuals  who  were  furnished  such  serv- 
ices or  any  other  persons  loill  not  be  charged  for  such  services 
{or  if  charged^  provision  will  be  rrmde  for  return  of  any  moneys 
incorrectly  collected) . 

Payment  for  Posthospital  Extended  Care  Services^ 

(h)  (1)  An  individual  shall  be  presumed  to  require  the  care  specified 
in  subsection  (a)  (2)  (C)  of  this  section  for  purposes  of  making  pay- 
ment to  a  skilled  nursing  facility  {subject  to  the  jyrovision^  of  sec- 
tion J 812)  for  p>osthospital  extended  care  services  lohich  are  fur- 
nished by  such  facility  to  such  individual  if — 

{A)  the  certification  referred  to  in  subsection  {a)  {2)  {G)  of 
this  section  is  submitted  prior  to  or  at  the  time  of  admission  of 
such  individual  to  such  skilled  nursing  facility, 

{B)  such  certification  states  that  the  medical  condition  of  the 
individual  is  a  condition  designated  in  regulaiions^ 

{C)  such  certification  is  accompanied  by  a  plan  of  treatment 
for  providing  such  services^  and 

{D)  there  is  compliance  loith  such  other  requirements  and 
procedures  as  may  be  specified  in  regulations^ 
but  only  for  services  furnished  during  such  limited  periods  of  time 
with  respect  to  such  conditions  of  the  individual  as  may  be  prescribed 
in  regulations  by  the  Secretary^  taking  into  account  the  medical  sever- 
ity of  such  conditions,  the  degree  of  incapacity^  and  the  minirrium 
length  of  stay  in  an  institution  generally  needed  for  such  conditions^ 
and  such  other  factors  affecting  the  type  of  care  to  be  provided  as  the 
Secretary  deems  pertinent. 

{2)  If  the  Secretary  determines  with  respect  to  a  physician  that 
such  physician  is  sid)mitting  with  some  frequency  {A)  erroneous 
certifications  that  individuals  have  conditio7is  designated  in  regula- 
tions as  provided  in  this  subsection  or  {B)  plans  for  providing  serv- 
ices which  are  inappropriate^  the  provisions  of  paragraph  {!)  shall 
not  apply,  after  the  effective  date  of  such  determination,  in  any  case 
in  which  such  physician  submits  a  certification  or  plan  referred  to  im, 
subparagraph  (A),  {B),or{C)  of  paragraph  {1), 

Payment  for  Posthospital  Home  Health  Services ' 

{i){l)  An  individual  shall  be  presumed  to  require  the  services 
specified  in  subsection  {a)  {2)  {D)  of  this  section  for  purposes  of 
making  payment  to  a  home  health  agency  {subject  to  the  provisions  of 
section  1812)  for  posthospital  home  health  services  furnished  by  such 
agency  to  such  individual  if —  •      /  \ 

{A)  the  certification  and  plan  referred  to  in  subsection  {a) 

1  Applies  to  admissions  to  skilled  nursing  facilities  initiated  on  or  after  January  1,  1973. 

2  Applies  to  home  health  plans  initiated  on  or  after  January  1,  1973. 
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(2)  (D)  of  this  section  are  submitted  in  timely  fashion  prior  to 

the  first  visit  hy  such  agency^ 

(B )  such  certification  states  that  the  medical  condition  of  the  • 

individual  is  a  condition  designated  in  regulations,  and 

{G)  there  is  compliance  with  such  other  requirements  and  pro-  ' 

cedures  as  may  he  specified  in  regulations.  \ 
lut  only  for  services  furnished  during ^  such  limited  numbers  of  visits  I 
with  respect  to  such  conditions  of  the  individual  as  may  he  prescribed  \ 
in  regulations  by  the  Secretary,  taking  into  account  the  medical  sever- 
ity of  such  conditions,  the  degree  of  incapacity,  and  the  minimum  pe-  \ 
riod  of  home  confinement  generally  needed Jor  such  conditions,  and 
such  other  factors^  affecting  the  type  of  care  to  be  provided  as  the  Sec-  , 
retary  deems  pertinent.  ! 

{2)  If  the  Secretary  determines  with  respect  to  a  physician  that 
such  physician  is  submitting  with  some  frequency  (A)  erroneous  cer- 
tifications that  individuals  have  conditions  designated  in  regulations  \ 
as  provided  in  this  subsection  or  (B)  plans  for  providing  services  | 
which  are  inappropriate,  the  provisions  of  paragraph  (1)  shall  not  , 
apply,  after  the  effective  date  of  such  determination,  in  any  case  in 
which  such  physician  submits  a  certification  or  plan  referred  to  in 
subparagraph  {A)  or  (B)  of  paragraph  (1). 

Limitation  on  Payment  for  Eligible  Drugs  ^ 

(j)  Payment  may  be  made  under  this  part  for  eligible  drugs  only 
when  such  drugs  are  dispensed  by  a  participating  pharmacy;  except  \ 
that  payment  under  this  part  may  be  made  for  eligible  drugs  dispensed  i 
by  a  physician  where  the  Secretary  determines,  in  accordance  with  ' 
regulations,  that  such  eligible  drugs  were  required  in  an  emergency  or 
that  there  was  no  participating  pharmacy  available  in  the  community,  j 
in  which  case  the  physician  {under  regulations  prescribed  by  the  Sec-  \ 
retary)  shall  be  regarded  as  a  participating  pharmacy  for  purposes  of  \ 
this  part  with  respect  to  the  dispensing  of  such  eligible  drugs. 

Payment  to  Providers  of  Services 

Sec.  1815.  The  Secretary  shall  periodically  determine  the  amount 
which  should  be  paid  under  this  part  to  each  provider  of  services  with 
respect  to  the  services  furnished  by  it,  and  the  provider  of  services 
shall  be  paid,  at  such  time  or  times  as  the  Secretary  believes  appro- 
priate (but  not  less  often  than  monthly)  and  prior  to  audit  or  settle- 
ment by  the  General  Accounting  Office,  from  the  Federal  Hospital 
Insurance  Trust  Fund,  the  amounts  so  determined,  with  necessary  ad- 
justments on  account  of  previously  made  overpayments  or  underpay- 
ments; except  that  no  such  payments  shall  be  made  to  any  provider 
unless  it  has  furnished  such  information  as  the  Secretary  may  request 
in  order  to  determine  the  amounts  due  such  provider  under  this  part 
for  the  period  with  respect  to  which  the  amounts  are  being  paid  or 
any  prior  period. 


1  Applies  with  respect  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 
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Use  of  Public  Agencies  or  Private  Organizations  To  Facilitate 
Payment  to  Providers  of  Services 

Sec.  1816.  (a)  If  any  group  or  association  of  providers  of  services 
wishes  to  have  payments  under  this  part  to  such  providers  made 
through  a  national,  State,  or  other  public  or  private  agency  or  orga- 
nization and  nominates  such  agency  or  organization  for  this  purpose, 
I    the  Secretary  is  authorized  to  enter  into  an  agreement  with  such 
'     agency  or  organization  providing  for  the  determination  by  such 
!    agency  or  organization  ([subject  to]  subject  to  the  provisions  of  sec- 
\     tion  1878  and  to  ^  such  review  by  the  Secretary  as  may  be  provided 
j    for  by  the  agreement)  of  the  amount  of  the  payments  required  pur- 
suant to  this  part  to  be  made  to  such  providers,  and  for  the  making 
I    of  such  payments  by  such  agency  or  organization  to  such  providers. 
!    Such  agreement  may  also  include  provision  for  the  agency  or  orga- 
nization to  do  all  or  any  part  of  the  following :  (1)  to  provide  consulta- 
tive services  to  institutions  or  agencies  to  enable  them  to  establish  and 
I    maintain  fiscal  records  necessary  for  purposes  of  this  part  and  other- 
I    wise  to  qualify  as  hospitals,  extended  care  facilities,  or  home  health 
I    agencies,  and  (2)  with  respect  to  the  providers  of  services  which  are  to 
I    receive  payments  through  it  (A)  to  serve  as  a  center  for,  and  com- 
municate to  providers,  any  information  or  instructions  furnished  to  it 
by  the  Secretary,  and  serve  as  a  channel  of  communication  from  pro- 
viders to  the  Secretary;  (B)  to  make  such  audits  of  the  records  of 
providers  as  may  be  necessary  to  insure  that  proper  payments  are  made 
under  this  part ;  and  (C)  to  perform  such  other  functions  as  are  neces- 
sary to  carry  out  this  subsection. 

(b)  The  Secretary  shall  not  enter  into  an  agreement  with  any 
agency  or  organization  under  this  section  unless  (1)  he  finds  (A)  that 
to  do  so  is  consistent  with  the  effective  and  efficient  administration  of 
this  part,  and  (B)  that  such  agency  or  organization  is  willing  and  able 
to  assist  the  providers  to  which  payments  are  made  through  it  under 
this  part  in  the  application  of  safeguards  against  unnecessary  utiliza- 
tion of  services  furnished  by  them  to  individuals  entitled  to  hospital 
insurance  benefits  under  section  226,  and  the  agreement  provides  for 
such  assistance,  and  (2)  such  agency  or  organization  agrees  to  furnish 
to  the  Secretary  such  of  the  information  acquired  by  it  in  carrying  out 
its  agreement  under  this  section  as  the  Secretary  may  find  necessary 
in  performing  his  functions  under  this  part. 

(c)  An  agreement  with  any  agency  or  organization  under  this  sec- 
tion may  contain  such  terms  and  conditions  as  the  Secretary  finds 
necessary  or  appropriate,  may  provide  for  advances  of  funds  to  the 
agency  or  organization  for  the  making  of  payments  by  it  under  sub- 
section (a),  and  shall  provide  for  payment  of  so  much  of  the  cost  of 
administration  of  the  agency  or  organization  as  is  determined  by  the 

I  Secretary  to  be  necessary  and  proper  for  carrying  out  the  functions 
I     covered  by  the  agreement. 

j        [(d)  If  the  nomination  of  an  agency  or  organization  as  provided  in 
I     this  section  is  made  by  a  group  or  association  of  providers  of  services, 
I     it  shall  not  be  binding  on  members  of  the  group  or  association  which 
notify  the  Secretary  of  their  election  to  that  effect.  Any  provider  may, 


Applies  to  cost  reports  of  providers  of  services,  as  defined  in  title  XVIII  of  the  Act, 
for  accounting  periods  ending  on  or  after  June  30,  1973. 
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upon  such  notice  as  may  be  specified  in  the  agreement  under  this  sec-  ! 
tion  with  an  agency  or  organization,  withdraw  its  nomination  to  re-  j 
ceive  payments  through  such  agency  or  organization.  Any  provider  ' 
which  has  withdrawn  its  nomination,  and  any  provider  which  has  | 
not  made  a  nomination,  may  elect  to  receive  payments  from  any  agency 
or  organization  which  has  entered  into  an  agreement  with  the  Secre-  I 
tary  under  this  section  if  the  Secretary  and  such  agency  or  organiza-  ' 
tion  agree  to  it.J  j 

(d)  Effective  January  i,  1978^  the  Secretary  is  authorized  to  assign  \ 
or  reassign  any  provider  of  services  to  any  agency  or  organization  I 
which  has  entered  into  an  agreement  with  him  under  this  section  \ 
whenever  he  determines^  in  his  sole  discretion^  that  to  do  so  would  re-  1 
suit  in  more  effective  and  efficient  administration  of  this  part.  In  \ 
making  any  such  assignment  or  reassignment  the  Secretary  shall  take  I 
into  consideration  the  choice  of  any  such  provider^  hut  he  shall  not  \ 
he  hound  hy  such  choice.  , 

(e)  An  agreement  with  the  Secretary  under  this  section  may  be  | 
terminated —  I 

(1)  by  the  agency  or  organization  which  entered  into  such 
agreement  at  such  time  and  upon  such  notice  to  the  Secretary, 
to  the  public,  and  to  the  providers  as  may  be  provided  in  regula- 
tions, or 

(2)  by  the  Secretary  at  such  time  and  upon  such  notice  to  the  i 
agency  or  organization,  to  the  providers  which  have  nominated  it  ' 
for  purposes  of  this  section,  and  to  the  public,  as  may  be  provided  i 
in  regulations,  but  only  if  he  finds,  after  reasonable  notice  and  j 
opportunity  for  hearing  to  the  agency  or  organization,  that  (A)  j 
the  agency  or  organization  has  failed  substantially  to  carry  out  the  i 
agreement,  or  (B)  the  continuation  of  some  or  all  of  the  func-  \ 
tions  provided  for  in  the  agreement  with  the  agency  or  organiza- 
tion is  disadvantageous  or  is  inconsistent  with  the  efficient  ad- 
ministration of  this  part. 

(f )  An  agreement  with  an  agency  or  organization  under  this  section 
may  require  any  of  its  officers  or  employees  certifying  payments  or 
disbursing  funds  pursuant  to  the  agreement,  or  otherwise  participating 
in  carrying  out  the  agreement,  to  give  surety  bond  to  the  United  States 
in  such  amount  as  the  Secretary  may  deem  appropriate. 

(g)  (1)  No  individual  designated  pursuant  to  an  agreement  under 
this  section  as  a  certifying  officer  shall,  in  the  absence  of  gross  negli- 
gence or  intent  to  defraud  the  United  States,  be  liable  with  respect  to 
any  payments  certified  by  him  under  this  section. 

(2)  No  disbursing  officer  shall,  in  the  absence  of  gross  negligence 
or  intent  to  defraud  the  United  States,  be  liable  with  respect  to  any 
payment  by  him  under  this  section  if  it  was  based  upon  a  voucher 
signed  by  a  certifying  officer  designated  as  provided  in  paragraph  (1) 
of  this  subsection. 

(3)  No  such  agency  or  organization  shall  be  liable  to  the  United 
States  for  any  payments  referred  to  in  paragraph  ( 1 )  or  (2) . 

Federal  Hospital  Insurance  Trust  Fund 

Sec.  1817.  (a)  There  is  hereby  created  on  the  books  of  the  Treasury 
of  the  United  States  a  trust  fund  to  be  known  as  the  "Federal  Hos- 
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pital  Insurance  Trust  Fund"  (hereinafter  in  this  section  referred  to  as 
the  "Trust  Fund").  The  Trust  Fund  shall  consist  of  such  gifts  and 
bequests  as  may  he  made  as  provided  in  section  201  {i)  (i),  and  ^  such 
amounts  as  may  be  deposited  in,  or  appropriated  to,  such  fund  as 
provided  in  this  part.  There  are  hereby  appropriated  to  the  Trust 
Fund  for  the  fiscal  year  ending  June  30,  1966,  and  for  each  fiscal  year 
thereafter,  out  of  any  moneys  in  the  Treasury  not  otherwise  appro- 
priated, amounts  equivalent  to  100  per  centum  of — 

(1)  the  taxes  imposed  by  section  3101(b)  and  3111(b)  of  the 
Internal  Kevenue  Code  of  1954  with  respect  to  wages  reported 
to  the  Secretary  of  the  Treasury  or  his  delegate  pursuant  to  sub- 
title F  of  such  Code  after  December  31,  1965,  as  determined  by 
the  Secretary  of  the  Treasury  by  applying  the  applicable  rates  of 
tax  under  such  sections  to  such  wages,  which  wages  shall  be  cer- 
tified by  the  Secretary  of  Health,  Education,  and  Welfare  on  the 
basis  of  records  of  w^ages  established  and  maintained  by  the  Sec- 
retary of  Health,  Education,  and  Welfare  in  accordance  with  such 
reports;  and 

(2)  the  taxes  imposed  by  section  1401(b)  of  the  Internal  Kev- 
enue Code  of  1954  with  respect  to  self-employment  income  re- 
ported to  the  Secretary  of  the  Treasury  or  his  delegate  on  tax 
returns  under  subtitle  F  of  such  Code,  as  determined  by  the  Secre- 
tary of  the  Treasury  by  applying  the  applicable  rate  of  tax  under 
such  section  to  such  self-employment  income,  which  self-employ- 
ment income  shall  be  certified  by  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  on  the  basis  of  records  of  self -employment 
established  and  maintained  by  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  in  accordance  with  such  returns. 

The  amounts  appropriated  by  the  preceding  sentence  shall  be  trans- 
ferred from  time  to  time  from  the  general  fund  in  the  Treasury  to  the 
Triist  Fund,  such  amounts  to  be  determined  on  the  basis  of  estimates 
by  the  Secretary  of  the  Treasury  of  the  taxes,  specified  in  the  preceding 
sentence,  paid  to  or  deposited  into  the  Treasury;  and  proper  adjust- 
ments shall  be  made  in  amounts  subsequently  transferred  to  the  extent 
prior  estimates  were  in  excess  of  or  were  less  than  the  taxes  specified 
in  such  sentence. 

(b)  With  respect  to  the  Trust  Fund,  there  is  hereby  created  a  body 
to  be  known  as  the  Board  of  Trustees  of  the  Trust  Fund  (hereinafter 
in  this  section  referred  to  as  the  "Board  of  Trustees")  composed  of  the 
Secretary  of  the  Treasury,  the  Secretary  of  Labor,  and  the  Secretary 
of  Health,  Education,  and  Welfare,  all  ex  officio.  The  Secretary  of  the 
Treasury  shall  be  the  Managing  Trustee  of  the  Board  of  Trustees 
(hereinafter  in  this  section  referred  to  as  the  "Managing  Trustee"). 
The  Commissioner  of  Social  Security  shall  serve  as  the  Secretary  of 
the  Board  of  Trustees.  The  Board  of  Trustees  shall  meet  not  less  fre- 
quently than  once  each  calendar  year.  It  shall  be  the  duty  of  the  Board 
of  Trustees  to — 

( 1 )  Hold  the  Trust  Fund ; 

(2)  Report  to  the  Congress  not  later  than  the  first  day  of  April 
of  each  year  on  the  operation  and  status  of  the  Trust  Fund  dur- 


Applies  to  gifts  and  bequests  received  after  tlie  date  of  enactment. 
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ing  the  preceding  fiscal  year  and  on  its  expected  operation  and 
status  during  the  current  fiscal  year  and  the  next  2  fiscal  years ;  ] 

(3)  Eeport  immediately  to  the  Congress  whenever  the  Board  ' 
is  of  the  opinion  that  the  amount  of  the  Trust  Fund  is  unduly  j 
small;  and 

(4)  Review  the  general  policies  followed  in  managing  the  Trust  ' 
Fund,  and  recommend  changes  in  such  policies,  including  neces-  ' 
sary  changes  in  the  provisions  of  law  which  govern  the  way  in  ! 
which  the  Trust  Fund  is  to  be  managed. 

The  report  provided  for  in  paragraph  (2)  shall  include  a  statement  of 
the  assets  of,  and  the  disbursements  made  from,  the  Trust  Fund 
during  the  preceding  fiscal  year,  an  estimate  of  the  expected  income  ; 
to,  and  disbursements  to  be  made  from,  the  Trust  Fund  during  the  \ 
current  fiscal  year  and  each  of  the  next  2  fiscal  years,  and  a  statement  i 
of  the  actuarial  status  of  the  Trust  Fund.  Such  report  shall  be  printed  | 
as  a  House  document  of  the  session  of  the  Congress  to  which  the  report  ! 
is  made.  | 

(c)  It  shall  be  the  duty  of  the  Managing  Trustee  to  invest  such  por-  | 
tion  of  the  Trust  Fund  as  is  not,  in  his  judgment,  required  to  meet 
current  withdrawals.  Such  investments  may  be  made  only  in  interest- 
bearing  obligations  of  the  United  States  or  in  obligations  guaranteed 
as  to  both  principal  and  interest  by  the  United  States.  For  such  pur- 
pose such  obligations  may  be  acquired  (1)  on  original  issue  at  the  issue 
price,  or  (2)  hj  purchase  of  outstanding  obligations  at  the  market  ^ 
price.  The  purposes  for  which  obligations  of  the  United  States  may  be 
issued  under  the  Second  Liberty  Bond  Act,  as  amended,  are  hereby 
extended  to  authorize  the  issuance  at  par  of  public-debt  obligations  for  | 
purchase  by  the  Trust  Fund.  Such  obligations  issued  for  purchase  by 
the  Trust  Fund  shall  have  maturities  fixed  with  due  regard  for  the 
needs  of  the  Trust  Fund  and  shall  bear  interest  at  a  rate  equal  to  the  i 
average  market  yield  (computed  by  the  Managing  Trustee  on  the  basis 
of  market  quotations  as  of  the  end  of  the  calendar  month  next  preced- 
ing the  date  of  such  issue)  on  all  marketable  interest-bearing  obliga- 
tions of  the  United  States  then  forming  a  part  of  the  public  debt  which  ; 
are  not  due  or  callable  until  after  the  expiration  of  4  years  from  the  end  j 
of  such  calendar  month ;  except  that  where  such  average  market  yield 

is  not  a  multiple  of  one-eighth  of  1  per  centum,  the  rate  of  interest  on  | 
such  obligations  shall  be  the  multiple  of  one-eighth  of  1  per  centum  ' 
nearest  such  market  yield.  The  Managing  Trustee  may  purchase  other  • 
interest-bearing  obligations  of  the  United  States  or  obligations 
guaranteed  as  to  both  principal  and  interest  by  the  United  States,  on  , 
original  issue  or  at  the  market  price,  only  where  he  determines  that  the  J 
purchase  of  such  other  obligations  is  in  the  public  interest. 

(d)  Any  obligations  acquired  by  the  Trust  Fund  (except  pubhc- 
debt  obligations  issued  exclusively  to  the  Trust  Fund)  may  be  sold  by 
the  Managing  Trustee  at  the  market  price,  and  such  public-debt  obh-  i 
gations  may  be  redeemed  at  par  plus  accrued  interest. 

(e)  The  interest  on,  and  the  proceeds  from  the  sale  or  redemption 
of,  any  obligations  held  in  the  Trust  Fund  shall  be  credited  to  and 
form  a  part  of  the  Trust  Fund. 

(f )  (1)  The  Managing  Trustee  is  directed  to  pay  from  time  to  time 
from  the  Trust  Fund  into  the  Treasury  the  amount  estimated  by  him 
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as  taxes  imposed  under  section  3101(b)  which  are  subject  to  refund 
I  under  [section  6413(c)]  sections  GI^IS  {c)  and  {e)  of  the  Internal 
j  Kevenue  Code  of  1954  with  respect  to  wages  paid  after  December  31, 
I  1965.  Such  taxes  shall  be  determined  on  the  basis  of  the  records  of 
I  wages  established  and  maintained  by  the  Secretary  of  Health,  Edu- 
cation, and  Welfare  in  accordance  with  the  wages  reported  to  the 
I  Secretary  of  the  Treasury  or  his  delegate  pursuant  to  subtitle  F  of 
j  the  Internal  Eevenue  Code  of  1954,  and  the  Secretary  of  Health, 
I  Education,  and  Welfare  shall  furnish  the  Managing  Trustee  such 
j  information  as  may  be  required  by  the  Managing  Trustee  for  such 
;  purpose.  The  payments  by  the  Managing  Trustee  shall  be  covered  into 
the  Treasury  as  repayments  to  the  account  for  refunding  internal 
i    revenue  collections. 

I  (2)  Kepayments  made  under  paragraph  (1)  shall  not  be  available 
for  expenditures  but  shall  be  carried  to  the  surplus  fund  of  the  Treas- 
I  ury.  If  it  subsequently  appears  that  the  estimates  under  such  para- 
!  graph  in  any  particular  period  were  too  high  or  too  low,  appropriate 
j  adjustments  shall  be  made  by  the  Managing  Trustee  in  future 
I  payments. 

(g)  There  shall  be  transferred  periodically  (but  not  less  often  than 
once  each  fiscal  year)  to  the  Trust  Fund  from  the  Federal  Old- Age 

'  and  Survivors  Insurance  Trust  Fund  and  from  the  Federal  Disability 
Insurance  Trust  Fund  amounts  equivalent  to  the  amounts  not  previ- 
ously so  transferred  which  the  Secretary  of  Health,  Education,  and 
Welfare  shall  have  certified  as  overpayments  (other  than  amounts 
so  certified  to  the  Railroad  Retirement  Board)  pursuant  to  section 
1870(b)  of  this  Act.  There  shall  be  transferred  periodically  (but  not 
'  less  often  than  once  each  fiscal  year)  to  the  Trust  Fund  from  the 
J  Railroad  Retirement  Account  amounts  equivalent  to  the  amounts  not 
previously  so  transferred  which  the  Secretary  of  Health,  Education, 
and  Welfare  shall  have  certified  as  overpayments  to  the  Railroad 
Retirement  Board  pursuant  to  section  1870(b)  of  this  Act. 

(h)  The  Managing  Trustee  shall  also  pay  from  time  to  time  from 
the  Trust  Fund  such  amounts  as  the  Secretary  of  Health,  Education, 
and  Welfare  certifies  are  necessary  to  make  the  payments  provided 
for  by  this  part,  and  the  payments  with  respect  to  administrative 
expenses  in  accordance  with  section  201(g)  (1). 

Hospital  Insurance  Benefits  for  Uninsured  Individuals  Not 
Otherwise  Eligible 

Sec,  1818.  (a)  Every  individual  tvho — 

(1)  has  attained  the  age  of  65^ 

(2)  is  enrolled  under  part  B  of  this  title^ 

{3)  is  a  resident  of  the  United  States^  and  is  eitlier  {A)  a  citi- 
I  zen  or  (B)  an  alien  lawfully  admitted  for  permanent  residence 

i  loho  has  resided  in  the  United  States  continuously  during  the  6 

I  years  immediately  preceding  the  month  in  lohich  he  applies  for 

I  enrollment  under  this  section^  and 

j  (4-)  is  not  otherwise  entitled  to  henefits  under  this  part^ 

shall  he  eligible  to  enroll  in  the  insurance  program  established  by  this 
I  part. 
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(b)  An  individual  may  enroll  under  this  section  only  in  such  man- 
ner and  form  as  may  he  prescribed  in  regulations^  and  only  during  an  ] 
enrollment  period  prescribed  in  or  under  this  section.  \ 

(c)  The  provisions  of  section  1837  {except  subsection  (/)  thereof)., 
section  1838,  subsection  (c)  of  section  1839,  and  subsections  (/)  and  ' 
{h)  of  section  181^0  shall  apply  to  persons  authorized  to  enroll  under  | 
this  section  except  that —  | 

(i)  individuals  who  meet  the  conditions  of  subsection  {a)  (1),  i 
and  (4)  on  or  before  the  last  day  of  the  seventh  month  after 
the  month  in  which  this  section  is  enacted  may  enroll  under  this 
part  and  {if  not  already  so  enrolled)  may  also  enroll  under  part  B 
during  an  initial  general  enrollment  period  which  shall  begin  on 
the  first  day  of  the  second  month  which  begins  after  the  date  on  I 
which  this  section  is  enacted  and  shall  end  on  the  last  day  of  the 
tenth  month  after  the  month  in  which  this  Act  is  enacted; 

{2)  in  the  case  of  an  individual  who  first  meets  the  conditions  of 
eligibility  under  this  section  on  or  after  the  first  day  of  the  eighth 
month  after  the  month  in  which  this  section  is  enacted,  the  initial 
enrollment  period  shall  begin  on  the  first  day  of  the  third  month 
before  the  month  in  which  he  first  becomes  eligible  and  shall  end 
7  months  later; 

{3)  in  the  case  of  an  individual  who  enrolls  pursuant  to  para- 
graph {1)  of  this  subsection,  entitlement  to  benefits  shall  begin 
on — 

{A)  the  first  day  of  the  second  month  after  the  month  in 
which  he  enrolls, 
{B)  July  1,1973,  or 

(O)  the  first  day  of  the  first  month  in  which  he  meets  the 
requirements  of  subsection  {a), 
whichever  is  the  latest; 

{4)  termination  of  coverage  under  this  section  by  the  filing  of 
notice  that  the  individual  no  longer  wishes  to  participate  in  the 
hospital  insurance  program  shall  take  effect  at  the  close  of  the 
month  following  the  month  in  which  such  notice  is  filed; 

{5)  a/n  individuaVs  entitlement  under  this  section  shatl  ter- 
minate with  the  month  before  the  first  month  in  which  he  becomes 
eligible  for  hospital  insu/ra/nce  benefits  under  section  226  of  this 
Act  or  section  103  of  the  Social  Security  Amendments  of  1965; 
and  upon  such  termination,  such  individual  shall  be  deemed^ 
solely  for  purposes  of  hospital  insurance  entitlement,  to  have  filed 
in  such  first  month  the  application  required  to  establish  such 
entitlement;  and 

{6)  termination  of  coverage  for  supplementary  medical  in- 
surance shall  result  in  simultaneous  termination  of  hospital  insur- 
ance benefits  for  uninsured  individuals  who  are  not  othemoise 
entitled  to  benefits  under  this  Act. 
{d)  {1)  The  monthly  premium  of  each  individual  for  each  month 
in  his  coverage  period  before  July  197 Ji,  shall  be  $33. 

{2)  The  Secretary  shall,  during  the  last  calendar  quarter  of  each 
year,  beginning  in  1973,  determine  and  promulgate  the  dollar  amount 
{whether  or  not  such  dollar  amount  was  applicable  for  premiums  for 
any  prior  month)  which  shall  be  applicable  for  premiums  for  months 
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occurring  in  the  12-month  period  commencing  July  1  of  the  next  year. 
!i    Such  amount  shall  he  equal  to  $38,  multiplied  by  the  ratio  of  (A)  the 

inpatient  hospital  deductible  for  sioch  next  year,  as  promulgated  under 
i'    section  1813(b)(2),  to  (B)  such  deductible  promulgated  for  1973, 

Any  amount  determined  under  the  preceding  sentence  which  is  not 
\  a  multiple  of  $1  shall  be  rounded  to  the  nearest  multiple  of  $1,  or  if 
j  midway  between  multiples  of  $1  to  the  next  higher  multiple  of  $1. 
I  (e)  Payment  of  the  monthly  premiums  on  behalf  of  any  individual 
I  who  meets  the  conditions  of  subsection  (a)  may  be  made  by  any  public 
j  or  private  agency  or  organization  under  a  contract  or  other  arrange- 
\  ment  entered  into  between  it  and  the  Secretary  if  the  Secretary  de- 
\    termines  that  payment  of  such  premiums  under  such  contract  or 

arrangement  is  administratively  feasible. 

(f)  Amounts  paid  to  the  Secretary  for  coverage  under  this  section 

shall  be  deposited  in  the  Treasury  to  the  credit  of  the  Federal  Hospital 

Insurance  Trust  Fund. 

Hospital  Insurance  for  Individuals,  Age  SO  Through  64,  Who  Are 
Entitled  to  Benefits  Under  Section  202  or  Who  Are  Spouses  of 
Individuals  Entitled  to  Health  Insurance 

Sec.  1819.  (a)  Every  individual  who — 

(1)  has  attained  the  age  of  60,  but  has  not  attained  the  age  of 
65; and 

(2)  is  either — 

(A)  an  individual  entitled  to  monthly  insurance  benefits 
under  section  202  or  benefits  under  the  Railroad  Retiremerd 
Act  of  1937,  or 

(B)  the  wife  or  husband  of  a  person  entitled  to  benefits 
under  this  part,  or 

(C)  an  individual  entitled  to  benefits  under — 

(i)  section  223 (a) ,  or 

(ii)  subsections  (d),  (e),  (/),  or  (x),  of  section  202 
based  on  disability, 

but  who  has  not  met  the  conditions  of  section  226(a)  (2)  (B) ; 
and 

(3)  is  enrolled  under  part  B  of  this  title  shall  be  eligible  to  en- 
roll in  the  insurance  program  established  by  this  part. 

(b)(1)  An  individual  may  enroll  only  once  under  this  section  and 
only  in  such  manner  and  form  as  may  be  prescribed  in  regulations,  and 
only  during  an  enrollment  period  prescribed  in  or  umder  this  section. 

(2)  In  the  ca^e  of  an  individual  who  satisfies  paragraph  (1)  of  sub- 
section (a)  of  this  section  and  either  subparagraph  (A)  or  subpara- 
graph (C)  of  paragraph  (2)  of  such  subsection,  his  enrollment  period 
shall  begin  loith  whichever  of  the  following  is  the  latest: 

(A)  April  1,197 3,  or 

(B)  the  date  such  individual  first  meets  the  conditions  in  such 
paragraph  (2),  or 

(C)  the  date  the  Secretary  sends  notice  to  such  individual  that 
he  is  entitled  to  any  monthly  insurance  benefits  as  specified  in  sub- 
paragraph (A)  or  subparagraph  (G)  of  such  paragraph  (2) 

and  shall  end  at  tlie  close  of  the — 
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{D)  90th  day  thereafter^  if  such  enrollment  period  begins  on 
the  date  specified  in  subparagraphs  {B)  or  (C)  of  this  paragraph, 
or 

(E)  the  180th  day  thereafter,  if  such  enrollment  period  begins 
on  April  1,1973. 

(3)  In  the  case  of  an  individual  satisfying  paragraph  (1)  and  para- 
graph (2)  (B)  of  subsection  (a)  of  this  section^  his  enrollment  period 
shall  begin  on  ivhichever  of  the  following  is  the  later:  (A)  April  1, 
1973,  or  (B)  the  date  such  individual  first  meets  the  conditio7is  speci- 
fied in  such  paragraphs,  and  sh-all  end  at  the  close  of  the  (O)  90th  day 
thereafter,  if  such  enrollment  period  begins  on  the  date  specified  in 
clause  (B)  of  this  paragraph  or  (D)  the  180th  day  thereafter,  if  such 
enrollment  period  begins  on  April  1, 1973. 

(c)  (1)  In  the  case  of  an  individual  who  enrolls  pursuant  to  the  pro- 
"visions  of  this  section,  the  coverage  period  during  which  he  is  entitled 
to  benefits  under  this  part  shall  begin  o^i  the  first  day  of  the  second 
month  after  the  month  in  which  he  enrolls,  or  July  1, 1973,  whichever 
is  later. 

(2)  An  individuals  coverage  peiiod  shall  terminate  at  the  earliest 
of  the  following — 

(A)  for  failure  to  moke  timely  premium  payments,  at  svjch 
time  as  may  be  prescribed  in  regulations  which  may  include  a 
grace  period  in  which  overdue  premiums  may  be  paid  and  cover- 
age continued,  but  such  grace  period  shall  not  exceed  30  days,  ex- 
cept that  it  may  be  extended  to  not  to  exceed  60  days  in  any  case 
where  the  Secretary  determines  that  there  tvas  good  cause  for  fail- 
ure to  pay  overdue  premiums  ivithin  mch  30-day  period;  or 

(B)  at  the  close  of  the  month  following  the  month  in  which  an 
individual  files  a  notice  with  the  Secretary  that  he  no  longer  de- 
sires to  be  enrolled  under  this  section;  or 

(C)  with  the  month  before  the  month  he  no  longer  meets  the 
conditions  specified  in  subsection  (a). 

Notwithstanding  the  preceding  provisions  of  this  paragraph,  an  indi- 
viduaVs  coverage  period  shall  terminate  with  the  month  before  the 
first  month  in  which  such  individual  becomes  eligible  for  hospital  in- 
surance benefits  under  section  226  of  this  Act  or  section  103  of  the 
Social  Security  Amendments  of  1965;  and  upon  such  termination  such 
individual  shall  be  deemed,  solely  for  purposes  of  hospital  insurance 
entitlement,  to  have  filed  in  such  month  the  application  required  to 
establish  such  entitlement. 

(d)  (1)  The  monthly  premium  of  each  individual  under  this  section 
for  each  month  in  his  coverage  period  before  July  197 If,  sholl  be  $33. 

(2)  The  Secretary  shall,  during  Decemher  of  1973  and  of  each  year 
thereafter,  deteimine  and  promulgate  the  dollar  amount  (whether  or 
not  such  dollar  amount  icas  applicable  for  preniiums  for  any  prior 
month)  which  shall  be  applicable  for  premiums  clmrgeahle  to  indi- 
viduals for  months  occurring  in  the  12-month  period^  commencing 
duly  1  of  the  next  succeeding  year.  Such  amount  shall  be  actuarially 
adequate  on  a  per  capita  basis  to  meet  the  estimated  amounts  of  in- 
curred claims  and  administrative  expenses  for  individuals  enrGlled 
under  this  section  during  such  period;  and  such  amount  shall  take 
into  consideration  underwriting  losses  or  gains  incurred  during  prior 
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I  years.  Any  amount  determined  under  the  preceding  sentence  which  is 
■  not  a  multiple  of  $1  shall  he  rounded  to  the  nearest  $1^  or  if  midiuay 
\    hetvjeen  multiples  of  $1^  to  the  next  higher  multiple  of  $1. 

{e)  Payment  of  the  monthly  premiums  on  'behalf  of  any  individual 
I    who  meets  the  conditions  of  subsection  (a)  may  be  made  by  any  public 
or  private  agency  or  organization  under  a  contract  or  other  arrange- 
j    ment  entered  into  between  it  and  the  Secretary  if  the  Secretary  de- 
,    termines  that  payment  of  such  premiums  under  such  contract  or  other 

arrangement  is  administratively  feasible. 
\  (/)  (^)  The  provisions  of  section  184-0  shall  apply  to  individuals 
enrolled  under  this  section  if  such  individuals  are  entitled  to  monthly 
insm^ance  benefits  under  section  202  or  223.  The  provisions  of  subsec- 
tions (e),  (/),  (^),  and  (h)  of  such  section  18^0  shall  apply  to  any 
other  individuals  so  enrolled. 

(2)  Where  an  individual  enrolled  under  this  section  meets  the  pro- 
!  visions  of  paragraph  (2)  (B)  of  subsection  (a)  (but  does  not  meet  the 
I  provisions  of  paragraph  {2)  {A)  or  (2)  (C)  of  such  subsection)  and 
the  person  referred  to  in  such  paragraph  (2)  (B)  is  entitled  to  monthly 
I  insurance  benefits  under  section  202  or  section  223^  the  provisions  of 
!j  section  184-0 (a)  (1)  shall  apply  to  such  benefits  as  though  suoh  husband 
I  or  wife  were  entitled  to  such  benefits.,  unless  such  person  files  a  notice 
I  with  the  Secretary  that  the  deductions  provisions  of  such  section  1840 
(a)  (1)  shall  not  apply. 

(g)  The  term  ^'wife''^  or  ''hu^band^^  as  used  in  this  section  shall  have 
the  meaning  assigned  to  those  terms  by  subsection  (b)  and  subsection 
(/)  of  section  216,  as  the  case  may  be,  except  that  the  provisions  of 
clame  [2)  of  such  subsection  (b)  and  clause  (2)  of  such  subsection  (/) 
I    shall  not  apply. 

Medicare  Formulary  Committee  ^ 

Sec,  1820.  {a)  (1)  There  is  hereby  estahli^hed,  within  the  Depart- 
ment of  Health,  Education,  and  Welfare,  a  Medicare  Formulary  Com- 
mittee {hereinafter  referred  to  as  the  C ommittee''^) ,  a  majority  of 
whose  members  shall  be  physicians  and  lohich  shall  consist  of  the  Com- 
missioner of  Food  and  Drugs  and  of  four  individuals  {not  otherwise 
in  the  employ  of  the  Federal  Government)  who  do  not  have  a  direct 
or  indirect  financial  interest  in  the  composition  of  the  Formulary  es- 
tablished under  this  section  and  who  are  of  recognized  professional 
standing  and  distinction  in  the  fields  of  medicine,  pharmacology,  or 
pharmacy,  to  be  appointed  by  the  Secretary  without  regard  to  the 
provisions  of  title  5,  United  States  Code,  governing  appointments  in 
the  competitive  service.  The  Chairman  of  the  Committee  shall  be 
elected  annually  from  the  appointed  members  thereof,  by  majority 
vote  of  the  members  of  the  Committee. 

{2)  Each  appointed  member  of  the  Committee  shall  hold  office  for 
a  term  of  five  years,  except  that  any  member  appointed  to  fill  a  vacancy 
occurring  prior  to  the  expiration  of  the  term  for  which  his  predecessor 
was  appointed  shall  be  appointed  for  the  remainder  of  such  ter-m,  and 
except  that  the  terms  of  office  of  the  members  first  taking  office  shall 
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expire^  as  designated  hy  the  Secretary  at  the  time  of  appointment^  one 
at  the  end  of  each  of  the  first  five  years.  A  member  shall  not  he  eligible 
to  serve  continuously  for  more  than  two  terms. 

(b)  Appointed  members  of  the  Committee,  while  attending  meetings  i' 

or  conferences  thereof  or  otherwise  serving  on  business  of  the  Com-  \ 

mittee,  shall  be  entitled  to  receive  compensation  at  rates  fixed  by  the  j 

Secretary  (but  not  in  excess  of  the  daily  rate  paid  under  GS-18  of  | 

the  General  Schedule  under  section  5332  of  title  5,  United  States  : 

Code),  including  traveltime,  and  while  so  serving  away  from  their  ' 

homes  or  regular  places  of  business  they  may  be  allowed  travel  ex-  i 

penses,  as  authorized  by  section  5703  of  title  5,  United  States  Code,  for  I 

persons  in  the  Government  service  employed  intermittently.  '\ 

{c)  (1)  The  Committee  is  authorized,  with  the  approval  of  the  Sec- 
retary, to  engage  or  contract  for  such  technical  assistance  as  may  be 
required  to  carry  out  its  functions,  and  the  Secretary  shall,  in  addi- 
tion, make  available  to  the  Committee  such  secretarial,  clerical,  and  i 
other  assistance  as  the  Formulary  Committee  may  require  to  carry  out  I 
its  functions.  ' 

{2)  The  Secretary  shall  furnish  to  the  Committee  such  office  space,  ' 

materials,  and  equipment  as  may  be  necessary  for  the  Formulary  Com-  \ 

mittee  to  carry  out  its  functions.  \ 

Medicare  Formulary  ^ 

Sec,  1821,  (a)  (1)  The  Committee  shall  compile,  publish,  and  make 
available  a  Medicare  Formulary  (hereinafter  in  this  title  referred  to  i 
as  the  ''^Formulary'''') . 

(2)  The  Committee  shall  periodically  revise  the  Formulary  and 
the  listing  of  drugs  so  as  to  maintain  currency  in  the  contents  thereof.  j 

(b)(1)  The  Formular-y  shall  contain  an  alphabetically  arranged 
listing,  by  estahlished  name,  of  those  drug  entities  within  the  follow-  j 
ing  therapeutic  categories :  '\ 
Adi^enocorticoids  \ 
Anti-anginals 
Anti-ar7'hythmics 
Anti-coagulants 

Anti-convulsonfs  (excluding  phenobarbital) 

Anti-hypertensives 

Anti-neoplastics 

Anti-rheumatics 

Anti- Parkinsonism  agents 

Bronchodilators 

Cardiotonics 

Choline sterase  inhibitors 

Diuretics 

Gout  suppressants 

Hypoglycemics 

Miotics 

Thyroid  hormones 
Tuberculostatics 


1  Applies  with  respect  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 
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j  which  the  Committee  decides  are  necessary  for  individuals  using  such 
drugs.  The  Committee  shall  exclude  from  the  Formulary  any  drug 
entities  {or  dosage  forms  and  strengths  thereof)  which  the  Committee 
decides  are  not  necessary  for  proper  patient  care^  talcing  into  account 
other  drug  entities  {or  dosage  forms  and  strengths  thereof)  which 
are  included  in  the  Formulary. 

{2)  Such  listing  shall  include  the  specific  dosage  forms  and  strengths 
of  each  drug  entity  {included  in  the  Formulary  in  accordance  with 
paragraph  {!))  which  the  Committee  decides  are  necessary  for  in- 
dividuals Uysing  such  drugs. 

{3)  Such  listing  shall  include  the  prices  at  which  the  products  {in 
the  same  dosage  form  and  strength)  of  such  drug  entities  are  gen- 
erally sold  hy  the  suppliers  thereof  and  the  limit  applicable  to  such 
prices  under  section  1823 {h)  {1)  for  purposes  of  determining  the  rea- 
sonable allowance. 

(^)  The  Committee  may  also  include  in  the  Formulary^  either  as 
a  separate  part  {or  parts)  thereof  or  as  a  supplement  {or  supplements) 
thereto^  any  or  all  of  the  following  information: 

{A)  A  supplementary  list  or  lists ^  arraiiged  by  diagnostic,  pro- 
phylactic, therapeutic,  or  other  classifications.,  of  the  drug  entities 
{and  dotage  forms  and  strengths  thereof)  included  in  the  listing 
referred  to  in  paragraph  {1). 

{B)  The  proprietary  names  under  lohich  products  of  a  drug 
entity  listed  in  the  Formulary  by  established  name  {and  dosage 
form  and  strength)  are  sold  and  the  names  of  each  supplier 
thereof. 

{C)  Any  other  information  with  respect  to  eligible  drug  enti- 
ties which  in  the  judgment  of  the  Committee  would  be  useful  in 
carrying  out  the  purposes  of  this  part, 
{c)  In  considering  tohether  a  particular  drug  entity  {or  strength  or 
dosage  form  thereof)  shall  be  included  in  or  excluded  from  the  Formu- 
lary^ the  Committee  is  authorized  to  obtain  {upon  request  therefor) 
any  record  pertaining  to  the  characteristics  of  such  drug  entity  which 
is  available  to  any  other  department.,  agency.,  or  instrumentality  of  the 
Federal  Government.,  and  to  request  suppliers  or  manufacturers  of 
drugs  and  other  knowledgeable  persons  or  organizations  to  make  avail- 
able to  the  Committee  information  relating  to  such  drug.  If  any  such 
record  or  information  {or  any  information  contained  in  such  record) 
is  of  a  confidential  nature,  the  Committee  shall  respect  the  confiden- 
tiality of  such  record  or  information  and  shall  limit  its  usage  thereof 
to  the  proper  exercise  of  its  authority. 

{d)  (i)  The  Committee  shall  establish  such  procedures  as  it  deter- 
mines to  be  necessary  in  its  evaluation  of  the  appropriateness  of  the 
inclusion  in  or  exclusion  from  the  Formulary^  of  any  drug  entity  {or 
dosage  form  or  strength  thereof).  For  purposes  of  inclusion  in  or  ex- 
clusion from  the  Formulary  the  principal  factors  in  the  determination 
of  the  Committee  shall  be : 

{A)  the  factor  of  clinical  equivalence  in  the  case  of  the  same 
dosage  forms  in  the  same  strengths  of  the  same  drug  entity.,  and 
{B)  the  factor  of  relative  therapeutic  value  in  the  case  of  sim- 
ilar or  dissimilar  drug  entities  in  the  same  therapeutic  category. 
{2)  The  Committee,  prior  to  making  a  final  decision  to  remove  from 
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listing  in  the  Formulary  any  drug  entity  {or  dosage  forms  or  strengths 
thereof)  which  is  included  therein^  shall  afford  a  reasonable  oppor- 
tunity for  a  formal  or  informal  hearing  on  the  matter  to  any  person 
engaged  in  manufacturing ^  preparing^  compounding^  or  processing 
such  drug  entity  who  shows  reasonable  ground  for  such  a  hearing. 

{3)  Any  person  engaged  in  the  manufacture^  preparation^  com- 
pounding^ or  processing  of  any  drug  entity  (or  dosage  forms  or 
strengths  thereof)  not  included  in  the  Formulary  which  such  person 
believes  to  possess  the  requisite  qualities  to  entitle  such  dimg  to  be  in- 
cluded in  the  Formulary  pursuant  to  subsection  (b).  may  petition  for 
inclusion  of  such  drug  entity  and^  if  such  petition  is  denied  by  the 
Formulary  Committee^  shall^  upon  request  therefor,  showing  reason- 
able grounds  for  a  hearing^  be  afforded  a  formal  or  informal  hearing 
on  the  matter  in  accordance  with  rules  and  procedures  established  by 
such  Committee. 

Limitations  on  Medicare  Payment  for  Charges  of  Providers  of 

Services  ^ 

Sec,  1822,  (a)  Any  pro  cider  of  services  as  defined  in  section  1861 
(u)^  whose  services  are  otherwise  reimbursable.,  under  any  program 
under  this  Act  in  lohich  there  is  Federal  financial  participation  on  the 
basis  of  ^treasonable  cosf\  shall  not  be  entitled  to  a  professional  fee 
or  dispensing  charge  or  reasonable  billing  alloioance  as  deteimined 
pursuant  to  this  part. 

(b)  A  fee^  charge^  or  billing  allowance  shall  not  be  payable  under 
this  section  with  respect  to  any  drug  entity  that  {as  determined  m 
accordance  with  regulations)  is  furnished  as  an  incident  to  a  physi- 
cian's professional  service.,  and  is  of  a  kind  commonly  furnished  in 
physicians^  offices  and  commonly  either  rendered  without  charge  or 
included  in  the  physicians'^  bills. 

Reasonable  Allowance  for  Eligible  Drugs  - 

Sec,  1823,  {a)  For  purposes  of  this  part,  the  temi  '"^reasonaMe 
allowance''''  when  used  in  reference  to  an  eligible  drug  {as  defined  in 
subsection  {h)  of  this  sectio?i)  means  the  following : 

{1)  When  used  with  respect  to  a  prescription  legend  drug  entity^  in 
a  given  dosage  form  and  strength,  such  term  means  the  lesser  of — 

{A)  an  amount  equal  to  the  customary  charge  at  which  the 
participating  pharmacy  sells  or  offer's  such  drug  entity^  in  a  given 
dosage  form  and  strength^  to  the  general  public^  or 

{B)  the  price  determined  by  the  Secretary.,  in  accordance  with 
subsection  {b)  of  this  section^  plus  the  professional  fee  or  dis- 
pensing charges  determined  in  accordance  with  subsection  {c) 
of  this  section. 

{2)  When  used  with  respect  to  insulin  such  term  means  the  charge 
not  in  excess  of  the  reasonable  customary  price  at  which  the  partici- 
pating pharmacy  offers  or  sells  the  product  to  the  general  puMic^ 
plus  a  reasonable  billing  allowance. 


1  Applies  with  respect  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 

2  Applies  with  respect  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 
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{h)  {1)  For  purposes  of  establishing  the  reasonahle  allowance  in 
accordance  tvith  subsection  (a)  the  jrrice  shall  be  (A)  in  the  case  of 
a  chug  entity  {in  any  given  dosage  form  and  strength)  available  from 
and  sold  by  only  one  supplier^  the  price  at  lohich  such  drug  entity  is 
generally  sold  {to  establishments  dispensing  drugs),  and  {B)  in  any 
case  in  which  a.  drug  entity  {in  any  given  dosage  form  and  strength) 
is  available  and  sold  by  more  than  one  supplier^  only  each  of  the  lower 
pHces  at  ivhich  the  products  of  such  drug  entity  are  generally  sold 
I  {and'  such  loicer  jyrices  shall  consist  of  only  those  prices  of  different 
\  suppliers  sufficient  to  assure  actual  and  adequate  availability  of  the 
I  drug  entity,  in  a  given  dosage  form  and  strength^  at  such  prices  in 
a  region). 

{2)  If  a.  particular  drug  entity  {in  a  given  dosage  form  and 
strength)  in  the  Formulary  is  available  from  more  than  one  supplier.^ 
and.  the  product  of  such  drug  entity  as  available  from,  one  supplier 
possesses  demonstrated  distinct  therapeutic  advantages  over  other 
products  of  such  drug  entity  as  determined  by  the  Committee  on  the 
basis  of  its  scientific  and  professional  appraisal  of  information  avail- 
able to  it,  including  information  and  other  evidence  furnished  to  it 
hy  the  supplier  of  such  drug  entity,  then  the  reasonable  allowance  for 
such  suppliers  drug  product  shall  be  based  upon  the  price  at  which 
it  is  generally  sold  to  establishments  dispensing  drugs. 

{3)  If  the  prescriber,  in  his  handioritten  order,  has  specifically 
designated  a  particular  product  of  a  drug  entity  {and  dosage  form 
and  strength)  included  in  the  Formulary  by  its  established  nanw 
together  with  the  name  of  the  supplier  of  the  final  dosage  form 
thereof,  the  reasonable  allowance  for  such  drug  product  shall  be  based 
upon  the  price  at  which  it  is  generally  sold  to  establishments  dispens- 
ing drugs. 

{c){l)  For  the  purpose  of  establishing  the  reasonable  allowance 
{in  accordance  loith  subsection  {a))  a  participating  pharmacy,  shall, 
in  the  form  and  manner  prescribed  by  the  Secretary,  fie  with  the 
Secretary,  at  such  times  as  he  shall  specify,  a-  statement  of  its  pro- 
fessional fee  or  other  dispensing  charges. 

{2)  A  participating  pharmacy,  lohich  has  agreed  loith  the  Secretary 
to  serve  as  a  provider  of  services  under  this  part,  shall,  except  for 
subsection  {a)  {1)  {A) ,  be  reimbursed,  in  addition  to  any  price  pro- 
vided for  in  subsection  {b) ,  the  amount  of  the  fee  or  charges  filed  in 
paragraph  {!),  except  that  no  fee  or  charges  shall  exceed  the  highest 
fee  or  charges  fled  by  75  per  centum  of  participating  pharmiacies 
{with  such  pharmacies  cldssifed  on  the  basis  of  {A)  lesser  dollar 
volume  of  prescriptions  and  {B)  all  others)  in  a  census  region  which 
were  custommily  charged  to  the  general  public  as  of  June  1,  1972. 
Such  prevailing  professional  fees  or  dispensing  charges  may  be  modi- 
fed  by  the  Secretary  in  accordance  with  criteria  and  types  of  data 
comparable  to  those  applicable  to  recognition  of  increases  in  reason- 
able charges  for  services  under  section  18^2. 

{3)  A  participating  pharmacy  shall  agree  to  certify  that,  whenever 
such  pharmacy  is  required  to  suhmit  its  usual  professional  fee  or  dis- 
pensing charge  for  a  prescription,  such  charge  does  not  exceed  its 
customary  charge. 
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Part  B— Supplementary  Medical  Insurance  Benefits  for  the  Aged 

and  Disabled 

Establishment  of  Supplementary  Medical  Insurance  Program  for 
the  Aged  and  the  Disabled 

Sec.  1831.  There  is  hereby  established  a  voluntary  insurance  pro-  j 
gram  to  provide  medical  insurance  benefits  in  accordance  with  the  pro- 
visions of  this  part  for  [individuals  65  years  of  age  or  over]  aged 
and  disabled  individuals  who  elect  to  enroll  under  such  program,  to  be 
financed  from  premium  payments  by  enrollees  together  with  contri- 
butions from  funds  appropriated  by  the  Federal  Government. 

Scope  of  Benefits 

Sec.  1832.  (a)  The  benefits  provided  to  an  individual  by  the  insur- 
ance program  established  by  this  part  shall  consist  of — 

(1)  entitlement  to  have  payment  made  to  him  or  on  his  behalf 
(subject  to  the  provisions  of  this  part)  for  medical  and  other 
health  services,  except  those  described  in  paragraph  (2)  (B) ;  and 

(2)  entitlement  to  have  payment  made  on  his  behalf  (subject  to 
the  provisions  of  this  part)  for — 

(A)  home  health  services  for  up  to  100  visits  during  a 
calendar  year ; 

(B)  medical  and  other  health  services  [(other  than  physi- 
cians' services  unless  furnished  by  a  resident  or  intern  of  a 
hospital  and  the  services  for  which  payment  may  be  made 
pursuant  to  section  1835(b)  (2) )]  furnished  by  a  provider  of 
services  or  by  others  under  arrangements  with  them  made  by 
a  provider  of  services ;  [andj  ^,  exclvding — 

{i)  physician  services  except  where  furnished  ty — 
{I)  a  resident  or  intern  of  a  hopsital^  or 
(II)  a  physician  to  a  patient  in  a  hospital  which 
has  a  teaching  program  approved  as  specified  in 
paragraph  (6)  of  section  1861(b)  {including  services 
in  conjunction  with  the  teaching  programs  of  such 
hospital  whether  or  not  such  patient  is  an  inpatient 
of  such  hospital)^  umless  either  clause  [A)  or  (B) 
of  paragraph  (7)  of  such  section  is  met,  and 
(ii)  services  for  which  payment  may  he  made  pursuant 
to  section  1835 (h)  (2); 

(C)  outpatient  physical  therapy  services^.] 

(D)  outpatient  speech  pathology  services;^ 

(E)  outpatient  clinical  psychologists'  services;  and  ^ 

(F)  outpatient  i^ehahilitation  serviced 
(b)  For  definitions  of  "spell  of  illness",  "medical  and  other  health 

services",  and  other  terms  used  in  this  part,  see  section  1861. 


1  Applies  to  accounting  periods  beginning  after  December  31,  1972. 

2  34j^ppli(is  to  services  furnished  with  respect  to  admissions  occurring  after  Decem- 
ber 31,  1972. 
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j  Payment  of  Benefits 

Sec.  1833.  (a)  [Subject  to]  Excerpt  as  provided  in  section  1876,  and 
subject  to  ^  the  succeeding  provisions  of  this  section,  there  shall  be 
paid  from  the  Federal  Supplementary  Medical  Insurance  Trust  Fund, 
in  the  case  of  each  individual  who  is  covered  under  the  insurance  pro- 
j    gram  established  by  this  part  and  incurs  expenses  for  services  with 
!    respect  to  which  benefits  are  payable  under  this  part,  amounts  equal 
I  to— 

(1)  in  the  case  of  services  described  in  section  1832(a)(1)  — 
80  percent  of  the  reasonable  charges  for  the  services;  except 
that  (A)  an  organization  which  provides  medical  and  other  health 
services  (or  arranges  for  their  availability)  on  a  prepayment 
basis  may  elect  to  oe  paid  80  percent  of  the  reasonable  cost  of 
services  for  which  payment  may  be  made  under  this  part  on  be- 
half of  individuals  enrolled  in  such  organization  in  lieu  of  80 
percent  of  the  reasonable  charges  for  such  services  if  the  orga- 
nization undertakes  to  charge  such  individuals  no  more  than  20 
percent  of  such  reasonable  cost  plus  any  amounts  payable  by 
them  as  a  result  of  subsection  (b),  [and]  (B)  with  respect  to  ex- 
penses incurred  for  radiological  or  pathological  services  for  which 
payment  may  be  made  under  this  part,  furnished  to  an  inpatient 
of  a  hospital  by  a  physician  in  the  field  of  radiology  or  pathology, 
the  amounts  paid  shall  be  equal  to  100  percent  of  the  reasonable 
charges  for  such  services,  (C)  with  respect  to  expenses  incurred 
for  those  physicians'^  services  for  which  payment  may  he  made  im- 
der  this  part  that  are  described  in  section  1862  {a)  (^) ,  the  amounts 
paid  shall  he  subject  to  such  limitations  as  may  he  prescribed  by 
regulations,  and  (D)  with  respect  to  diagnostic  tests  performed  in 
a  laboratory  for  which  payment  is  made  under  this  part  to  the 
laboratory,  the  amounts  paid  shall  he  equal  to  100  percent  of  the 
negotiated  rate  for  such  tests  (as  determined  pursuant  to  subsec- 
tion (g)  of  this  section),  and 

(2)  in  the  case  of  services  described  in  section  1832(a)  (2)-— 80 
percent  of  [of  the  reasonable  cost  of  the  services  (as  determined 
under  section  1861  (v) ) .] 

(A)  the  lesser  of  (i)  the  reasonable  cost  of  such  services,  as 
determined  under  section  1861  {v),  or  (ii)  the  customary 
charges  with  respect  to  such  services;  or 

(B)  if  suoh  services  are  furnished  by  a  public  provider  of 
services  free  of  charge  or  at  nominal  charges  to  the  public, 
the  amount  determined  in  accordance  with  section  18H(b) 

(b)  Before  applying  subsection  (a)  with  respect  to  expenses  in- 
curred by  an  individual  during  any  calendar  year,  the  total  amount 
of  the  expenses  incurred  by  such  individual  during  such  year  (which 
would,  except  for  this  subsection,  constitute  incurred  expenses  from 
which  benefits  payable  under  subsection  (a)  are  determinable)  shall 
be  reduced  by  a  deductible  of  $50,  except  that  (1)  the  amount  of 
the  deductible  for  such  calendar  year  as  so  determined  shall  first  be 
reduced  by  the  amount  of  any  expenses  incurred  by  such  individual 
in  the  last  three  months  of  the  preceding  calendar  year  and  applied 


1  Applies  to  services  furnished  with  respect  to  admissions  occurring  after  Demem- 
ber  31,  1972. 
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toward  such  individual's  deductible  under  this  section  for  such  pre- 
ceding year,  and  (2)  such  total  amount  shall  not  include  expenses 
incurred  for  radiological  or  pathological  services  furnished  to  such 
individual  as  an  inpatient  of  a  hospital  by  a  physician  in  the  field  of 
radiology  or  pathology.  The  total  amount  of  the  expenses  incurred  by 
an  individual  as  determined  under  the  preceding  sentence  shall,  after 
the  reduction  specified  in  such  sentence,  be  further  reduced  by  an 
amount  equal  to  the  expenses  incurred  for  the  fi.rst  three  pints  of 
Avhole  blood  (or  equivalent  quantities  of  packed  red  blood  cells,  as 
defined  under  regulations)  furnished  to  the  individual  during  the 
calendar  year,  except  that  such  deductible  for  such  blood  shall  in 
accordance  with  regulations  be  appropriately  reduced  to  the  extent 
that  there  has  been  a  replacement  of  such  blood  (or  equivalent  quan- 
tities of  packed  red  blood  cells,  as  so  defined)  ;  and  for  such  purposes 
blood  (or  equivalent  quantities  of  packed  red  blood  cells,  as  so  defined) 
furnished  such  individual  shall  be  deemed  replaced  when  the  institu- 
tion or  other  person  furnishing  such  blood  (or  such  equivalent  quanti- 
ties of  packed  red  blood  cells,  as  so  defined)  is  given  one  pint  of  blood 
for  each  pint  of  blood  (or  equivalent  quantities  of  packed  red  blood 
cells,  as  so  defined)  furnished  such  individual  with  respect  to  which 
a  deduction  is  made  under  this  sentence. 

(c)  Xot withstanding  any  other  provision  of  this  part,  with  respect 
to  expenses  incurred  in  any  calendar  year  in  connection  with  the  treat- 
ment of  mental,  psychoneurotic,  and  personality  disorders  of  an  indi- 
vidual who  is  not  an  inpatient  of  a  hospital  at  the  time  such  expenses 
are  incurred,  there  shall  be  considered  as  incurred  expenses  for  pur- 
poses of  subsections  (a)  and  (b)  only  whichever  of  the  following 
amounts  is  the  smaller: 

(1)  $312.50,  or 

(2)  621/^  percent  of  such  expenses. 

The  provisiom  of  this  subsection  shall  apply  with  respect  to  outpatient 
clinical  psychologists^  services  as  defined  in  section  1861  (hh). 

(d)  No  payment  may  be  made  under  this  part  with  respect  to  any 
services  furnished  an  individual  to  the  extent  that  such  individual  is 
entitled  (or  would  be  entitled  except  for  section  1813)  to  have  pay- 
ment made  with  respect  to  such  services  under  part  A. 

(e)  Xo  payment  shall  be  made  to  any  provider  of  services  or  other 
person  under  this  part  unless  there  has  been  furnished  such  informa- 
tion as  may  be  necessary  in  order  to  determine  the  amounts  due  such 
provider  or  other  person  under  this  part  for  the  period  with  respect  to 
which  the  amounts  are  being  paid  or  for  any  prior  period. 

(f )  (i)  In  the  case  of  the  purchase  of  durable  medical  equipment  in- 
cluded under  section  1861  (s)  (6) ,  by  or  on  behalf  of  an  individual,  pay- 
ment shall  be  made  in  such  amounts  as  the  Secretary  determines  to  be 
equivalent  to  payments  that  would  have  been  made  under  this  part  had 
such  equipment  been  rented  and  over  such  period  of  time  as  the  Secre- 
tary finds  such  equipment  would  be  used  for  such  individual's  medical 
treatment,  except  that  [with  respect  to  purchases  of  inexpensive  equip- 
ment (as  determined  by  the  Secretary)]  (A)  payment  may  be  made  in 
a  lump  sum  if  the  Secretary  finds  that  such  method  of  pa^^ment  is  less 
costly  or  more  practical  than  periodic  payments,  and  {B)  with  respect 
to  purchases  of  used  equipment  the  Secretary  is  authorized  to  ivaive  the 
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20  percent  coinsurance  amount  applicable  under  subsection  (a)  tvhen- 
ever  the  purchase  pHce  of  such  equipment  is  at  least  25  percent  less  than 
the  reasonable  charge  for  comparable  neio  equipment. 

{2)  In  the  case  of  rental  of  dui'oble  medical  equipment.,  the  Secre- 
tary may,  pursuant  to  agreements  made  with  suppliers  of  such  equip- 
ment, establish  any  reimbursement  procedures  {including  payinent  on 
a  lump  sum  basis  in  lieu  of  prolonged  rental  payments)  which  he  finds 
to  be  equitable,  economical,  and  feasible. 

ig)  With  respect  to  diagnostic  tests  performed  in  a  laboratory  for 
which  payment  is  made  under  this  part  to  the  laboratory^  the  Secre- 
tary is  authorized  to  establish  a  payment  rate  which  is  acceptable  to 
the  laboratory  and  lohich  would  be  considered  the  full  charge  for  such 
tests.  Such  negotiated  rate  shall  be  limited  to  an  amount  not  in  excess 
of  the  total  payment  that  would  have  been  made  for  the  services  in  the 
absence  of  such  a  rate. 

Limitation  on  Home  Health  Services 

Sec.  1834.  (a)  Payment  under  this  part  may  be  made  for  home  health 
services  furnished  an  individual  durmg  any  calendar  year  only  for  100 
visits  during  such  year.  The  number  of  visits  to  be  charged  for  pur- 
poses of  the  limitation  in  the  preceding  seiitence,  in  connection  with 
items  and  services  described  in  section  1861  (m),  shall  be  determined 
in  accordance  with  regulations. 

(b)  For  purposes  of  subsection  (a),  home  health  services  shall  be 
taken  into  account  only  if  payment  under  this  part  is  or  \vould  be, 
except  for  this  section  or  the  failure  to  comply  with  the  request  and 
certihcation  requirements  of  or  under  section  1835(a),  made  with 
respece  to  such  services. 

Procedure  for  Payment  of  Claims  of  Providers  of  Services 

Sec.  1835.  (a)  Except  as  provided  in  [subsections  (b)  and  (c)J 

sub.-^cj-tioKis  (b),  (o),  and  (e)/  payment  for  services  described  in  sec- 
tion 1832(a)(2)  furnished  an  individual  may  be  made  only  to  pro- 
viders of  services  which  are  eligible  therefor  under  section  1866(a), 
and  only  if — 

[(1)  written  request,  signed  by  such  individual  except  in  cases 
in  which  the  Secretary  linds  it  impracticable  for  the  individual 
to  do  so,  is  hied  for  such  payment  in  such  form,  in  such  manner, 
within  such  time,  and  by  such  person  or  persons  as  the  Secretary 
may  by  regulations  prescribe ;  and] 

(i)  written  request,  signed  by  such  individual,  except  in  cases 
in  which  the  Secretary  finds  it  impracticable  for  the  individual 
to  do  so,  is  filed  for  such  payment  in  such  form,  in  such  manner 
ojnd  by  such  person  or  persons  as  the  Secretary  may  by  regulation 
prescribe,  no  later  than  the  close  of  the  period  of  3  C(Ue7idar  years 
following  the  year  m  which  such  services  are  furnished  {deeming 
any  services  f  urnished  in  the  last  3  calendar  months  of  any  cal- 
endar year  to  have  been  furnished  in  the  succeeding  calendar 
year)  except  that,  lohere  the  Secretary  deems  that  efficient  admin- 


1  Ai;iilici  to  afcountiiirt'  ptn-iods  beginning  after  December  31,  1972. 
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istration  so  requires,  such  penod  may  he  reduced  to  not  less  than  \ 
1  calendar  year;  and  ^  \ 
(2)  a  physician  certifies  (and  recertifies,  where  such  services  are  | 
furnished  over  a  period  of  time,  in  such  cases,  with  such  frequency, 
and  accompanied  by  such  supporting  material,  appropriate  to  the  ' 
case  involved,  as  may  be  provided  by  regulations )  that —  | 

(A)  in  the  case  of  home  health  services  (i)  such  services 
are  or  were  required  because  the  individual  is  or  was  confined  ; 
to  his  home  (except  when  receiving  items  and  services  referred  ' 
to  in  section  1861  (m)  (7) )  and  needed  skilled  nursing  care  on 

an  intermittent  basis,  or  physical  or  speech  therapy,  (ii)  a  | 
plan  for  furnishing  such  services  to  such  individual  has  been  ' 
established  and  is  periodically  reviewed  by  a  physician,  and 
(iii)  such  services  are  or  were  furnished  while  the  individual 
is  or  was  under  the  care  of  a  physician ; 

(B)  in  the  case  of  medical  and  other  health  services  except 
services  described  in  subparagraphs  (B),  (C),  and  (D)  of  1 
section  1861  (s)  (2),  such  services  are  or  were  medically  re-  ' 
quired;  and 

(C)  in  the  case  of  outpatient  physical  therapy  services, 

(i)  such  services  are  or  were  required  because  the  individual 
needed  physical  therapy  services  [on  an  outpatient  basisj,- 

(ii)  a  plan  for  furnishing  such  services  has  been  established, 
and  is  periodically  reviewed  by  a  physician,  and  (iii)  such 
services  are  or  were  furnished  while  the  individual  is  or  was 
under  the  care  of  a  physicianf.]  and 

(D)  in  the  case  of  outpatient  speech  pathology  services, 
(i)  such  services  are  or  were  required  because  the  individual 
needed  speech  pathology  sei'vices,  {ii)  a  plan  for  fuimishing 
such  services  has  been  established  and  is  peinodically  reviewed 
hy  a  physician,  and  {iii)  such  services  are  or  were  furnished 
ichile  the  individual  is  or  ivas  under  the  care  of  a  physician  ^/ 
and 

{E)  in  the  case  of  outpatient  clinical  psychologists^  services^ 
(^)  such  services  are  or  loere  required  because  the  individual 
needed  clinical  psychology  services,  (ii)  a  plan  for  furnishing 
su/)h  services  has  been  estaMished  and  is  periodically  reviewed, 
by  a  physician,  and  {Hi)  such  services  are  or  ivere  furnished 
while  the  individual  is  or  teas  under  the  care  of  a.  physician;  - 
and 

{¥)  in  the  case  of  outpatient  rehabilitation  services,  (^) 
su^ch  services  are  or  were  required  because  the  individual 
needed  outpatient  rehaMlitation  services,  including  physical 
therapy  or  speech  pathology  services,  {ii)  a  plan  for  furnish- 
ing such  services  has  been  established  and  is  periodically  re- 
viewed by  a  physician,  and  (iii)  su^h  services  are  or  were 
furnished  while  the  individual  is  or  was  under  the  care  of  a 
physician.^ 


1  Applies  in  the  case  of  services  furnished  (or  deemed  to  have  been  furnished)  after 
1970. 

a  Applies  to  items  furnished  on  or  after  date  of  enactment. 
3  Applies  to  services  rendered  after  December  31.  1972. 
*  Applies  to  services  rendered  after  December  31,  1972. 
s  Applies  to  services  rendered  after  December  31,  1972. 
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For  purpose  of  this  section,  the  term  "provider  of  services"  shall 
include  a  clinic,  rehabilitation  agency,  or  public  health  agency  if,  in 
the  case  of  a  clinic  or  rehabilitation  agency,  such  clinic  or  agency  meets 
the  requirements  of  section  1861  (p)  (4)  (A),  or  if,  in  the  case  of  a 
public  health  agency,  such  agency  meets  the  requirements  of  section 
I    1861  (p)  (4)  (B),  but  only  with  respect  to  the  furnishing  of  outpatient 
physical  therapy  services  [as  therein  defined],  outpatient  speech  path- 
I    ology  services^  outpatient  clinical  psychologists^  services^  and  outpa- 
!    tient  rehabilitation  services^  a^s  defined  in  sections  1861      ,  1861  (aa), 
j    1861  (hh),  and  1861  (cc) ,  respectively.  To  the  extent  provided  by  regu- 
i    lations,  the  certification  and  recertification  requirements  of  paragraph 
I    (2)  shall  be  deemed  satisfied  where  at  a  later  date,  a  physician  makes  a 
I    certification  of  the  kind  provided  in  subparagraph  (A)  or  (B)  of 
paragraph  (2)  (whichever  would  have  applied),  but  only  where  such 
certification  is  accompanied  by  such  medical  and  other  evidence  as 
mav  be  required  by  such  regulations. 

(b)  (1)  Payment  may  also  be  made  to  any  hospital  for  services 
described  in  section  1861  (s)  furnished  as  an  outpatient  service  by  a 

j    hospital  or  by  others  under  arrangements  made  by  it  to  an  individual 
i    entitled  to  benefits  under  this  part  even  though  such  hospital  does 
I    not  have  an  agreement  in  effect  under  this  title  if  (A)  such  services 
I    were  emergency  services,  (B)  the  Secretary  would  be  required  to 
make  such  payment  if  the  hospital  had  such  an  agreement  in  effect 
and  otherwise  met  the  conditions  of  payment  hereunder,  and  (C) 
such  hospital  has  made  an  election  pursuant  to  section  1814(d)  (1)  (C) 
with  respect  to  the  calendar  year  in  which  such  emergency  services 
are  provided.  Such  payments  shall  be  made  only  in  the  amounts 
I    provided  under  section  1833(a)(2)  and  then  only  if  such  hospital 
agrees  to  comply,  with  respect  to  the  emergency  services  provided, 
;     with  the  provisions  of  section  1866  (a) . 

(2)  Payment  may  also  be  made  on  the  basis  of  an  itemized  bill  to 
an  individual  for  services  described  in  paragraph  (1)  of  this  sub- 
section if  (A)  payment  cannot  be  made  under  such  paragraph  (1) 
solely  because  the  hospital  does  not  elect,  in  accordance  with  section 
1814(d)  (1)  (C),  to  claim  such  payments  and  (B)  such  individual  files 
application  (submitted  within  such  time  and  in  such  form  and  man- 
ner, and  containing  and  supported  by  such  information  as  the  Sec- 
retary shall  by  regulations  prescribe)  for  reimbursement.  The  amounts 
payable  under  this  paragraph  shall,  subject  to  the  provisions  of  sec- 
tion 1833,  be  equal  to  80  percent  of  the  hospital's  reasonable  charges 
for  such  services. 

(c)  Notwithstanding  the  provisions  of  this  section  and  sections 
1832,  1833,  and  1866(a)  (1)  (A),  a  hospital  may,  subject  to  such  limi- 
tations as  may  be  prescribed  by  regulations,  collect  from  an  individual 
the  customary  charges  for  services  specified  in  section  1861  (s)  and 

j  furnished  to  him  by  such  hospital  as  an  outpatient,  but  only  if  such 
I  charges  for  such  services  do  not  exceed  $50,  and  such  customary  charges 
I  shall  be  regarded  as  expenses  incurred  by  such  individual  with  respect 
j  to  which  benefits  are  payable  in  accordance  with  section  1833(a)  (1). 
I  Payments  under  this  title  to  hospitals  which  have  elected  to  make 
collections  from  individuals  in  accordance  with  the  preceding  sentence 
j     shall  be  adjusted  periodically  to  place  the  hospital  in  the  same  position 
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it  would  have  been  had  it  instead  been  reimbursed  in  accordance  with 
section  1833(a)(2). 

(d)  No  payment  may  be  made  under  this  part  to  any  Federal  pro- 
vider of  services  or  other  Federal  agency,  except  a  provider  of  services 
which  the  Secretary  determines  is  providing  services  to  the  public 
generally  as  a  community  institution  or  agency ;  and  no  such  payment 
may  be  made  to  any  provider  of  services  or  other  person  for  any  item 
or  service  which  such  provider  or  person  is  obligated  by  a  law  of,  or 
a  contract  with,  the  United  States  to  render  at  public  expense. 

(e)  For  purposes  of  services  (i)  which  are  inpatient  hospital  serv-  i 
ices  hy  reason  of  paragraph  (7)  of  section  1861  {h)  or  for  ivhich  en-  \ 
titlem-ent  exists  hy  reason  of  clause  {II)  of  section  1832(a)  (2)  (B)  (i) ,  i 
and  (2)  for  lohich  the  reasonable  cost  thereof  is  determined  under  j 
section  1861  {v)  (1)  (D),  payment  under  this  part  shall  be  made  to  such 
fund  as  may  be  designated  by  the  organized  medical  staff  of  the  hospi- 
tal in  lohich  such  services  were  furnished  or^  if  such  services  ivere 
furnished  in  such  hospital  by  the  faculty  of  a.  medical  school^  to  such 
fund  as  may  be  deMgnated  by  such  faculty,  but  only  if  ^ — 

(1)  such  hospital  has  an  agreement  loith  the  Secretary  under 
section  1866^  and 

[2)  the  Secretary  has  received  loritten  assurances  that  {A)  such 
payment  will  be  used  by  such  fund  solely  for  the  improvemeut  of 
care  to  patients  in  such  hospital  or  for  educational  or  charitable 
purposes  and  (B)  the  individuals  ivho  were  furnished  such  serv- 
ices or  any  other  persons  will  not  be  charged  for  such  services  ( or 
if  charged  provision  will  be  made  for  return  for  any  moneys  in- 
correctly collected) . 

Eligible  Individuals 

Sec.  1836.  Every  individual  who — 
[  ( 1 )  has  attained  the  age  of  65,  and 

[(2)  (A)  is  a  resident  of  the  United  States,  and  is  either  (i)  a 
citizen  or  (ii)  an  alien  lawfully  admitted  for  permanent  residence 
who  has  resided  in  the  United  States  continuously  during  the  5 
years  immediately  preceding  the  month  in  which  he  applies  for 
enrollment  under  this  part,  or  (B)  is  entitled  to  hospital  insurance 
benefits  under  part  A, 
[is  eligible  to  enroll  in  the  insurance  program  established  by  this  part.] 
{1)  is  entitled  to  hospital  insuramce  benefits  under  part  J.,  or 
(2)  has  attained  age  65  and  is  a  resident  of  the  United  States, 
and  is  either  (A)  a  citizen  or  (B)  an  alien  lawfully  admitted  for 
permanent  residence  who  has  resided  in  the  United  States  continu- 
ously during  the  5  years  immediately  preceding  the  month  in 
which  he  applies  for  enrollment  under  this  part, 
is  eligible  to  enroll  in  the  insurance  program  established  by  this  part. 

Enrollment  Periods 

Sec.  1837.  (a)  An  individual  may  enroll  in  the  insurance  program 
established  by  this  part  only  in  such  manner  and  form  as  may  be 


1  Applies  to  accounting  periods  beginning  after  December  31,  1972. 
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prescribed  by  regulations,  and  only  during  an  enrollment  period 
prescribed  in  or  under  this  section. 

[(b)  (1)  No  individual  may  enroll  for  the  first  time  under  this  part 
unless  he  does  so  in  a  general  enrollment  period  (as  provided  in  sub- 
section (e) )  Avhich  begins  within  3  years  after  the  close  of  the  first  en- 
rollment period  during  which  he  could  have  enrolled  under  this  part. 

[(2)  An  individual  whose  enrollment  under  this  part  has  termi- 
nated may  not  enroll  for  the  second  time  under  this  part  unless  he 
does  so  in  a  general  enrollment  period  (as  provided  in  subsection  (e) ) 
which  begins  within  3  years  after  the  effective  date  of  such  termina- 
tion. No  individual  may  enroll  under  this  part  more  than  twice.] 

(b)  No  individual  may  enroll  under  this  fart  more  than  tioice. 

(c)  In  the  case  of  individuals  who  first  satisfy  [paragraphs  (1) 
andj  paragraph  (1)  or  (2)  of  section  1836  before  March  1,  1966,  the 
initial  general  enrollment  period  shall  begin  on  the  first  day  of  the 
second  month  which  begins  after  the  date  of  enactment  of  this  title 
and  shall  end  on  May  31,  1966.  [For  purposes  of  this  subsection  and 
subsection  (d),  an  individual  who  satisfies  paragraph  (2)  of  section 
1836  solely  by  reason  of  subparagraph  (B)  thereof  shall  be  treated 
as  satisfying  such  paragraph  (2)  on  the  first  dav  on  which  he  is  (or 
on  filing  application  would  be)  entitled  to  hospital  insurance  benefits 
under  part  A.]  For  purposes  of  this  subsection  and  subsection  {d),an 
individual  who  has  attained  age  65  and  who  satisfies  paragraph  (1) 
of  section  1836  but  not  paragraph  {2)  of  such  section  shall  be  treated 
as  satisfying  such  paragraph  {1)  on  the  first  day  on  lohich  he  is  {or 
on  filing  application  icoidd  have  been)  entitled  to  hospital  insurance 
benefits  und er  part  A . 

(d)  In  the  case  of  an  individual  who  first  satisfies  [paragraphs  (1) 
and  (2)]  paragraph  (1)  or  {'2)  of  section  1836  on  or  after  March  1, 
1966,  his  initial  enrollment  period  shall  begin  on  the  first  day  of  the 
third  month  before  the  month  in  which  he  first  satisfies  such  para- 
graphs and  shall  end  seven  months  later.  Where  the  Secretary  finds 
that  an  individual  who  ha?  attained  n<ye  65  failed  to  enroll  under  this 
part  during  his  initial  enrollment  period  (based  on  a  determination  by 
tlie  Secretary  of  the  month  in  which  such  individual  attained  age  65), 
because  such  individual  (relying  on  documentary  evidence)  was  mis- 
taken as  to  his  correct  date  of  birth,  the  Secretary  shall  establish  for 
such  individual  an  initial  enrollment  period  based  on  his  attaining 
age  65. at  the  time  shown  in  such  documentary  evidence  (with  a  cover- 
age period  determined  under  section  1838  as  though  he  had  attained 
such  age  at  that  time) . 

^e)  There  shall  be  a  general  enrollment  period,  after  the  period 
described  in  subsection  (c),  during  the  neriod  bojrinninfir  on  January  1 
and  ending  on  March  31  of  each  year  beginning  with  1969. 
( / )  A  ny  in  div  idval — 

{])  who  is  eJigihle  under  section  1836  to  enroll  in  the  tried iocd 
insurance  program  by  reason  of  entitlement  to  hospital  insurance 
bcnefiis  as  described  in  paragraph  (1)  of  such  section,  and 

(2)  who've  initial  enrollment  period  under  subsection  (d)  be- 
gins after  Ma.rch  31. 1973^  and 

(3)  who  is  residing  in  the  United  States,  exclusive  of  Puerto 
Rico, 
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shall  he  deemed  to  have  enrolled  in  the  inedical  insurance  program 
established  hy  this  part. 

(g)  All  of  the  provisions  of  this  section  shall  apply  to  individuals 
satisfying  subsection  (/) ,  except  that — 

(1)  in  the  case  of  an  individual  loho  satisfies  subsection  (/)  by 
reason  of  entitlement  to  disability  insurance  benefits  described  in 
section  226 {a)  (2)  (5) ,  his  initial  enrollment  period  shall  begin  on 
the  first  day  of  the  later  of  {A)  April  1973  or  (B)  the  third 
month  before  the  26th  consecutive  m-onth  of  such  entitlement, 
and  shall  reoccur  with  each  continuous  period  of  eligibility  (as  de- 
fined in  section  1839 {e) )  and  upon  attainment  of  age  65; 

(2)  (A)  in  the  case  of  an  individual  who  is  entitled  to  monthly 
benefits  under  section  202  or  223  on  the  first  day  of  his  initial  en- 
rollment period  or  becomes  entitled  to  monthly  benefits  under  sec- 
tion 202  during  the  first  3  months  of  such  period^  his  enrollment 
shall  be  deemed  to  have  occurred  in  the  third  month  of  his  initial 
enrollment  period,  and 

(B)  in  the  case  of  an  individual  loho  is  not  entitled  to  benefits 
under  section  202  on  the  first  day  of  his  initial  enrollment  period 
and  does  not  become  so  entitled  during  the  first  3  months  of  such 
period,  his  enrollment  shall  be  deemed  to  have  occurred  in  the 
month  in  which  he  files  the  application  establishing  his  entitlement 
to  hospital  insurance  benefits  provided  such  filing  occurs  during 
the  last  Jf,  months  of  his  initial  enrollment  period;  and 

(3)  in  the  case  of  an  individual  who  would  otherwise  satisfy 
subsection  (/)  but  does  not  establish  his  entitlement  to  hospital 
insurance  benefits  until  after  the  last  day  of  his  initial  enrollment 
period  (as  defined  in  subsection  (d)  of  this  section),  his  enroll- 
ment shall  be  deemed  to  have  occurred  on  the  first  day  of  the 
earlier  of  the  then  current  or  immediately  succeeding  general 
enrollment  period  {as  defined  in  subsection  (e)  of  this  section). 

(h)  In  any  case  lohere  the  Secretary  finds  that  an  individual's 
enrollment  or  nonenrollment  in  the  insurance  program  established  by 
this  part  or  part  A  pursuant  to  section  1818  or  section  1819  is  unin- 
tentional, inadvertent,  or  erroneous  and  is  the  result  of  the  error,  mis- 
representation, or  inaction  of  an  officer,  employee,  or  agent  of  the 
Federal  Government,  or  its  instrumentalities,  the  Secretary  may  take 
such  action  {including  the  designation  for  such  individual  of  a  special 
initial  or  subsequent  enrollment  period,  with  a  coverage  period  de- 
termined on  the  ba^is  thereof  and  with  appropriate  adjustments  of 
premiums)  as  may  be  necessary  to  correct  or  eliminate  the  effects  of 
such  error,  misrepresentation,  or  inaction.'^ 

Coverage  Period 

Sec.  1838.  (a)  The  period  during  which  an  individual  is  entitled  to 
benefits  under  the  insurance  program  established  by  this  part  (herein- 
after referred  to  as  his  "coverage  period")  shall  begin  on  whichever 
of  the  following  is  the  latest : 

(1)  [July  1,  1966]  July  1,  1966  or  {in  the  case  of  a  disabled 
individual  who  has  not  attained  age  65)  July  1, 1973,  or 


1  Effective  as  of  July  1,  1966. 
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(2)  (A)  in  the  case  of  an  individual  who  enrolls  pursuant  to 
subsection  (d)  of  section  1837  before  the  month  in  which  he  first 
satisfies  [paragraphs  (1)  and  (2)]  paragraph  {!)  or  {2)  of  sec- 
tion 1836,  the  first  day  of  such  month,  or 

(B)  in  the  case  of  an  individual  who  enrolls  pursuant  to  such 
subsection  (d)  in  the  month  in  which  he  first  satisfies  such  para- 
graph's], the  first  day  of  the  month  following  the  month  in 
which  he  so  enrolls,  or 

(C)  in  the  case  of  an  individual  who  enrolls  pursuant  to  such 
subsection  (d)  in  the  month  following  the  month  in  which  he  first 
satisfies  such  paragraph[s],  the  first  day  of  the  second  month 
following  the  month  in  which  he  so  enrolls,  or 

(D)  in  the  case  of  an  individual  who  enrolls  pursuant  to  such 
subsection  (d)  more  than  one  month  following  the  month  in  which 
he  satifies  such  paragraph[s],  the  first  day  of  the  third  month 
following  the  month  in  which  he  so  enrolls,  or 

(E)  in  the  case  of  an  individual  who  enrolls  pursuant  to  sub- 
section (e)  of  section  1837,  the  July  1  following  the  month  in 
which  he  so  enrollsf.]/  or 

(3)  {A)  in  the  case  of  an  individual  who  is  deemed  to  have  en- 
rolled on  or  he  fore  the  last  day  of  the  third  month  of  his  initial 
enrollment  period^  the  first  day  of  the  month  in  which  he  first 
meets  the  applicable  requirements  of  section  1836  or  July  i,  1973^ 
whichever  is  later ^  or 

{B)  in  the  case  of  an  individual  who  is  deemed  to  have  enrolled 
on  or  after  the  first  day  of  the  fourth  month  of  his  initial  enroll- 
ment period^  as  prescribed  under  subparagraphs  (B)^  (6^),  (Z^), 
and  {E)  of  paragraph  {2)  of  this  subsection. 
(b)  An  individual's  coverage  period  shall  continue  until  his  enroll- 
ment has  been  terminated — 

(1)  by  the  filing  of  notice  that  the  individual  no  longer  wishes 
to  participate  in  the  insurance  program  established  by  this  part, 
or 

(2)  for  nonpayment  of  premiums. 

The  termination  of  a  coverage  period  under  paragraph  (1)  shall  take 
effect  at  the  close  of  the  calendar  quarter  following  the  calendar  quar- 
ter in  which  the  notice  is  filed.  The  termination  of  a  coverage  period 
under  paragraph  (2)  shall  take  effect  on  a  date  determined  under  regu- 
lations, which  may  be  determined  so  as  to  provide  a  grace  period 
[(not  in  excess  of  90  days)]^  in  which  overdue  premiums  may  be 
paid  and  coverage  continued.  The  grace  period  determined  under  the 
preceding  sentence  shall  not  exceed  90  days;  except  that  it  may  be  ex- 
tended to  not  to  exceed  180  days  in  any  case  where  the  Secretary  de- 
termines that  there  was  good  cause  for  failure  to  pay  the  overdue,  pre- 
miums within  such  90-day  period. 

Where  an  individual  who  is  deemed  to  have  enrolled  for  medical 
insurance  pursuant  to  section  1837  {f)  files  a  notice  before  the  first  day 
of  the  month  in  which  his  coverage  period  begins  advising  that  he  does 


1  Applies  to  nonpayment  of  premiums  which  become  due  and  payable  on  or  after  the 
date  of  enactment  or  which  became  payable  within  the  90-day  period  immediately  pre- 
ceding such  date ;  and  for  purposes  of  this  amendment  any  premium  which  became  due 
and  payable  within  such  90-day  period  shall  be  considered  a  premium  becoming  due  and 
payable  on  the  date  of  enactment. 
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not  icish  to  he  so  enrolled^  the  termination  of  the  coverage  period 
resulting  from  such  deemed  enrollment  shall  take  effect  ivith  the  first 
day  of  the  mo7ith  the  coverage  icould  have  been  effective  and  such 
notice  shall  not  he  considered  a  disenrolJment  for  the  purposes  of 
section  1837 {h).  Where  an  individual  who  is  deemed  enrolled  for 
medical  insurance  benefits  pursuant  to  section  1837 [f)  files  a  notice 
requesting  termination  of  his  deemed  coverage  in  or  after  the  month 
in  which  such  coverage  becomes  effective,  the  termination  of  such 
coverage  shall  take  effect  at  the  close  of  the  calendar  quarter  follovnng 
the  calendar  quarter  in  which  the  notice  is  filed. 

{c)  In  the  case  of  an  individual  satisfying  paragraph  {!)  of  section 
1836  whose  entitlement  to  hospital  insurance  benefits  under  part  A 
is  based  on  a  disability  rather  than  on  his  having  attained  the  age  of 
65.  his  coverage  period  (and  his  enrollrnent  under  this  part)  shall  be 
terminated  as  of  the  close  of  the  last  month  for  which  he  is  entitled  to 
hospital  insurance  benefits. 

[(c) 3  {d)  Xo  payments  may  be  made  under  this  part  with  respect 
to  the  expenses  of  an  individual  unless  such  expenses  were  incurred 
b}^  such  individual  during  a  period  which,  with  respect  to  him,  is  a 
coverage  period. 

Amounts  of  Premiums 

Sec.  1839.  (a)  The  monthly  premium  of  each  individual  enrolled 
under  this  part  for  each  month  before  1968  shall  be  $3. 

(b)  (1)  The  monthly  premium  of  each  individual  enrolled  under 
this  part  for  each  month  after  1967  and  before  July  7,  1973^  shall  be 
the  amount  determined  under  paragraph  (2) . 

(2)  The  Secretary  shall,  during  December  1968  and  of  each  year 
[thereafter]  ending  on  or  before  December  31.  1971^  determine  and 
promulgate  the  dollar  amount  (whether  or  not  such  dollar  amount 
was  applicable  for  premiums  for  any  prior  month)  which  shall  be 
applicable  for  premiums  for  months  occurring  in  the  12-month  period 
commencing  July  1  in  each  succeeding  year.  Such  dollar  amount  shall 
be  such  amount  as  the  Secretary  estimates  to  be  necessary  so  that  the 
aggregate  premiums  for  such  12-month  period  will  equal  one-half  of 
the  total  of  the  benefits  and  administrative  costs  which  he  estimates 
will  be  payable  from  the  Federal  Supplementary  Medical  Insurance 
Trust  Fund  for  such  12-month  period.  In  estimating  aggregate  bene- 
fits payable  for  any  period,  the  Secretary  shall  include  an  appropriate 
amount  for  a  contingency  margin.  Whenever  the  Secretary,  pursuant 
to  the  preceding  sentence,  promulgates  the  dollar  amount  which 
shall  be  applicable  for  premiums  for  any  period,  he  shall,  at  the  time 
such  promulgation  is  announced,  issue  a  public  statement  setting  forth 
the  actuarial  assumptions  and  bases  amployed  by  him  in  arriving 
at  the  amount  of  premiums  so  promulgated. 

(c)  (1)  The  Secretary  shall^  during  December  of  1972  and  of  each 
year  thereafter^  determine  the  monthly  actuarial  rate  for  enrollees 
age  65  and  over  which  shall  be  applicable  for  the  12-month  period 
commencing  July  1  in  the  succeeding  year.  Such  actuarial  rate  shall 
be  the  amount  the  Secretary  estimates  to  be  necessary  so  that  the  ag- 
gregate amount  for  such  12-month  period  with  respect  to  those  en- 
rollees age  65  aiid  over  will  equal  one-half  of  the  total  of  the  benefits 
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and  administrative  costs  ivhich  he  estimates  will  he  payable  from  the 
Federal  Supplementary  Medical  Insurance  Trust  Fund  for  services 
performed  and  related  administrative  costs  incurred  in  such  12-month 
period.  In  calculating  the  monthly  actuarial  rate^  the  Secretary  shall 
include  an  appropriate  amount  for  a  contingency  margin. 

{2)  The  monthly  premium  of  each  individual  enrolled  under  this 
part  for  each  month  after  June  1973  shall.,  except  as  provided  in  sub- 
section (d),  be  the  amount  determined  under  paro.graph  (S). 

(3)  I  he  Secretary  shall.,  during  December  of  1972  and  of  each  year 
thereafter.)  detennine  and  promulgate  the  monthly  premium  appli- 
cable for  the  individuals  enrolled  under  this  part  for  the  12-month 
period  commencing  July  1  in  the  succeeding  year.  The  monthly  pre- 
mium shall  be  equal  to  the  smaller  of — 

(J.)  the  monthly  actuarial  rate  for  enroUees  age  65  and  over., 
determined  according  to  paragraph  {1)  of  this  subsection^  for 
that  12-month  period^  or 

(B)  the  monthly  premium  rate  most  recently  promulgated  by 
the  Secretary^  under  this  paragraph  or.,  m  the  case  of  the  determi- 
nation made  in  December  1971^  such  rate  promulgated  under  sub- 
section (b)  (2)  multiplied  by  the  ratio  of  (i)  the  amount  in  col- 
umn IV  of  the  table  ivhich,  by  reason  of  the  law  in  effect  at  the 
time  the  promulgation  is  made.,  loill  be  in  effect  as  of  June  1  next 
following  such  determination  appears  {or  is  deemed  to  appear) 
in  section  215(a)  on  the  line  which  includes  the  figure  ^'750^''  in 
column  III  of  such  table  to  (ii)  the  amount  in  column  IV  of  the 
table  which  appeared  (or  wa^  deemed  to  appear)  in  section  215 (a) 
on  the  line  lohich  included  the  figure  '^750''''  in  column  III  as  of 
June  1  of  the  year  in  which  such  determination  is  made. 
Whenever  the  Secretary  promulgates  the  dollar  amount  which  shall  be 
applicable  as  the  monthly  premium  for  any  period ^  he  shall.,  at  the  time 
such  promulgation  is  announced.,  issue  a  public  statement  setting  forth 
the  actuarial  assumptions  and  bases  employed  by  him  in  arriving  at  the 
amount  of  an  adequate  actuarial  rate  for  enrollees  age  65  and  over  as 
provided  in  paragraph  (1)  and  the  derivation  of  the  dollar  amounts 
specified  in  this  paragraph. 

(Jf)  TJve  Secretary  shall  also^  during  December  of  1972  and  of  each 
year  thereafter^  determine  the  monthly  actuaiial  rate  for  disabled  en- 
rollees under  age  65  which  shall  be  applicable  for  the  12 -month  period 
commencing  July  1  in  the  succeeding  year.  Such  actuarial  rate  shall  be 
the  amount  the  Secretary  estimates  to  be  necessary  so  that  the  ag- 
gregate amount  for  such  12-month  period  with  respect  to  disabled 
enrollees  under  age  65  ivill  equal  one-half  of  the  total  of  the  benefits 
and  administrative  costs  which  he  estimates  %oill  be  incurred  by  the 
Federal  Supplementary  Medical  Insurance  Trust  Fund  for  such  12- 
month  period  with  respect  to  such  enrollees.  In  calculating  the  monthly 
actuarial  rate  under  this  paragraph.,  the  Secretary  shall  include  an  ap- 
propriate amount  for  a  contingency  margin. 

[(c) 3  (d)  In  the  case  of  an  individual  whose  coverage  period  began 
pursuant  to  an  enrollment  after  his  initial  enrollment  period  (deter- 
mined pursuant  to  subsection  (c)  or  (d)  of  section  1837),  the  monthly 
premium  determined  under  subsection  (b)  or  (c)  shall  be  increased  by 
10  percent  of  the  monthly  premium  so  determined  for  each  full  12 
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months  {in  the  same  continuous  period  of  eligibility)  in  which  he  could 
have  been  but  was  not  enrolled.  For  purposes  of  the  preceding  sentence, 
there  shall  be  taken  into  account  (1)  the  months  which  elapsed  between 
the  close  of  his  initial  enrollment  period  and  the  close  of  the  enrollment 
period  in  which  he  enrolled,  plus  (in  the  case  of  an  individual  who 
enrolls  for  a  second  time)  (2)  the  months  which  elapsed  between  the 
date  of  the  termination  of  his  first  coverage  period  and  the  close  of  the 
enrollment  period  in  which  he  enrolled  for  the  second  time.  Any  in- 
crease in  an  individuxiPs  monthly  premium  u/nder  the  first  sentence  of 
this  subsection  with  respect  to  a  particular  continuous  period  of  eligi- 
bility shall  not  be  applicable  with  respect  to  any  other  continuous 
period  of  eligibility  which  such  individual  may  have. 

[(d) 2  {e)  If  any  monthly  premium  determined  under  the  fore- 
going provisions  of  this  section  is  not  a  multiple  of  10  cents,  such 
premium  shall  be  rounded  to  the  nearest  multiple  of  10  cents. 

[(e)2  (/)  For  purposes  of  subsection  [(c)3  {d)  {and  section  1837 
{g)  {l)),  an  individual^ s  ^'continuous  period  of  eligibility^''  is  the 
period  beginning  with  the  first  day  on  which  he  is  eligible  to  enroll 
under  section  1836  and  ending  with  his  death;  except  that  any  period 
during  all  of  which  an  individvxd  satisfied  paragraph  {1)  of  section 
1836  and  which  terminated  in  or  before  the  month  preceding  the  month 
in  which  he  attained  age  65  shall  be  a  separate  '''continuous  period  of 
eligibility^''  with  respect  to  such  individual  {and  each  isuch  period 
which  terminates  shall  be  deemed  not  to  have  existed  for  purposes  of 
subsequently  applying  this  section) . 

Payment  of  Premiums 

Sec.  1840.  (a)  (1)  In  the  case  of  an  individual  who  is  entitled  to 
monthly  benefits  under  section  202  or  223^  his  monthly  premiums  under 
this  part  shall  (except  as  provided  in  [subsection  (d)]  subsections 
{b)  {1)  a'iid  (<?) )  ^  be  collected  by  deducting  the  amount  thereof  from 
the  amount  of  such  monthly  benefits.  Such  deduction  shall  be  made  in 
such  manner  and  at  such  times  as  the  Secretary  shall  by  regulation 
prescribe. 

(2)  The  Secretary  of  the  Treasury  shall,  from  time  to  time,  transfer 
from  the  Federal  Old- Age  and  Survivors  Insurance  Trust  Fund  or  the 
Federal  Disability  Insurance  Trust  Fund  to  the  Federal  Supplemen- 
tary Medical  Insurance  Trust  Fund  the  aggregate  amount  deducted 
mider  paragraph  (1)  for  the  period  to  which  such  transfer  relates 
from  benefits  under  section  202  or  223  which  are  payable  from  such 
Trust  Fund.  Such  transfer  shall  be  made  on  the  basis  of  a  certification 
by  the  Secretary  of  Health,  Education,  and  Welfare  and  shall  be 
appropriately  adjusted  to  the  extent  that  prior  transfers  were  too 
great  or  too  small. 

(b)  (1)  In  the  case  of  an  individual  who  is  entitled  to  receive  for  a 
month  an  annuity  or  pension  under  the  Railroad  Retirement  Act  of 
1937  {whether  or  not  such  individual  is  also  entitled  for  such  month  to 
a  monthly  insurance  benefit  under  section  202) ,  his  monthly  premiums 


1  Applies  to  premiums  becoming  due  and  payable  after  the  fourth  month  following  the 
month  of  enactment. 
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under  this  part  shall  (except  as  provided  in  subsection  [(d)]  (c))  ^ 
be  collected  by  deducting  the  amount  thereof  from  such  annuity  or 
pension.  Such  deduction  shall  be  made  in  such  manner  and  at  such 
times  as  the  Secretary  shall  by  regulations  prescribe.  Such  regulations 
shall  be  prescribed  only  after  consultation  with  the  Railroad  Retire- 
ment Board. 

(2)  The  Secretary  of  the  Treasury  shall,  from  time  to  time,  trans- 
fer from  the  Railroad  Retirement  Account  to  the  Federal  Supplemen- 
tary Medical  Insurance  Trust  Fund  the  aggregate  amount  deducted 
imder  paragraph  (1)  for  the  period  to  which  such  transfer  re- 
lates. Such  transfers  shall  be  made  on  the  basis  of  a  certification  by 
the  Railroad  Retirement  Board  and  shall  be  appropriately  adjusted 
to  the  extent  that  prior  transfers  were  too  great  or  too  small. 

[(c)  In  the  case  of  an  individual  who  is  entitled  both  to  monthly 
benefits  under  section  202  and  to  an  annuity  or  pension  under  the 
Railroad  Retirement  Act  of  1937  at  the  time  he  enrolls  under  this 
part,  subsection  (a)  shall  apply  so  long  as  he  continues  to  be  entitled 
both  to  such  benefits  and  such  annuity  or  pension.  In  the  case  of  an 
individual  who  becomes  entitled  both  to  such  benefits  and  such  an 
annuity  or  pension  after  he  enrolls  under  this  part,  subsection  (a)  shall 
apply  if  the  first  month  for  which  he  was  entitled  to  such  benefits 
was  the  same  as  or  earlier  than  the  first  month  for  which  he  was  en- 
titled to  such  annuity  or  pension,  and  otherwise  subsection  (b)  shall 
apply.]  2 

C(d)l  If  an  individual  to  whom  subsection  (a)  or  (b)  applies 
estimates  that  the  amount  which  will  be  available  for  deduction  under 
such  subsection  for  any  premium  payment  period  will  be  less  than 
the  amount  of  the  monthly  premiums  for  such  period,  he  may  (under 
regulations)  pay  to  the  Secretary  such  portion  of  the  monthly  pre- 
miums for  such  period  as  he  desires. 

[(e)]  (d)  (1)  In  the  case  of  an  individual  receiving  an  annuity  un- 
der subchapter  III  of  chapter  83  of  title  5,  United  States  Code,  or  any 
other  law  administered  by  the  Civil  Service  Commission  providing 
retirement  or  survivorship  protection,  to  whom  neither  subsection  (a) 
nor  subsection  (b)  applies,  his  monthly  premiums  under  this  part  (and 
the  monthly  premiums  of  the  spouse  of  such  individual  under  this  part 
if  neither  subsection  (a)  nor  subsection  (b)  applies  to  such  spouse  and 
if  such  individual  agrees)  shall,  upon  notice  from  the  Secretary  of 
Health,  Education,  and  Welfare  to  the  Civil  Service  Commission,  be 
collected  by  deducting  the  amount  thereof  from  each  installment  of 
such  annuity.  Such  deduction  shall  be  made  in  such  manner  and  at 
such  times  as  the  Civil  Service  Commission  may  determine.  The 
Civil  Service  Commission  shall  furnish  such  information  as  the  Sec- 
retary of  Health,  Education,  and  Welfare  may  reasonably  request  in 
order  to  carry  out  his  functions  under  this  part  with  respect  to  indi- 
viduals to  whom  this  subsection  applies.  A  plan  described  in  section 
8903  of  title  5,  United  States  Code,  may  reimburse  each  annuitant 
enrolled  in  such  plan  an  amount  equal  to  the  premiums  paid  by  him 


1  Applies  to  premiums  due  and  payable  after  the  fourth  month  following  the  month  of 
enactment. 

2  Applies  to  premiums  becoming  due  and  payable  after  the  fourth  month  following  the 
month  of  enactment. 
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under  this  part  if  such  reimbursement  is  paid  entirely  from  funds  of 
such  plan  which  are  derived  from  sources  other  than  the  contributions 
descril)ed  in  section  8906  of  such  title. 

(2)  The  Secretary  of  the  Treasury  shall,  from  time  to  time,  but  not 
less  often  than  quarterly,  transfer  from  the  Civil  Service  Retirement 
and  Disability  Fund,  or  the  account  (if  any)  applicable  in  the  case 
of  such  other  law  administered  by  the  Civil  Service  Commission,  to 
the  Federal  Supplementary  Medical  Insurance  Trust  Fund,  the  aggre- 
gate amount  deducted  under  paragraph  (1)  for  the  period  to  which 
such  transfer  relates.  Such  transfer  shall  be  made  on  the  basis  of  a 
certification  by  the  Civil  Service  Commission  and  shall  be  appropri- 
ately adjusted  to  the  extent  that  prior  transfers  were  too  great  or  too 
small. 

[(f)]  (e)  In  the  case  of  an  individual  who  participates  in  the  insur- 
ance program  established  by  this  part  but  with  respect  to  whom  none 
of  the  preceding  provisions  of  this  section  applies,  or  with  respect  to 
whom  subsection  [ (^1)1  (<?)  ^  applies,  the  premiums  shall  be  paid  to  the 
Secretary  at  such  times,  and  in  such  manner,  as  the  Secretary  shall  by 
regulations  prescribe. 

[(g)]  (/)  Amounts  paid  to  the  Secretary  under  subsection  [(d)  or 
(f  )3  (<^)  M  shall  be  deposited  in  the  Treasury  to  the  credit  of  the 
Federal  Supplementary  Medical  Insurance  Trust  Fund. 

t(^^)3  {9)      Ihe  case  of  an  individual  who  participates  in  the  insur- 
ance program  established  by  this  part,  premiums  shall  be  payable  for 
the  period  commencing  with  the  first  month  of  his  coverage  period  and 
ending  with  the  month  in  which  he  dies  or,  if  earlier,  in  which  his  ' 
coverage  under  such  program  terminates. 

[(i)]  i^)  In  the  case  of  an  individual  who  is  enrolled  under  the  pro- 
gram established  by  this  part  as  a  member  of  a  coverage  group  to  | 
which  an  agreement  with  a  State  entered  into  pursuant  to  section  1843 
is  applicable,  subsection  (a),  (b),  (c),  [(d),  and  (e)]  and  (d)  ^  of  | 
this  section  shall  not  apply  to  his  monthly  premium  for  any  month  in  i 
his  coverage  period  which  is  determined  under  section  1843(d).  | 

Federal  Supplementary  Medical  Insurance  Trust  Fund  ! 

Sec.  1841.  (a)  There  is  hereby  created  on  the  books  of  the  Treasury  I 

of  the  United  States  a  trust  fund  to  be  known  as  the  "Federal  Supple-  j 

mentary  Medical  Insurance  Trust  Fund"  (hereinafter  in  this  section  ' 

referred  to  as  the  "Trust  Fund").  The  Trust  Fund  shall  consist  of  1 
such  gifts  and  bequests  as  may  he  made  as  provided  in  section  201 

and^  such  amounts  as  may  be  deposited  in,  or  appropriated  , 

to,  such  fund  as  provided  in  this  part.  | 

(b)  With  respect  to  the  Trust  Fund,  there  is  hereby  created  a  body 
to  be  known  as  the  Board  of  Trustees  of  the  Trust  Fund  (hereinafter 

in  this  section  referred  to  as  the  "^Board  of  Trustees")  composed  of  the  1 

Secretary  of  the  Treasury,  the  Secretary  of  Labor  and  the  Secretary  | 

of  Health,  Education,  and  Welfare,  all  ex  officio.  The  Secretary  of  the  j 


1  Applies  to  premiums  becoming  due  aiifl  payable  after  tlie  fourth  month  following  the  | 
month  of  enactment. 

-  Applies  to  premiums  becoming  due  and  payable  after  the  fourth  month  following 
the  month  of  enactment.  ' 
3  Applies  to  gifts  and  bequests  received  after  date  of  enactment.  i 
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Treasury  shall  be  the  Managing  Trustee  of  the  Board  of  Trustees 
(hereinafter  in  this  section  referred  to  as  the  "Managing  Trustee"). 
The  Commissioner  of  Social  Security  shall  serve  as  the  Secretary  of 
the  Board  of  Trustees.  The  Board  of  Trustees  shall  meet  not  less 
frequently  than  once  each  calendar  year.  It  shall  be  the  duty  of  the 
Board  of  Trustees  to — 

(1)  Hold  the  Trust  Fund; 

(2)  Report  to  the  Congress  not  later  than  the  first  day  of  April 
of  each  year  on  the  operation  and  status  of  the  Trust  Fund  during 
tne  preceding  fiscal  year  and  on  its  expected  operation  and  status 
during  the  current  fiscal  year  and  the  next  2  fiscal  years ; 

(3)  Report  immediately  to  the  Congress  whenever  the  Board 
is  of  the  opinion  that  the  amount  of  the  Trust  Fund  is  unduly 
small;  and 

(4)  Review  the  general  policies  followed  in  managing  the  Trust 
Fund,  and  recommend  changes  in  such  policies,  including  neces- 
sary changes  in  the  provisions  of  law  which  govern  the  way  in 
which  the  Trust  Fund  is  to  be  managed. 

The  report  provided  for  in  paragraph  (2)  shall  include  a  statement 
of  the  assets  of,  and  the  disbursements  made  from,  the  Trust  Fund 
during  the  preceding  fiscal  year,  an  estimate  of  the  expected  income 
to,  and  disbursements  to  be  made  from,  the  Trust  Fund  during  the 
current  fiscal  year  and  each  of  the  next  2  fiscal  years,  and  a  statement 
of  the  actuarial  status  of  the  Trust  Fund.  Such  report  shall  be  printed 
as  a  House  document  of  the  session  of  the  Congress  to  which  the  report 
is  made. 

(c)  It  shall  be  the  duty  of  the  Managing  Trustee  to  invest  such  por- 
tion of  the  Trust  Fund  as  is  not,  in  his  judgment,  required  to  meet 
current  withdrawals.  Such  investments  may  be  made  only  in  interest- 
bearing  obligations  of  the  United  States  or  in  obligations  guaranteed 
as  to  both  principal  and  interest  by  the  United  States.  For  such  pur- 
pose such  obligations  may  be  acquired  ( 1 )  on  original  issue  at  the  issue 
price,  or  (2)  by  purchase  of  outstanding  obligations  at  the  market 
price.  The  purposes  for  which  obligations  of  the  United  States  may  be 
issued  under  the  Second  Liberty  Bond  Act,  as  amended,  are  hereby  ex- 
tended to  authorize  the  issuance  at  par  of  public-debt  obligations  for 
purchase  by  the  Trust  Fund.  Such  obligations  issued  for  purchase  by 
the  Trust  Fund  shall  have  maturities  fixed  with  due  regard  for  the 
needs  of  the  Trust  Fund  and  shall  bear  interest  at  a  rate  equal  to  the 
average  market  yield  (computed  by  the  Managing  Trustee  on  the 
basis  of  market  quotations  as  of  the  end  of  the  calendar  month  next 
preceding  the  date  of  such  issue)  on  all  marketable  interest-bearing 
obligations  of  the  United  States  then  forming  a  part  of  the  public 
debt  which  are  not  due  or  callable  until  after  the  expiration  of  4  years 
from  the  end  of  such  calendar  month ;  except  that  where  such  average 
market  yield  is  not  a  multiple  of  one-eighth  of  1  per  centum,  the  rate 
of  interest  on  such  obligations  shall  be  the  multiple  of  one-eighth  of 
1  per  centum  nearest  such  market  yield.  The  Managing  Trustee  may 
purchase  other  interest-bearing  obligations  of  the  United  States  or 
obligations  guaranteed  as  to  both  principal  and  interest  by  the  United 
States,  on  original  issue  or  at  the  market  price,  only  where  he  deter- 
mines that  the  purchase  of  such  other  obligations  is  in  the  public 
interest. 
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(d)  Any  obligations  acquired  by  the  Trust  Fund  (except  public 
debt  obligations  issued  exclusively  to  the  Trust  Fund)  may  be  sold  by 
the  Managing  Trustee  at  the  market  price,  and  such  public-debt 
obligations  may  be  redeemed  at  par  plus  accrued  interest. 

(e)  The  interest  on,  and  the  proceeds  from  the  sale  or  redemption  of, 
any  obligations  held  in  the  Trust  Fund  shall  be  credited  to  and  form 
a  part  of  the  Trust  Fund. 

(f )  There  shall  be  transferred  periodically  (but  not  less  often  than 
once  each  fiscal  year)  to  the  Trust  Fund  from  the  Federal  Old- Age 
and  Survivors  Insurance  Trust  Fund  and  from  the  Federal  Disability 
Insurance  Trust  Fund  amounts  equivalent  to  the  amounts  not  pre- 
viously so  transferred  which  the  Secretary  of  Health,  Education,  and 
Welfare  shall  have  certified  as  overpayments  (other  than  amounts  so 
certified  to  the  Railroad  Retirement  Board)  pursuant  to  section 
1870(b)  of  this  Act.  There  shall  be  transferred  periodically  (but  not 
less  often  than  once  each  fiscal  year)  to  the  Trust  Fund  from  the  Rail- 
road Retirement  Account  amounts  equivalent  to  the  amounts  not  pre- 
viously so  transferred  which  the  Secretary  of  Health,  Education,  and 
Welfare  shall  have  certified  as  overpayments  to  the  Railroad  Retire- 
ment Board  pursuant  to  section  1870(b)  of  this  Act. 

(g)  The  Managing  Trustee  shall  pay  from  time  to  time  from  the 
Trust  P^und  such  amounts  as  the  Secretary  of  Health,  Education,  and 
Welfare  certifies  are  necessary  to  make  the  payments  provided  for 
by  this  part,  and  the  payments  with  respect  to  administrative  expenses 
in  accordance  with  section  201  (g)  ( 1 ) . 

(h)  The  Managing  Trustee  shall  pay  from  time  to  time  from  the 
Trust  Fund  such  amounts  as  the  Secretary  of  Health,  Education,  and 
Welfare  certifies  are  necessary  to  pay  the  costs  incurred  by  the  Civil 
Service  Commission  in  making  deductions  pursuant  to  section  1840 
C(®)  !1  (^)  •  During  each  fiscal  year,  or  after  the  close  of  such  fiscal  year, 
the  Civil  Service  Commission  shall  certify  to  the  Secretary  the  amount 
of  the  costs  it  incurred  in  making  such  deductions,  and  such  certified 
amount  shall  be  the  basis  for  the  amount  of  such  costs  certified  by  the  | 
Secretary  to  the  Managing  Trustee.  j 

(^)  The  Managing  Trustee  shall  pay  from  time  to  time  from  the  \ 
Trust  Fund  such  amounts  as  the  Secretary  of  Healthy  Education^  and 
W  elf  are  certifies  are  necessary  to  pay  the  costs  incurred  hy  the  Railroad 
Retirement  Board  for  services  performed  pursuant  to  section  184-0 (h)  . 
(1).  During  each  fiscal  year  or  after  the  close  of  such  fiscal  year^  the  \ 
Railroad  Retirement  Board  shall  certify  to  the  Secretary  the  amount  i 
of  the  costs  it  incurred  in  performing  such  services  and  such  certified  | 
amount  shall  l)e  the  basis  for  the  amount  of  such  costs  certified  hy  the  i 
Secretary  to  the  Managing  Trustee.'^  \ 

Use  of  Carriers  for  Administration  of  Benefits 

Sec.  1842.  (a)  In  order  to  provide  for  the  administration  of  the  bene-  | 

fits  under  this  part  with  maximum  efficiency  and  convenience  for  in-  ! 

dividuals  entitled  to  benefits  under  this  part  and  for  providers  of  i 

services  and  other  persons  furnishing  services  to  such  individuals,  and  ' 


1  Applies  to  premiums  becoming  due  and  payable  after  the  fourth  month  following  the 
month  of  enactment. 
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with  a  view  to  furthering  coordination  of  the  administration  of  the 
benefits  under  part  A  and  under  this  part,  the  Secretary  is  authorized 
to  enter  into  contracts  with  carriers,  including  carriers  with  which 
agreements  under  section  1816  are  in  effect,  which  will  perform  some  or 
all  of  the  following  functions  (or,  to  the  extent  provided  in  such  con- 
tracts, will  secure  performance  thereof  by  other  organizations)  ;  and, 
with  respect  to  any  of  the  following  functions  which  involve  payments 
for  physicians'  services  on  a  reasonable  charge  basis the  Secretary 
shall  to  the  extent  possible  enter  into  such  contracts : 

(1)  (A)  make  determinations  of  the  rates  and  amounts  of  pay- 
ments required  pursuant  to  this  part  to  be  made  to  providers  of 
services  and  other  persons  on  a  reasonable  cost  or  reasonable 
charge  basis  (as  may  be  applicable) ; 

(B)  receive,  disburse,  and  account  for  funds  in  making  such 
payments;  and 

(C)  make  such  audits  of  the  records  of  providers  of  services  as 
may  be  necessary  to  assure  that  proper  payments  are  made  under 
this  part ; 

(2)  (A)  determine  compliance  with  the  requirements  of  section 
1861  (k)  as  to  utilization  review ;  and 

(B)  assist  providers  of  services  and  other  persons  who  furnish 
services  for  which  payment  may  be  made  under  this  part  in  the 
development  of  procedures  relating  to  utilization  practices,  make 
studies  of  the  effectiveness  of  such  procedures  and  methods  for 
their  improvement,  assist  in  the  application  of  safeguards  against 
unnecessary  utilization  of  services  furnished  by  providers  of  serv- 
ices and  other  persons  to  individuals  entitled  to  benefits  under 
this  part,  and  provide  procedures  for  and  assist  in  arranging, 
where  necessary,  the  establishment  of  groups  outside  hospitals 
(meeting  the  requirements  of  section  1861  (k)  (2))  to  make  re- 
views of  utilization ; 

(3)  serve  as  a  channel  of  communication  of  information  relating 
to  the  administration  of  this  part ;  and 

(4)  otherwise  assist,  in  such  manner  as  the  contract  may  pro- 
vide, in  discharging  administrative  duties  necessary  to  carry  out 
the  purposes  of  this  part. 

(b)  (1)  Contracts  with  carriers  under  subsection  (a)  may  be  entered 
into  without  regard  to  section  3709  of  the  Kevised  Statutes  or  any 
other  provision  of  law  requiring  competitive  bidding. 

(2)  No  such  contract  shall  be  entered  into  with  any  carrier  unless 
the  Secretary  finds  that  such  carrier  will  perform  its  obligations  under 
the  contract  efficiently  and  effectively  and  will  meet  such  requirements 
as  to  financial  responsibility,  legal  authority,  and  other  matters  as  he 
finds  pertinent. 

(3)  Each  such  contract  shall  provide  that  the  carrier — 

(A)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  cost  basis,  the 
cost  is  reasonable  cost  (as  determined  under  section  1861  (v) )  ; 

(B)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  charge  basis, 


1  Applies  to  accounting  periods  beginning  after  December  31,  1972. 
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such  charge  will  be  reasonable  and  not  higher  than  the  charge 
applicable,  for  a  comparable  service  and  under  comparable  cir- 
cumstances, to  the  policyholders  and  subscribers  of  the  carrier,  and 
such  payment  will  (except  as  otherwise  provided  in  section  1870  \ 
(f) )  be  made —  i 

(i)  on  the  basis  of  an  itemized  bill;  or  | 

( ii )  on  the  basis  of  an  assignment  under  the  terms  of  which  | 
(/)  the  reasonable  charge  is  the  full  charge  for  the  service  , 
(except  in  the  case  of  physicians'  services  and  ambulance  ' 
service  furnished  as  described  in  section  1862 {a)  (4),  other 
than  for  purposes  of  section  1870  [f))  and  {II )  the  physi- 
cian or  other  person  furnishing  such  service  agrees  not  to 
charge  for  such  service  if  payment  may  not  be  made  there- 
for by  reason  of  the  provisions  of  paragraph  {1)  of  section 
1862^  ai-hd  if  the  individual  to  whom  such  service  was  fur- 
nished tvas  vnthout  fault  in  incurring  the  expenses  of  such  i 
service^  and  if  the  Secretary's  determination  that  payment  | 
{pursuant  to  such  assignment)  vms  incorrect  and  was  made  ' 
subsequent  to  the  third  year  following  the  year  in  which  I 
notice  of  such  payment  vms  sent  to  such  individual;  except  j 
that  the  Secretary  may  reduce  such  three-year  period  to  not  \ 
less  tha.n  one  year  if  he  finds  such  reduction  is  consistent  with  ■ 
the  objectives  of  this  title; 

but  (in  the  case  of  bills  submitted,  or  requests  for  payment  made,  ' 
after  March  1968)  only  if  the  bill  is  submitted,  or  a  written  re-  ' 
quest  for  payment  is  made  in  such  other  form  as  may  be  permit- 
ted under  regulations,  no  later  than  the  close  of  the  calendar 
year  following  the  year  in  which  such  service  is  furnished  (deem- 
ing any  service  furnished  in  the  last  3  months  of  any  calendar  year  ' 
to  have  been  furnished  in  the  succeeding  calendar  year) ;  I 

(C)  will  establish  and  maintain  procedures  pursuant  to  which  | 
an  individual  enrolled  under  this  part  will  be  granted  an  oppor-  i 
tunity  for  a  fair  hearing  by  the  carrier,  in  any  case  where  the  ' 
amount  in  controversy  is  $100  or  more  ^  Avhen  requests  for  pay-  i 
ment  under  this  part  with  respect  to  services  furnished  him  are  j 
denied  or  are  not  acted  upon  with  reasonable  promptness  or  when  | 
the  amount  of  such  payment  is  in  controversy ;  I 

(D)  will  furnish  to  the  Secretary  such  timely  information  and  j 
reports  as  he  may  find  necessary  in  performing  his  functions  un-  i 
der  this  part ;  and 

( E )  will  maintain  such  records  and  afford  such  access  thereto  as 
the  Secretary  finds  necessary  to  assure  the  correctness  and  verifi-  j 
cation  of  the  information  and  reports  under  subparagraph  (D)  | 
and  otherwise  to  carry  out  the  purposes  of  this  part ;  i 

and  shall  contain  such  other  terms  and  conditions  not  inconsistent  with  ; 
this  section  as  the  Secretary  may  find  necessary  or  appropriate.  In  | 
determining  the  reasonable  charge  for  services  for  purposes  of  this  ! 
paragraph,  there  shall  be  taken  into  consideration  the  customary 
charges  for  similar  services  generally  made  by  the  physician  or  other 
person  furnishing  such  services,  as  well  as  the  prevailing  charges  in 
the  locality  for  similar  services. 


1  Applies  to  hearingjs  reauested  (under  the  procedures  established  under  section 
1842(b)  (3)  (C)  of  the  Act)  after  the  date  of  enactment. 
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N o  charge  may  he  determined  to  he  reasonahle  in  the  case  of  hills  sub- 
mitted or  requests  for  payment  made  under  this  part  after  Decem- 
her  31, 1970,  if  it  exceeds  the  higher  of  (i)  the  prevailing  charge  recog- 
nized hy  the  carrier  and  found  acceptable  by  the  Secretary  for  similar 
services  in  the  same  locality  in  administering  this  part  on  Decem- 
ber 31,^  1970,  or  (ii)  the  prevailing  charge  level  that,  on  the  basis  of 
statistical  data  and  methodology  acceptable  to  the  Secretary,  would 
cover  75  percent  of  the  customary  charges  made  for  similar  services  in 
the  same  locality  during  the  last  preceding  calendar  year  elapsing 
prior  to  the  start  of  the  fiscal  year  in  which  the  bill  is  submitted  or  the 
request  for  payment  is  made.  In  the  case  of  physician  services  the  pre- 
vailing charge  level  determined  for  purposes  of  clause  (ii)  of  the  pre- 
ceding sentence  for  any  fiscal  year  beginning  after  June  30, 1973,  may 
not  exceed  (in  the  aggregate)  the  level  determined  under  such  clause 
for  the  fiscal  year  ending  June  30, 1973,  except  to  the  extent  that  the 
Secretary  finds,  on  the  basis  of  appropriate  economic  index  data,  that 
such  higher  level  is  justified  by  economic  changes.  In  the  case  of  medi- 
cal services,  supplies,  and  equipment  {including  equipment  servicing) 
that,  in  the  judgment  of  the  Secretary,  do  not  generally  vary  signifi- 
cantly in  quality  from  one  supplier  to  another,  the  charges  incurred 
after  December  31,  1972,  determined  to  be  reasonable  may  not  exceed 
the  louder  charge  levels  at  ichich  such  services,  supplies,  and  equipment 
are  widely  and  consistently  available  in  a  locality  except  to  the  extent 
and  uiuler  the  circumstances  specified  by  the  Secretary.'^  The  require- 
ment in  suh paragraph  {B)  that  a  bill  be  submitted  or  request  for  pay- 
ment be  made  by  the  close  of  the  following  calendar  year  shall  not 
apply  if  (i)  failure  to  submit  the  bill  or  request  the  payment  by  the 
close  of  such  year  is  due  to  the  error  or  misrepresentation  of  an  officer, 
employee,  fiscal  intermediary,  carrier,  or  agent  of  the  Department  of 
Health,  Education,  and  W  elf  are  performing  functions  under  this  title 
and  acting  within  the  scope  of  his  or  its  authority,  and  {ii)  the  bill  is 
submitted,  or  the  payment  is  requested  promptly  after  such  error  or 
misrepresentation  is  eliminated,  or  corrected.'^ 

(4)  Each  contract  under  this  section  shall  be  for  a  term  of  at  least 
one  year,  and  may  be  made  automatically  renewable  from  term  to 
term  in  the  absence  of  notice  by  either  party  of  intention  to  terminate 
at  the  end  of  the  current  term ;  except  that  the  Secretary  may  termi- 
nate any  such  contract  at  any  time  (after  such  reasonable  notice  and 
opportunity  for  hearing  to  the  carrier  involved  as  he  may  provide  in 
regulations)  if  he  finds  that  the  carrier  has  failed  substantially  to 
can  y  out  thp  contract  or  is  carrying  out  the  contract  in  a  manner 
inconsistent  with  the  efficient  and  effective  administration  of  the  insur- 
ance program  established  by  this  part. 

{5)  No  payment  under  this  part  for  a  service  provided  to  any  indi- 
vidual shall  {except  as  provided  in  section  1870)  be  made  to  anyone 
other  than  such  individual  or  {pursuant  to  an  assignment  described  in 
subparagraph  (B)  (ii)  of  paragraph  {3) )  the  physician  or  other  per- 
son who  provided  the  service,  except  that  payment  may  be  made  {A) 
to  the  employer  of  such  physician  or  other  person  if  'such  physician  or 
other  person  is  required  as  a  condition  of  his  employment  to  turn  over 


1  Applies  to  notices  sent  to  individuals  after  1008. 

-A]iplje,~  to  bills  stihn.it  ted  and  retpiests  for  payment  made  after  March  1908. 
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Ms  fee  for  such  service  to  his  employer^  or  (B)  (where  the  service  was  \ 
provided  in  a  hospital^  clinic,  or  other  facility)  to  the  facility  in  which  I 
th£  service  was  provided  if  there  is  a  contractual  arrangement  between  \ 
such  physician  or  other  person  and  such  facility  urider  which  such 
facility  submits  the  hill  for  such  service.'^ 

(c)  Any  contract  entered  into  with  a  carrier  under  this  section 
shall  provide  for  advances  of  funds  to  the  carrier  for  the  making  of  i 
payments  by  it  under  this  part,  and  shall  provide  for  payment  of  the 
cost  of  administration  of  the  carrier,  as  determined  by  the  Secretary 

to  be  necessary  and  proper  for  carrying  out  the  functions  covered  by  | 
the  contract.  i 

(d)  Any  contract  with  a  carrier  under  this  section  may  require  such 
carrier  or  any  of  its  officers  or  employees  certifying  payments  or  dis-  j 
bursing  funds  pursuant  to  the  contract,  or  otherwise  participating  in: 
carrying  out  the  contract,  to  give  surety  bond  to  the  United  States  in 
such  amount  as  the  Secretary  may  deem  appropriate.  i 

(e)  (1)  No  individual  designated  pursuant  to  a  contract  under  this  | 
section  as  a  certifying  officer  shall,  in  the  absence  of  gross  negligence  ' 
or  intent  to  defraud  the  United  States,  be  liable  with  respect  to  any  I 
payments  certified  by  him  under  this  section. 

(2)  No  disbursing  officer  shall,  in  the  absence  of  gross  negligence  or 
intent  to  defraud  the  United  States,  be  liable  with  respect  to  any  pay- 
ment by  him  under  this  section  if  it  was  based  upon  a  voucher  signed 
by  a  certifying  officer  designated  as  provided  in  paragraph  (1)  of  this 
subsection.  I 

(3)  No  such  carrier  shall  be  liable  to  the  United  States  for  any  pay-  i 
ments  referred  to  in  paragraph  ( 1 )  or  (2) . 

(f )  For  purpose  of  this  part,  the  term  "carrier"  means — 

(1)  with  respect  to  providers  of  services  and  other  persons,  a  ! 
voluntary  association,  corporation,  partnership,  or  other  non- 
governmental organization  which  is  lawfully  engaged  in  provid-  I 
ing,  paying  for,  or  reimbursing  the  cost  of,  health  services  under 
group  insurance  policies  or  contracts,  medical  or  hospital  service  ! 
agreements  membership  or  subscription  contracts,  or  similar  j 
group  arrangements,  in  consideration  of  premiums  or  other  pe-  | 
riodic  charges  payable  to  the  carrier,  including  a  health  benefits  I 
plan  duly  sponsored  or  underwritten  by  an  employee  organiza-  ^ 
tion;  and 

(2)  with  respect  to  providers  of  services  only,  any  agency  or 
organization  (not  described  in  paragraph  (1))  with  which  an 
agreement  is  in  effect  under  section  1816. 

State  Agreements  for  Coverage  of  Eligible  Individuals  Who  Are  | 
Receiving  Money  Payments  Under  Public  Assistance  Programs  i 
(or  Are  Eligible  for  Medical  Assistance) 

Sec.  1843.  (a)  The  Secretary  shall,  at  the  request  of  a  State  made 
before  January  1, 1970,  enter  into  an  agreement  with  such  State  pursu- 
ant to  which  all  eligible  individuals  in  either  of  the  coverage  groups 

1  Applies  with  respect  to  bills  submitted  and  requests  for  payments  made  after  the 
date  of  enactment. 
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described  in  subsection  (b)  (as  specified  in  the  agreement)  will  be 
enrolled  under  the  program  established  by  this  part. 

(b)  An  agreement  entered  into  with  any  State  pursuant  to  subsec- 
tion (a)  may  be  applicable  to  either  of  the  following  coverage  groups : 

(1)  individuals  receiving  money  payments  under  the  plan  of 
such  State  approved  under  title  I  or  title  XVI ;  or 

(2)  individuals  receiving  money  payments  under  all  of  the 
plans  of  such  State  approved  under  titles  I,  X,  XIV,  XV,  and 
XVI,  and  part  A  of  title  IV.  Effective  January  1.  197 1^,  and  sub- 
ject to  section  1902(e)  ^  the  Secretary  at  the  request  of  any  State 
shall,  notivithstancling  the  repeal  of  titles  /,  X,  and  XIV  hy  sec- 
tion 303(a)  of  the  Social  Security  Amendments  of  1972  and  the 
amendments  made  to  title  XVI  and  fart  A  of  title  IV  hy  sections 
301  and  302  and  sections  IpOl  and  J^^OS  of  such  amendments,  con- 
tinue in  effect  the  agreement  entered  into  under  this  section  with 
such  State  insofar  as  it  includes  individuals  who  are  eligihle  to 
receive  benefits  under  title  XV  or  part  A  of  title  IV,  or  supple- 
mentary security  income  benefits  under  title  XVI  (as  in  effect 
After  December  31, 1973) ,  or  are  otherwise  eligihle  to  receive  med- 
ical assistance  under  the  plan  of  such  State  approved  under  title 
XIX.  The  provisions  of  subsection  (h)  (2)  of  this  section  as  i/n 
effect  before  the  effective  date  of  the  repeals  and  amendments 
referred  to  in  the  preceding  sentence  shall  continue  to  apply  with 
respect  to  individuals  included  in  any  such  agreement  after  such 
date. 

Except  as  provided  in  subsection  (g),  there  shall  be  excluded  from 
any  coverage  group  any  individual  who  is  entitled  to  monthly  in- 
surance benefits  under  title  II  or  who  is  entitled  to  receive  an  annuity 
or  pension  under  the  Railroad  Retirement  Act  of  1937. 

(c)  For  purposes  of  this  section,  an  individual  shall  be  treated  as  an 
eligible  individual  only  if  he  is  an  eligible  individual  (within  the 
meaning  of  section  1836)  on  the  date  an  agreement  covering  him  is 
entered  into  under  subsection  (a)  or  he  becomes  an  eligible  individual 
(within  the  meaning  of  such  section)  at  any  time  after  such  date; 
and  he  shall  be  treated  as  receiving  money  payments  described  in 
subsection  (b)  if  he  receives  such  payments  for  the  month  in  which 
the  agreement  is  entered  into  or  any  month  thereafter. 

(d)  In  the  case  of  any  individual  enrolled  pursuant  to  this  section — 

(1)  the  monthly  premium  to  be  paid  by  the  State  shall  be 
determined  under  section  1839  (without  any  increase  under  sub- 
section (c)  thereof) ; 

(2)  his  coverage  period  shall  begin  on  whichever  of  the  follow- 
ing is  the  latest : 

(A)  July  1,1966; 

(B)  the  jfirst  day  of  the  third  month  following  the  month 
in  which  the  State  agreement  is  entered  into; 

(C)  the  first  day  of  the  first  month  in  which  he  is  both  an 
eligible  individual  and  a  member  of  a  coverage  group  speci- 
fied in  the  agreement  under  this  section;  or 

(D)  such  date  as  may  be  specified  in  the  agreement:  and 

(3)  his  covera<re  period  attributable  to  the  agreement  with 
the  State  under  this  section  shall  end  on  the  last  day  of  which- 
ever of  the  following  first  occurs : 


Sec.  1843(e) 


1018 


I 


(A)  the  month  in  which  he  is  determined  by  the  State 
agency  to  have  become  ineligible  both  for  money  payments  I 
of  a  kind  specified  in  the  agreement  and  (if  there  is  in  effect  ' 
a  modification  entered  into  under  subsection  (h) )  for  medical 
assistance,  or 

(B)  the  month  preceding  the  first  month  for  which  he  i 
becomes  entitled  to  monthly  benefits  under  title  II  or  to  an  ! 
annuity  or  pension  under  the  Railroad  Retirement  Act  of  i 
1937.  I 

(e)  Any  individual  whose  coverage  period  attributable  to  the  State  | 
agreement  is  terminated  pursuant  to  subsection  (d)(3)  shall  be  deemed  | 
for  purposes  of  this  part  (including  the  continuation  of  his  coverage  i 
period  under  this  part)  to  have  enrolled  under  section  1837  in  the  j 
initial  general  enrollment  period  provided  by  section  1837 (c) .  | 

(f )  With  respect  to  eligible  individuals  receiving  money  payments  i 
under  the  plan  of  a  State  approved  under  title  I,  X,  XIV,  XF,  or  XVI  | 
or  part  A  of  title  IV,  or  recekniig  supplemental  security  income  hem-  | 
fits  under  title  XVI  {as  in  effect  after  Decemher  31, 1973) ,  or  eligible 

to  receive  medical  assistance  under  the  plan  of  such  State  approved 
under  title  XIX.  if  the  agreement  entered  into  under  this  section  so 
provides,  the  term  ''carrier-  as  defined  in  section  1842(f)  also  includes 
the  State  agency,  specified  in  such  agreement,  which  administers  or 
supervises  the  administration  of  the  plan  of  such  State  approved  under  , 
title  I,  XVI.  or  XIX.  The  agreement  shall  also  contain  such  provi-  , 
sions  as  will  facilitate  the  financial  transactions  of  the  State  and  the 
carrier  with  respect  to  deductions,  coinsurance,  and  otherwise,  and  as 
will  lead  to  economy  and  efficiency  of  operation,  with  respect  to  indi- 
viduals receiving  money  payments  under  plans  of  the  State  approved 
under  titles  I,  X,  XIV,  and*^XVI,  and  part  A  of  title  IV,  and  individ-  i 
uals  eligible  to  receive  medical  assistance  under  the  plan  of  the  State  i 
ai)proved  under  title  XIX.  | 

(g)  (1)  The  Secretary  shall,  at  the  request  of  a  State  made  before  ' 
January  1,  1970,  enter  into  a  modification  of  an  agreement  entered 
into  with  such  State  pursuant  to  subsection  (a)  under  which  the  sec-  i 
ond  sentence  of  subsection  (b)  shall  not  apply  with  respect  to  such  j 
agreement.  I 

(2)  In  the  case  of  any  individual  who  would  (but  for  this  subsec-  j 
tion)  be  excluded  from  the  applicable  coverage  group  described  in  I 
subsection  (b)  by  the  second  sentence  of  such  subsection —  i 

(A)  subsections  (c)  and  (d)  (2)  shall  be  applied  as  if  such 
subsections  referred  to  the  modification  under  this  subsection  (in  \ 
lieu  of  the  agreement  under  subsection  (a) ),  | 

(B)  subsection  (d)  (3)  (B)  shall  not  apply  so  long  as  there  is 
in  effect  a  modification  entered  into  by  the  State  under  this  sub- 
section, and 

(C)  notwithstanding  subsection  (e),  in  the  case  of  any  termi-  i 
nation  described  in  such  subsection,  sucli  individual  may  termi- 
nate his  enrollment  under  this  pait  by  the  filing  of  a  notice,  before 
the  close  of  the  third  month  which  begins  after  the  date  of  such  j 
termination,  that  he  no  longer  wishes  to  participate  in  the  insur- 
ance program  established  by  this  part  (and  in  such  a  case,  the 
termination  of  his  coverage  period  under  this  part  shall  take 
effect  as  of  the  close  of  such  third  month). 
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(h)  (1)  The  Secretary  shall,  at  the  request  of  a  State  made  before 
January  1, 1970,  enter  into  a  modification  of  an  agreement  entered  into 
with  such  State  pursuant  to  subsection  (a)  under  which  the  coverage 
group  described  in  subsection  (b)  and  specified  in  such  agreement  is 
broadened  to  include  individuals  who  are  eligible  to  receive  medical 
assistance  under  the  plan  of  such  State  approved  under  title  XIX. 

(2)  For  purposes  of  this  section,  an  individual  shall  be  treated  as 
eligible  to  receive  medical  assistance  under  the  plan  of  the  State 
approved  under  title  XIX  if,  for  the  month  in  which  the  modifica- 
tion is  elite  red  into  under  this  subsection  or  for  any  month  thereafter, 
he  has  been  determined  to  be  eligible  to  receive  medical  assistance 
under  such  plan.  In  the  case  of  any  individual  who  would  (but  for 
this  subsection)  be  excluded  from  the  agreement,  subsections  (c)  and 
(d)  (2)  shall  be  applied  as  if  they  referred  to  the  modification  under 
this  subsection  (in  lieu  of  the  agreement  under  subsection  (a)),  and 
subsection  (d)  (2)  (C)  shall  be  applied  by  substituting  "second  month 
following  the  first  month"  for  "first  month.'' 

Appropriations  to  Cover  Government  Contributions  and 
Contingency  Reserve 

Sec.  1844.  (a)  There  are  authorized  to  be  appropriated  from  time 
to  time  out  of  any  moneys  in  the  Treasury  not  otherwise  appropriated, 
to  the  Federal  Supplementary  Medical  Insurance  Trust  Fund — 

(1)  {A)  a  Government  contribution  equal  to  the  aggregate 
premiums  payable  f&r  a  month  for  enroll ees  age  Go  and  O'yer  under 
this  part  and  dej^osited  in  the  Trust  Fund,  f  and]  multiplied  hy 
the  ratio  of — 

{i)  twice  the  dollar  amount  of  the  actuarially  adequate  rate 
per  enrollee  age  65  aiid  over^  as  determined  under  section 
1839 {c)  (1)  for  such  month,  minus  the  dollar  amount  of  the 
prem'mm  per  emollee  for  such  month  as  determined  under 
section  1839(c)  {3),  to 

(ii)  the  dollar  amoiont  of  the  premium  per  enrollee  J  or  such 
month,  plus 

(B)  a  Government  contribution  equal  to  the  aggregate  premi- 
ums payable  for  a  month  for  enrollees  under  age  65  under  this 
part  and  deposited  in  the  Trust  Fund,  multiplied  by  the  ratio  of — 
(^)  tioice  the  dollar  amount  of  the  actuarially  adequate  rate 
per  enrollee  under  age  65  as  determined  under  section  1839 
{c)  {Jf)  for  such  month,  minus  the  dollar  amount  of  the  pre- 
mium per  enrollee  for  such  month,  as  determined  under  sec- 
tion 1839(c)  (3) ,  to 

(ii)  the  dollar  amount  of  the  premium  per  enrollee  for  such 
monfli} 

(2)  such  sums  as  the  Secretary  deems  necessary  to  place  the 
Trust  Fund,  at  the  end  of  any  fiscal  year  occurring  after  June  30, 
1967,  in  the  same  position  in  which  it  would  have  been  at  tlio  end 
of  such  fiscal  year  if  (A)  a  Government  contribution  representing 
the  excess  of  the  premiums  deposited  in  the  Trust  Fund  during 


1  Effective  witli  respect  to  enroll(>e  preinimns  Payable  for  months  after  June  1073. 
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the  fiscal  year  ending  June  30,  1967,  over  the  Government  contri- 
bution actually  appropriated  to  the  Trust  Fund  during  such  fiscal  j 
year  had  been  appropriated  to  it  on  June  30,  1967,  and  (B)  the  | 
Government  contribution  for  premiums  deposited  in  the  Trust  j 
Fund  after  June  30,  1967,  had  been  appropriated  to  it  when  such  i 
premiums  were  deposited.  , 
(b)  In  order  to  assure  prompt  payment  of  benefits  provided  under  j 
this  part  and  the  administrative  expenses  thereunder  during  the  early  ^ 
months  of  the  program  established  by  this  part,  and  to  provide  a  con-  ' 
tingency  reserve,  there  is  also  authorized  to  be  appropriated,  out  of  ! 
any  moneys  in  the  Treasury  not  otherwise  appropriated,  to  remain 
available  through  the  calendar  year  1969  for  repayable  advances 
(without  interest)  to  the  Trust  Fund,  an  amount  equal  to  $18  mul-  i 
tiplied  by  the  number  of  individuals  (as  estimated  by  the  Secretary)  | 
who  could  be  covered  in  July  1966  by  the  insurance  program  estab- 
lished by  this  part  if  they  had  theretofore  enrolled  under  this  part. 

Eligibility  of  Individuals,  Age  60  Through  64,  Who  Are  Entitled  to 
Benefits  Under  Section  202  or  Who  Are  Spouses  of  Individuals 
Entitled  to  Hospital  Insurance 

Sec,  1845,  (a)  Any  individual  mho  meets  the  conditions  of  para- 
graphs (1)  arid  (2)  of  section  1819(a)  shall  be  eligible  to  enroll  in  the 
insurance  program  established  by  this  part.  The  provisions  of  sub- 
sections  (&),  (<?),  (e),  {f),and  (h)  of  section  1819  shall  apply  to  indi- 
viduals authorized  to  enroll  under  this  section. 

(b)  An  individual's  coverage  pemod  shall  also  terminate  when  {A) 
he  no  longer  meets  the  conditions  specified  in  paragraphs  (1)  and  (2) 
of  section  1819(a)  or  (B)  his  enrollment  under  section  1819  is  termi- 
nated. Where  termination  occurs  pursuant  to  this  subsection.,  the  cov- 
erage period  shall  terminate  with  the  close  of  whichever  of  the 
following  months  is  the  earliest:  (C)  the  month  before  the  month  the 
individual  attains  the  age  of  65  or  (D)  the  month  following  the  month 
in  which  such  individual  no  longer  meets  the  conditions  of  paragraph 
(2)  of  section  1819(a)  or  (E)  the  month  in  which  his  enrollment 
under  section  1819  terminates. 

(c)  (1)  The  monthly  premium  of  each  individual  under  this  section 
foi'  each  month  in  his  coverage  period  before  July  197 li,  shall  be  200 
per  centum  of  the  premium  payable  by  an  individual  who  has  attained 
age  65  for  such  month. 

(2)  The  Secretary  shall.,  during  December  of  each  year  beginning 
in  1973^  determine  and  promulgate  the  dollar  amount  (whether  or  not 
such  dollar  amount  was  applicable  for  premiums  for  any  prior  month) 
which  shall  be  applicable  for  premiums  for  months  occurring  in  the 
12-month  period  coynmencing  July  1  of  the  next  year.  Such  amount 
shall  be  actuarially  adequate  on  a  per  capita  basis  to  meet  the  esti- 
mated amounts  of  incurred  claims  and  administrative  expenses  for  in- 
dividuals enrolled  under  this  section  during  such  period^  and  such 
amount  shall  take  into  consideration  undemoriting  losses  or  gains  in- 
curred during  prior  years.  Any  am.ount  determined  under  the  preced- 
ing sentence  which  is  not  a  multiple  of  $1  shall  be  rounded  to  the  near- 
est $1  or  if  midway  between  multiples  of  $1^  to  the  next  higher  midtiple 
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(d)  All  premiums  collected  from  individuals  enrolled  pursuant  to 
this  section  shall  he  deposited  in  the  Federal  Supplem^entary  Medical 
Insurance  Trust  Fund, 

Part  C— Miscellaneous  Provisions 

Definition  of  Services,  Institutions,  etc. 

Sec.  1861.  For  purposes  of  this  title — 

Spell  of  Illness 

(a)  The  term  "spell  of  illness"  with  respect  to  any  individual  means 
a  period  of  consecutive  days — 

(1)  beginning  with  the  first  day  (not  included  in  a  previous 
spell  of  illness)  (A)  on  which  such  individual  is  furnished  in- 
patient hospital  services  or  extended  care  services,  and  (B)  which 
occurs  in  a  month  for  which  he  is  entitled  to  benefits  under  part  A, 
and 

(2)  ending  with  the  close  of  the  first  period  of  60  consecutive 
days  thereafter  on  each  of  which  he  is  neither  an  inpatient  of  a 
hospital  nor  an  inpatient  of  [an  extended  carej  a  skilled  nursing 
facility. 

Inpatient  Hospital  Services 

(b)  The  term  "inpatient  hospital  services"  means  the  following 
items  and  services  furnished  to  an  inpatient  of  a  hospital  and  (except 
as  provided  in  paragraph  (3) )  by  the  hospital — 

(1)  bed  and  board; 

(2)  such  nursing  services  and  other  related  services,  such  use 
of  hospital  facilities,  and  such  medical  social  services  as  are 
ordinarily  furnished  by  the  hospital  for  the  care  and  treatment 
of  inpatients,  and  such  drugs,  biologicals,  supplies,  appliances, 
and  equipment,  for  use  in  the  hospital,  as  are  ordinarily  furnished 
by  such  hospital  for  the  care  and  treatment  of  inpatients ;  and 

(3)  such  other  diagnostic  or  therapeutic  items  or  services,  fur- 
nished by  the  hospital  or  by  others  under  arrangements  with  them 
made  by  the  hospital,  as  are  ordinarily  furnished  to  inpatients 
either  by  such  hospital  or  by  others  under  such  arrangements  \ 

excluding,  however — 

(4)  medical  or  surgical  services  provided  by  a  physician,  resi- 
dent, or  intern ;  and 

(5)  the  services  of  a  private-duty  nurse  or  other  private-duty 
attendant. 

Paragraph  (4)  shall  not  apply  to  services  provided  in  the  hospital  [by 
an  intern  or  a  resident-in-training  under  a  teaching  program  approved 
by  the  Council  on  Medical  Education  of  the  American  Medical  Asso- 
ciation or,  in  the  case  of  an  osteopathic  hospital,  approved  by  the 
Committee  on  Hospitals  of  the  Bureau  of  Professional  Education  of 
the  American  Osteopathic  Association,  or,  in  the  case  of  services  in 
a  hospital  or  osteopathic  hospital  by  an  intern  or  resident-in-training 
in  the  field  of  dentistry,  approved  by  the  Council  on  Dental  Educa- 
tion of  the  American  Dental  Association.]  hy — 
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(G)  an  intern  or  a  reshlent-'i n-fra'ming  under  a  feacning  pro- 
gram approved  hy  the  Council  on  Medical  Education  of  the  Amer- 
ican Medical  Association  or,  in  the  case  of  an  osteopathic  hospital 
approved  hy  the  Committee  on  Hospitals  of  the  Bureau  of  Pro- 
fessional Educa.tion  of  the  American  Osteopath  if  A^ssociation^  or, 
in  the  case  of  services  in  a  hospital  or  osteopathic  hospital  hy  an 
intej'n  or  7'esident-in-training  in  the  fields  of  dentistry,  approved 
hy  the  Council  on  Dental  Education  of  the  Ameriran  Dental 
Association^  or  in  the  case  of  services  in  a  hospital  or  osteopathic 
ho^ntal  hy  an  intern  or  resident-in-training  in  the  -field  of  podi- 
atry, approved  hy  the  Council  on  Podiatry  Education  of  the 
American  Podiatry  Association  :  or  - 

{7)  a  physician  lohere  the  hospital  has  a  teaching  program 
approved  as  specif-cd  in  paragraph  (0),  unless  {A)  such  inpatient 
is  a  private  patient  (as  defined  in  regulations) ,  or  {B)  the  hos- 
pital estahlishes  that  during  the  tv^'o-year  period  ending  Decem- 
her  31^  1967^  and  eaxh  year  thereafter  all  inpatients  have  heen 
regularly  hilled  hy  the  hospital  for  services  rendered  hy  physi- 
cians and  reasonahle  efforts  have  heen  made  to  collect  in  f  ull  from 
all  patients  and  payment  of  reasonahle  charges  {including  appli- 
cable deductihles  and  coinsurance)  has  heen  regularly  collected 
in  full  or  m  suhstantial  part  from  at  least  50  percent  of  all 
in  patients. 

Inpatient  Psychiatric  Hospital  Services 

(c)  The  term  ''inpatient  psychiatric  hospital  services*'  means  inpa- 
tient hospital  services  furnished  to  an  inpatient  of  a  psychiatric 
hospital. 

Inpatient  Tuberculosis  Hospital  Services 

(d)  The  term  "inpatient  tuberculosis  hospital  services"  means  in- 
patient hospital  services  furnished  to  an  inpatient  of  a  tuberculosis 
hospital. 

Hospital 

(e)  The  term  "hospital"  (except  for  purposes  of  sections  1814(d), 
181 4{f)'-  and  18^5 (b),  subsection  (a)(2)  of  this  section,  j^aragraph 
(7)  of  this  subsection,  and  subsections  (i)  and  (n)  of  this  section) 
means  an  institution  which — 

(1)  is  primarily  engaged  in  providing,  by  or  under  the  super- 
vision of  physicians,  to  inpatients  (A)  diagnostic  services  and 
therapeutic  services  for  medical  diagnosis,  treatment,  and  care  of 
injured,  disabled,  or  sick  persons,  or  (B)  rehabilitation  services 
for  the  rehabilitation  of  injured,  disabled,  or  sick  persons; 

(2)  maintains  clinical  records  on  all  patients ; 

(3)  has  bylaws  in  effect  with  respect  to  its  staff  or  physicians; 

(4)  has  a  requirement  that  every  patient  must  be  under  the 
care  of  a  physician ; 

(5)  provides  24-hour  nursing  service  rendered  or  supervised  by 
a  registered  professional  nurse,  and  has  a  licensed  practical  nurse 


lAnjilies  with  resppct  to  acconntin?  periods  bepiiininir  aftfr  December  31.  19<2. 
-  Apiilies  to  accounting  periods  after  June  30.  1972. 
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or  registered  professional  nurse  on  duty  at  all  times  except  that 
until  January  1,  1976,  the  Secretary  is  authorized  to  ^yaive  the  re- 
quirement of  this  paragraph  for  any  one-year  period  with  respect 
to  any  institution,  insofar  as  such  requirement  relates  to  the  pro- 
vision of  twenty-four-hour  nursing  service  rendered  or  supervised 
by  a  registered  professional  nurse  (except  that  in  any  event  a 
registered  professional  .nurse  must  be  present  on  the  premises  to 
render  or  supervise  the  nursing  service  provided,  during  at  least 
the  regular  daytime  shift),  where  immediately  preceding  such 
one-year  period  he  finds  that — 

(A)  such  institution  is  located  in  a  rural  area  and  the  sup- 
ply of  hospital  services  in  such  area  is  not  sufficient  to  meet 
the  needs  of  individuals  residing  therein, 

(B)  the  failure  of  such  institution  to  quality  as  a  hospital 
would  seriously  reduce  the  availability  of  such  services  to 
such  individuals,  and 

(C)  such  institution  has  made  and  continues  to  make  a 
good  faith  effort  to  comply  with  this  paragraph,  but  such  com- 
pliance is  impeded  by  the  lack  of  qualified  nursing  personnel 
in  such  area ; 

(6)  has  in  effect  a  hospital  utilization  review  plan  which  meets 
the  requirements  of  subsection  (k)  ; 

(7)  in  the  case  of  an  institution  in  any  State  in  which  State  or 
applicable  local  law  provides  for  the  licensing  of  hospitals,  (A) 
is  licensed  pursuant  to  such  law^  or  (B)  is  approved,  b}^  the  agency 
of  such  State  or  locality  responsil3le  for  licensing  hospitals,  as 
meeting  the  standards  established  for  sucli  licensing ;  [andj 

(8)  has  in  effect  an  overall  plan  and  oiidget  that  meets  the  re- 
q^iilremr ntH  of  suh-'<('ctiGii  (.e),'^  and 

(0)  E(8)3  meets  such  other  requirements  as  the  Secretary  finds 
necessary  in  the  interest  of  the  health  and  safety  of  the  individ- 
uals who  are  furnished  services  in  the  institution,  [except  that 
such  other  requirements  may  not  be  higher  than  the  comparable 
requirements  prescribed  for  the  accreditation  of  hospitals  by  the 
Joint  Commission  on  Accreditation  of  Hospitals  (subject  to  the 
second  sentence  of  section  1863)  .J 
For  purposes  of  subsection  (a)  (2),  such  term  includes  any  institution 
which  meets  the  requirements  of  paragraph  (1)  of  this  subsection.  For 
purposes  of  sections  1814(d)  and  1835(b)  (including  determination 
of  whether  an  individual  received  inpatient  hospital  services  or  diag- 
nostic services  for  purposes  of  such  sections) ,  section  1814  if)  (2)  and 
subsections  (i)  and  (n)  of  this  section,  such  term  includes  any  institu- 
tion which  (i)  meets  the  requirements  of  paragraphs  (5)  aiid  (7)  of 
this  subsection,  (ii)  is  not  primarily  engaged  in  providing  the  services 
described  in  section  18Gl(j)  (1)  (A)  and  (iii)  is  primarily  engaged  in 
providing,  by  or  under  the  supervision  of  individuals  referred  to  in 
paragraph  (1)  of  section  1861  (r)  to  inpatients  diagnostic  services  and 
therapeutic  services  for  medical  diagnoisis,  treatment,  and  care  of  in- 
jured, disabled,  or  sick  persons,  or  rehabilitation  services  for  the  re- 
habilitation of  injured,  disabled,  or  sick  persons.  For  purposes  of  sec- 


1  Applies  to  any  provider  of  services  for  fiscal  years  (of  such  provider)  beginning  after 
the  fifth  month  following  the  month  of  enactment. 
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tion  181Jp{f)  (i),  such  term  includes  an  institution  vjhich  (^)  is  a  hos- 
pital  for  purposes  of  sections  181/i{d),  1814(f)  (^),  and  1835(h)  and 
(ii)  is  accredited  hy  the  Joint  Commission  on  Accreditation  of  Hospi- 
tals^ or  is  accredited  hy  or  approved  hy  a  program  of  the  country  in 
which  such  institution  is  located  if  the  Secretary  finds  the  o.ccredita- 
tion  or  comparable  approval  standards  of  such  program  to  he  essen- 
tially equivalent  to  those  of  the  Joint  Commission  on  Accreditation 
of  Hospitals.^ 

Notwithstanding  the  preceding  provisions  of  this  subsection,  such 
term  shall  not,  except  for  purposes  of  subsection  (a)  (2),  include  any 
institution  which  is  primarily  for  the  care  and  treatment  of  mental 
diseases  or  tuberculosis  unless  it  is  a  tuberculosis  hospital  (as  defined 
in  subsection  (g) )  or  unless  it  is  a  psychiatric  hospital  (as  defined 
in  subsection  (f)).  The  term  "hospital"  also  includes  a  Christian 
Science  sanatorium  operated,  or  listed  and  certified,  by  the  First 
Church  of  Christ,  Scientist,  Boston,  Massachusettes,  but  only  with 
respect  to  items  and  services  ordinarily  furnished  by  such  institution 
to  inpatients,  and  payment  may  be  made  wdth  respect  to  services 
provided  by  or  in  such  an  institution  only  to  such  extent  and  under 
such  conditions,  limitations,  and  requirements  (in  addition  to  or  in 
lieu  of  the  conditions,  limitations,  and  requirements  otherwise  applica- 
able)  as  may  be  provided  in  regulations.  For  provisions  deeming  cer- 
tain requirements  of  this  subsection  to  be  met  in  the  case  of  accredited 
institutions,  see  section  1865. 

Psychiatric  Hospital 

(f )  The  term  "psychiatric  hospital"  means  an  institution  which — 

(1)  is  primarily  engaged  in  providing,  by  or  under  the  super- 
vision of  a  physician,  psychiatric  services  for  the  diagnosis  and 
treatment  of  mentally  ill  persons ; 

(2)  satisfies  the  requirements  of  paragraphs  (3)  through  [(8)3 
(^)  -  of  subsection  (e)  : 

(3)  maintains  clinical  records  on  all  patients  and  maintains 
such  records  as  the  Secretary  finds  to  be  necessary  to  determine 
the  degree  and  intensity  of  the  treatment  provided  to  individuals 
entitled  to  hospital  insurance  benefits  under  part  A ; 

(4)  meets  such  staffing  requirements  as  the  Secretary  finds  nec- 
essary for  the  institution  to  carry  out  an  active  program  of  treat- 
ment for  individals  who  are  furnished  services  in  the  institution ; 
and 

(5)  is  accredited  by  the  Joint  Commission  on  Accreditation  of 
Hospitals. 

In  the  case  of  an  institution  which  satisfies  paragraphs  (1)  and  (2) 
of  the  preceding  sentence  and  which  contains  a  distinct  part  which  also 
satisfies  paragraphs  (3)  and  (4)  of  such  sentence,  such  distinct  part 
shall  be  considered  to  be  a  "psychiatric  hospital"  if  the  institution  is 
accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals  or 
if  such  distinct  part  meets  requirements  equivalent  to  such  accredita- 
tion requirements  as  determined  by  the  Secretary. 

1  Applies  to  services  furnished  with  respect  to  admissions  occnrring  after  Dec.  31, 
1971. 

2  Applies  to  any  provider  of  services  for  fiscal  years  (of  such  provider)  beginning  after 
the  fifth  month  following  the  month  of  enactment. 
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Tuberculosis  Hospital 

(g)  The  term  "tuberculosis  hospital"  means  an  institution  which — 

(1)  is  primarily  engaged  in  providing,  by  or  under  the  super- 
vision of  a  physician,  medical  services  for  the  diagnosis  and  treat- 
ment of  tuberculosis ; 

( 2 )  satisfies  the  requirements  of  paragraphs  ( 3 )  through  [  ( 8 )  J 
(P)^  of  subsection  (e)  ; 

(3)  maintains  clinical  records  on  all  patients  and  maintains 
such  records  as  the  Secretary  finds  to  be  necessary  to  determine 
the  degree  and  intensity  of  the  treatment  provided  to  individuals 
covered  by  the  insurance  program  established  by  part  A  ; 

(4)  meets  such  staffing  requirements  as  the  Secretary  finds  nec- 
essary for  the  institution  to  carry  out  an  active  program  of  treat- 
ment for  individuals  who  are  furnished  services  in  the  institution ; 
and 

(5)  is  accredited  by  the  Joint  Commission  on  Accreditation  of 
Hospitals. 

In  the  case  of  an  institution  which  satisfies  paragraphs  (1)  and  (2)  of 
the  preceding  sentence  and  which  contains  a  distinct  part  which  also 
satisfies  paragraphs  (3)  and  (4)  of  such  sentence,  such  distinct  part 
shall  be  considered  to  be  a  "tuberculosis  hospital"  if  the  institution  is 
accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals  or 
if  such  distinct  part  meets  requirements  equivalent  to  such  accredita- 
tion requirements  as  determined  by  the  Secretary. 

Extended  Care  Services 

(h)  The  term  "extended  care  services"  means  the  following  items 
and  services  furnished  to  an  inpatient  of  [an  extended  carej  a  skilled 
nursing  facility  and  (except  as  provided  in  paragraphs  (3)  and  (6) ) 
by  such  [extended  carej  skilled  nursing  facility — 

(1)  nursing  care  provided  by  or  under  the  supervision  of  a 
registered  professional  nurse ; 

(2)  bed  and  board  in  connection  with  the  furnishing  of  such 
nursing  care ; 

(3)  physical,  occupational,  or  speech  therapy  furnished  by  the 
[extended  carej  skilled  nursing  facility  or  by  others  under  ar- 
rangements with  them  made  by  the  facility ; 

(4)  medical  social  services  ; 

(5)  such  drugs,  biologicals,  supplies,  applicances,  and  equip- 
ment, furnished  for  use  in  the  [extended  care]  skilled  nursing 
facility  as  are  ordinarily  furnished  by  such  facility  for  the  care 
and  treatment  of  inpatients  ; 

(6)  medical  services  provided  by  an  intern  or  resident-in- 
training  of  a  hospital  with  which  the  facility  has  in  effect  a  trans- 
fer agreement  (meeting  the  requirements  of  subsection  (1)), 
under  a  teaching  program  of  such  hospital  approved  as  provided 
in  the  last  sentence  of  subsection  (b),  and  other  diagnostic  or 
therapeutic  services  provided  by  a  hospital  with  which  the  facility 
has  such  an  agreement  in  effect ;  and 

(7)  such  other  services  necessary  to  the  health  of  the  patients 
as  are  generally  provided  by  [extended  carej  skilled  nursing 
facilities ; 


1  See  footnote  2  on  page  1024. 
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excluding,  liowever,  any  item  or  service  if  it  would  not  be  included 
under  subsection  (b)  if  furnished  to  an  inpatient  of  a  hospital. 

Post-Hospital  Extended  Care  Services 

(i)  The  term  ''post-hospital  extended  care  services'"  means  extended 
care  services  furnished  an  individual  after  transfer  from  a  hospital  in 
which  he  was  an  inpatient  for  not  less  than  3  consecutive  days  before 
his  discharge  from  the  hospital  in  connection  with  such  transfer.  For 
purposes  of  the  preceding  sentence,  items  and  services  shall  be  deemed 
to  have  been  furnished  to  an  individual  after  transfer  from  a  hospital, 
and  he  sliall  be  deemed  to  have  been  an  inpatient  in  the  hospital  im- 
mediately before  transfer  therefrom,  if  he  is  admitted  to  the  [extended 
care]  sJclUed  nursing  facility  [within  1-i  days  after  discharge  from 
such  hospital :] 

(A)  icithin  IJi  days  after  discharge  from  such  hospital,  or 
(B)  icithin  28  days  after  such  discharge,  in  the  ca^e  of  an  indi- 
cidval  who  was  unahle  to  he  admitted  to  a  skilled  nursing  facility 
icitJiin  such  1.)  days  because  of  a  shortage  of  appropriate  bed 
space  in  the  geographic  area  in  which  he  resides^  or  (C)  luithin 
such  time  as  it  loould  he  medically  appropriate  to  begin  an  active 
course  of  treatment^  in  the  case  of  an  individual  whose  conditio?i 
is  such  that  skilled  nursing  facility  care  loouId  not  be  medically 
appropriate  within  IJ^.  days  after  discharge  from  a.  hospital; 
an  individual  shall  be  deemed  not  to  have  been  discharged  from 
[an  extended  carej  a  sMJled  nursing  facility  if.  within  14  days 
after  discharge  therefrom,  he  is  admitted  to  such  facility  or  any 
other  [extended  care]  skilled  nursing  facility. 

[Extended  CareJ  Skilled  Nursing  Facility 

(j)  The  term  ["extended  care]  skilled  nursing  facility"  means 
(except  for  purposes  of  subsection  (a)  (2) )  an  institute  (or  a  distinct 
part  of  an  uistitution)  which  has  in  effect  a  transfer  agreement  (meet- 
ing the  requirements  of  subsection  (1))  with  one  or  more  hospitals 
having  agreements  in  effect  under  section  1866  and  which — 

(1 )  is  primarily  engaged  in  providing  to  inpatients  (A)  skilled 
nursing  care  and  related  services  for  patients  who  require  medical 
or  nursing  care,  or  (B)  rehabilitation  services  for  the  rehabilita- 
tion of  injured,  disabled,  or  sick  persons; 

(2)  has  policies,  which  are  developed  with  the  advice  of  (and 
with  provision  of  review  of  such  policies  from  time  to  time  by) 
a  group  of  professional  personnel,  including  one  or  more  plwsi- 
cians  and  one  or  more  registered  professional  nurses,  to  govern 
the  skilled  nursing  care  and  related  medical  or  other  services  it 
provides ; 

(3)  has  a  phj^sician,  a  registered  professional  nurse,  or  a  medi- 
cal staff"  responsible  for  the  execution  of  such  policies; 

(4)  (A)  has  a  requirement  that  the  health  care  of  every  patient 
must  be  under  the  supervision  of  a  physician,  and  (B)  pro^ddes 
for  having  a  physician  available  to  furnish  necessary  medical  care 
in  case  of  emergency ; 

(5)  maintains  clinical  records  on  all  patients; 
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(6)  provides  24-hour  nursing  service  which  is  sufficient  to  meet 
nursing  needs  in  accordance  with  the  policies  developed  as  pro- 
vided in  paragraph  (2),  and  has  at  least  one  registered  profes- 
sional nurse  employed  full  time ; 

(7)  provides  appropriate  methods  and  procedures  for  the  dis- 
pensing and  administering  of  drugs  and  biologicals ; 

(8)  has  in  effect  a  utilization  review  plan  which  meets  the  re- 
quirements of  subsection  (k)  ; 

(9)  in  the  case  of  an  institution  in  any  State  in  which  State  or 
applicable  local  law  provides  for  the  licensing  of  institutions  of 
this  nature,  (A)  is  licensed  pursuant  to  such  law,  or  (B)  is  ap- 
proved, by  the  agency  of  such  State  or  locality  responsible  for 
licensing  institutions  of  this  nature,  as  meeting  the  standards 
established  for  such  licensing;  [and] 

{10)  has  in  effect  an  overall  plan  and  hudget  that  meets  the 
requirements  of  subsection  (^)  ;  ^ 

{11)  supplies  full  and  complete  information  to  the  Secretary  or 
his  delegate  as  to  the  identity  {A)  of  each  person  having  {directly 
or  indirectly)  an  ownership  interest  of  10  per  centum  or  more  in 
such  shilled  nursing  facility^  {B)  in  case  a  skilled  nursing  facility 
is  organized  as  a  corporation^  of  each  officer  and  director  of  the 
corporation^  and  {C)  in  case  a  shilled  nursing  facility  is  organized 
as  a  partnership^  of  each  partner^  and  promptly  reports  any 
changes  lohich  would  affect  the  current  accuracy  of  the  informa- 
tion so  required  to  he  supplied;"^ 

{12)  cooperates  in  an  effective  program  which  provides  for  a 
regular  program  of  independent  medical  evaluation  and  audit  of 
the  patients  in  the  facility  to  the  extent  required  hy  the  programs 
in  lohich  the  facility  participates  {including  medical  evaluation,  of 
each  patient/ s  "need  for  skilled  nursing  facility  care)  f 

{13)  meets  such  provisions  of  the  Life  Safety  Code  of  the  Na- 
tional Fire  Protection  Association  {21st  edition^  1967)  as  are 
applicable  to  nursing  homes;  except  that  the  Secretary  may  loaive^ 
for  such  periods  as  he  deems  appropriate^  specific  provisions  of 
such  Code  which  if  rigidly  applied  loould  result  in  unreasonable 
hardship  upon  a  nursing  home^  but  only  if  such  waiver  loill  not 
adversely  affect  the  health  and  safety  of  the  patients;  except  that 
the  provisions  of  such  Code  shall  not  apply  in  any  State  if  the 
Secretary  finds  that  in  such  State  there  is  in  effect  a  fre  and 
safety  code^  imposed  by  State  laio^  which  adequately  protects 
pafieii ts  in-  v ursiv g  homes ;  *  and 

[10]  (74)  meets  such  other  conditions  relating  to  the  health  and 
safety  of  individuals  who  are  furnished  services  in  such  institution 
or  relating  to  the  physical  facilities  thereof  as  the  Secretary  may 
find  necessary  (subject  to  the  second  sentence  of  section  1863), 
except  that  such  term  shall  not  (other  than  for  purposes  of  subsec- 
tion (a)(2))  include  any  institution  which  is  primarily  for  the 
care  and  treatment  of  mental  diseases  or  tuberculosis.  For  pur- 
poses of  subsection  (a)(2),  such  term  includes  any  institution 

1  Applies  to  any  provider  of  services  for  fiscal  j-enrs  (of  snch  provider  be.j^inninc:  after 
the  fifth  month  following  the  month  of  enactment. 

2  Applies  on  or  nfter  .Ttilv  1,  107:^.. 

3  Applies  on  or  after  Tnly  1,  11)73. 
*  Applies  on  or  after  July  1,  1973. 
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which  meets  the  requirements  of  paragraph  (1)  of  this  subsection. 

The  term  [''extended  care]  skilled  nursing  facility"  also  includes  | 

an  institution  described  in  paragraph  (1)  of  subsection  (y) ,  to  the 

extent  and  subject  to  the  limitations  provided  in  such  subsection.  | 
To  the  extent  that  paragraph  (6)  of  this  subsection  may  he  deemed 
to  require  that  any  skilled  nursing  facility  engage  the  sei'vices  of  a  reg-  j 
istered  professional  nurse  for  more  than  liO  hours  a  week^  the  Secretary 
is  authorized  to  loaive  such  requirement  if  he  finds  that —  I 
{A)  such  facility  is  located  in  a  rural  area  and  the  supply  of  , 

skilled  nursing  facility  services  in  such  area  is  not  sufficient  to 

meet  the  needs  of  individuals  residing  therein^ 

{B )  such  facility  has  one  full-time  registered  professional  nurse  \ 

who  is  regularly  on  duty  at  such  facility  1^0  hours  a  week^  and  \ 

(0)  such  facility  (^)  has  only  patients  whose  physicians  have  in-  ' 
dicated  {through  physicians''  orders  or  admission  notes)  that  each 
such  patient  does  not  require  the  services  of  a  registered  nurse  or  • 
a  physician  for  a  Jf8-hour  period^  or  (ii)  has  made  arrangements  I 
for  a  registered  professional  nurse  or  a  physician  to  spend  such  \ 
time  at  such  facility  as  may  he  indicated  as  necessary  hy  the 
physician  to  provide  necessary  skilled  nursing  services  on  days 
when  the  regular  full-time  registered  professional  nurse  is  not 
on  duty. 

Utilization  Review 

(k)  A  utilization  review  plan  of  a  hospital  or  [extended  care]  j 
skilled  nursing  facility  shall  be  considered  sufficient  if  it  is  applicable  | 
to  services  furnished  by  the  institution  to  individuals  entitled  to  insur-  ' 
ance  benefits  under  this  title  and  if  it  provides — 

(1)  for  the  review,  on  a  sample  or  other  basis,  of  admissions  to 
the  institution,  the  duration  of  stays  therein,  and  the  professional  j 
services  (including  drugs  and  biologicals)  furnished,  (A)  with  j 
respect  to  the  medical  necessity  of  the  services,  and  (B)  for  the  | 
purpose  of  promoting  the  most  efficient  use  of  available  health 
facilities  and  services ; 

(2)  for  such  review  to  be  made  by  either  (A)  a  staff  commit-  i 
tee  of  the  institution  composed  of  two  or  more  physicians,  with  ! 
or  without  participation  of  other  professional  personnel,  or  (B)  a 
group  outside  the  institution  which  is  similarly  composed  and  (i) 
which  is  established  by  the  local  medical  society  and  some  or  all 

of  the  hospitals  and  [extended  care]  skilled  nursing  facilities  in 
the  locality,  or  (ii)  if  (and  for  as  long  as)  there  has  not  been  estab- 
lished such  a  group  which  serves  such  institution,  which  is 
established  in  such  other  manner  as  may  be  approved  by  the 
Secretary ; 

(3)  for  such  review,  in  each  case  of  inpatient  hospital  services 
or  extended  care  services  furnished  to  such  an  individual  during  a 
continuous  period  of  extended  duration,  as  of  such  days  of  such 
period  (which  may  differ  for  different  classes  of  cases)  as  may  be 
specified  in  regulations,  with  such  review  to  be  made  as  promptly 
as  possible,  after  each  day  so  specified,  and  in  no  event  later  than 
one  week  following  such  day ;  and 

(4)  for  prompt  notification  to  the  institution,  the  individual, 
and  his  attending  physician  of  any  finding  (made  after  oppor- 
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tmiity  for  consultation  to  such  attending  physician)  by  the  physi- 
cian members  of  such  committee  or  group  that  any  further  stay 
in  the  institution  is  not  medically  necessary. 
The  review  committee  must  be  composed  as  provided  in  clause  (B)  of 
paragraph  (2)  rather  than  as  provided  in  clause  (A)  of  such  para- 
graph in  the  case  of  any  hospital  or  [extended  care]  shilled  nursing 
facility  where,  because  of  the  small  size  of  the  institution,  or  (in  the 
case  of  [an  extended  care]  a  skilled  nursing  facility)  because  of  lack 
of  an  organized  medical  staff,  or  for  such  other  reason  or  reasons  as 
may  be  included  in  regulations,  it  is  impracticable  for  the  institution 
to  have  a  properly  functioning  staff  committee  for  the  purposes  of  this 
subsection.  //  the  Secretary  determines  that  the  utilization  revieio  pro- 
cedures established  pursuant  to  title  XIX  are  superior  in  their  ejfec- 
tiveness  to  the  procedures  required  under  this  section^  he  may^  to  the 
extent  that  he  deems  it  appropriate^  require  for  purposes  of  this  title 
that  the  procedures  established  pursuant  to  title  XIX  be  utilized  in- 
stead of  the  procedures  required  by  this  section. 

Agreements  for  Transfer  Between  EExtended  CareJ  Skilled  Nursing  Facilities 

and'  Hospitals 

(1)  A  hospital  and  [an  extended  care  J  a  skilled  nursing  facility 
shall  be  considered  to  have  a  transfer  agreement  in  effect  if,  by  reason 
of  a  written  agreement  between  them  or  (in  case  the  two  institutions 
are  under  common  control)  by  reason  of  a  written  undertaking  by  the 
person  or  body  which  controls  them,  there  is  reasonable  assurance 
that— 

( 1 )  transfer  of  patients  will  be  effected  between  the  hospital  and 
the  [extended  care]  skilled  nursing  facility  whenever  such  trans- 
fer is  medically  appropriate  as  determined  by  the  attending  phy- 
sician; and 

(2)  there  will  be  interchange  of  medical  and  other  information 
necessary  or  useful  in  the  care  and  treatment  of  individuals  trans- 
ferred between  the  institutions,  or  in  determining  whether  such 
individuals  can  be  adequately  cared  for  otherwise  than  in  either 
of  such  institutions. 

Any  [extended  care]  skilled  nursing  facility  which  does  not  have  such 
an  agreement  in  effect,  but  which  is  found  by  a  State  agency  (of  the 
State  in  which  such  facility  is  situated)  with  which  an  agreement 
under  section  1864  is  in  effect  (or,  in  the  case  of  a  State  in  which  no 
such  agency  has  an  agreement  under  section  1864,  by  the  Secretary)  to 
have  attempted  in  good  faith  to  enter  into  such  an  agreement  with  a 
hospital  sufficiently  close  to  the  facility  to  make  feasible  the  transfer 
between  them  of  patients  and  the  information  referred  to  in  para- 
graph (2),  shall  be  considered  to  have  such  an  agreement  in  effect  if 
and  for  so  long  as  such  agency  (or  the  Secretary,  as  the  case  may  be) 
finds  that  to  do  so  is  in  the  public  interest  and  essential  to  assuring  ex- 
tended care  services  for  persons  in  the  community  who  are  eligible  for 
payments  with  respect  to  such  services  under  this  title. 

Home  Health  Services 

(m)  The  term  "home  health  services"  means  the  following  items 
and  services  furnished  to  an  individual,  who  is  under  the  care  of  a 
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physician,  by  a  home  health  agency  or  by  others  under  arrangements 
with  them  made  by  such  agency,  under  a  plan  (for  furnishing  such 
items  and  services  to  such  individual)  established  and  periodically 
reviewed  by  a  physician,  which  items  and  services  are,  except  as  pro-  ^ 
vided  in  paragraph  (7),  provided  on  a  visiting  basis  in  a  place  of  I 
residence  used  as  such  individual's  home —  I 

(1)  part-time  or  intermittent  nursing  care  provided  by  or  | 
under  the  supervision  of  a  registered  professional  nurse ;  j 

(2)  physical,  occupational,  or  speech  therapy ;  ' 

(3)  medical  social  services  under  the  direction  of  a  physician;  | 

(4)  to  the  extent  permitted  in  regulations,  part-time  or  inter-  ' 
mittent  services  of  a  home  health  aide ; 

(5)  medical  supplies  (other  than  drugs  and  biologicals),  and 
the  use  of  medical  appliances,  while  under  such  a  plan ; 

(6)  in  the  case  of  a  home  health  agency  which  is  affiliated  or 
under  common  control  with  a  hospital,  medical  services  provided  i 
by  an  intern  or  resident-in-training  of  such  hospital  under  a  j 
teaching  program  of  such  hospital  approved  as  provided  in  the  ' 
last  sentence  of  subsection  (b)  ;  and 

(7)  any  of  the  foregoing  items  and  services  which  are  provided 
on  an  outpatient  basis,  under  arrangements  made  by  the  home 
health  agency,  at  a  hospital  or  [extended  care]  skilled  nursing 
facility,  or  at  a  rehabilitation  center  which  meets  such  standards 
as  may  be  prescribed  in  regulations,  and — 

(A)  the  furnishing  of  which  involves  the  use  of  equipment 
of  such  a  nature  that  the  items  and  services  cannot  readily  be 
made  available  to  the  individual  in  such  place  of  residence,  or 

(B)  which  are  furnished  at  such  facility  while  he  is  there 
to  receive  any  such  item  or  service  described  in  clause  (A), 
but  not  including  transportation  of  tlie  individual  in  connec- 
tion with  any  such  item  or  service ; 

excluding,  however,  any  item  or  service  if  it  would  not  be  included 
under  subsection  (b)  if  furnished  to  an  inpatient  of  a  hospital. 

Post-Hospital  Home  Health  Services 

(n)  The  term  "post-hospital  home  health  services"  means  home 
health  services  furnished  an  individual  within  one  year  after  his  most 
recent  discharge  from  a  hospital  of  which  he  was  an  inpatient  for  not 
less  than  3  consecutive  days  or  (if  later)  within  one  year  after  his  most 
recent  discharge  from  [an  extended  care]  a  skilled  nursing  facility  of 
which  he  was  an  inpatient  entitled  to  payment  under  part  A  for  post- 
hospital  extended  care  services,  but  only  if  the  plan  covering  the  home 
health  services  (as  described  in  subsection  (m) )  is  established  withm 
14  days  after  his  discharge  from  such  hospital  or  [extended  care] 
skilled  nursing  facility. 

Home  Health  Agency 

(o)  The  term  "home  health  agency"  means  a  public  agency  or  pri- 
vate organization,  or  a  subdivision  of  such  an  agency  or  organization, 
which— 

(1)  is  primarily  engaged  in  providing  skilled  nursing  services 
and  other  therapeutic  services ; 
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(2)  has  policies,  established  by  a  group  of  professional  per- 
sonnel (associated  with  the  agency  or  organization) ,  including  one 
or  more  physicians  and  one  or  more  registered  professional  nurses, 
to  govern  the  services  (referred  to  in  paragraph  (1))  which  it 
provides,  and  provides  for  supervision  of  such  services  by  a  physi- 
cian or  registered  professional  nurse ; 

(3)  maintains  clinical  records  on  all  patients; 

(4)  in  the  case  of  an  agency  or  organization  in  any  State  in 
which  State  or  applicable  local  law  provides  for  the  licensing  of 
agencies  or  organizations  of  this  nature,  (A)  is  licensed  pursuant 
to  such  law,  or  (B)  is  approved,  by  the  agency  of  such  State  or 
locality  responsible  for  licensing  agencies  or  organizations  of  this 
nature,  as  meeting  the  standards  established  for  such  licensing; 
[and] 

(5)  has  in  effect  an  overall  plan  and  budget  that  meets  the  re- 
qu'rrements  of  suhseetiort  (.2  )  ,•  and  ^ 

[(5)  J  (6')  meets  such  other  conditions  of  participation  as  the 
Secretary  may  find  necessary  in  the  interest  of  the  health  and 
safety  of  individuals  who  are  furnished  services  by  such  agency  or 
organization ; 

except  that  such  term  shall  not  include  a  private  organization  which 
is  not  a  nonprofit  organization  exempt  from  Federal  income  taxation 
under  section  501  of  the  Internal  Revenue  Code  of  1954  (or  a  subdivi- 
sion of  such  organization)  unless  it  is  licensed  pursuant  to  State  law 
and  it  meets  such  additional  standards  and  requirements  as  may  be 
prescribed  in  regulations;  and  except  that  for  purposes  of  part  A 
such  term  shall  not  include  any  agency  or  organization  which  is  pri- 
marily for  the  care  and  treatment  of  mental  diseases. 


(p)  The  term  "outpatient  physical  therapy  services"  means  physical 
therapy  services  furnished  by  a  provider  of  services,  a  clinic,  rehabili- 
tation agency,  or  a  public  health  agency,  or  by  others  under  an  ar- 
rangement with,  and  under  the  supervision  of,  such  provider,  clinic, 
rehabilitation  agency,  or  public  health  agency  to  an  individual  as  an 
outpatient — 

(1)  who  is  under  the  care  of  a  physician  (as  defined  in  section 
1861(r)(l)),and 

(2)  with  respect  to  whom  a  plan  prescribing  the  type,  amount, 
and  duration  of  physical  therapy  services  that  are  to  be  furnished 
such  individual  has  been  established,  and  is  periodically  reviewed, 
by  a  physician  (as  so  defined)  ; 


(3)  any  item  or  service  if  it  would  not  be  included  under  sub- 
section (b)  if  furnished  to  an  inpatient  of  a  hospital;  and 

(4)  any  such  service — 

(A)  if  furnished  by  a  clinic  or  rehabilitation  agency,  or 
by  others  under  arrangements  with  such  clinic  or  agency, 
unless  such  clinic  or  rehabilitation  agency — 

1  Applies  to  anv  provider  of  services  for  fiscal  years  (of  such  provider)  beginning  after 
the  fifth  month  following  the  month  of  enactment. 
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(i)  provides  an  adequate  program  of  physical  ther- 
apy services  for  outpatients  and  has  the  facilities  and 
personnel  required  for  such  program  or  required  for  the 
supervision  of  such  a  program,  in  accordance  with  such 
requirements  as  the  Secretary  may  specify, 

(ii)  has  policies,  established  by  a  group  of  profes- 
sional personnel,  including  one  or  more  physicians 
(associated  with  the  clinic  or  rehabilitation  agency)  and 
one  or  more  qualified  physical  therapists,  to  govern  the 
services  (referred  to  in  clause  (i))  it  provides, 

(iii)  maintains  clinical  records  on  all  patients, 

(iv)  if  such  clinic  or  agency  is  situated  in  a  State  in 
which  State  or  applicable  local  law  provides  for  the 
licensing  of  institutions  of  this  nature,  (I)  is  licensed 
pursuant  to  such  law,  or  (II)  is  approved  by  the  agency 
of  such  State  or  locality  responsible  for  licensing  insti- 
tutions of  this  nature,  as  meeting  the  standards  estab- 
lished for  such  licensing ;  and 

(v)  meets  such  other  conditions  relating  to  the  health 
and  safety  of  individuals  who  are  furnished  services  by 
such  clinic  or  agency  on  an  outpatient  basis,  as  the 
Secretary  may  find  necessary,  or 

(B)  if  furnished  by  a  public  health  agency,  unless  such 
agency  meets  such  other  conditions  relating  to  health  and 
safety  of  individuals  who  are  furnished  services  by  such 
agency  on  an  outpatient  basis,  as  the  Secretary  may  find 
necessary. 

In  addition^  such  term  includes  physical  therapy  services  which  meet 
the  requirements  of  the  first  sentence  of  this  subsection  except  that  they 
are  furnished  to  an  individual  as  an  inpatient  of  a  hospital  or  sJcilled 
nursing  facility.^ 

(5)  For  purposes  of  subsections  (a),  (&),  and  (bb)  the  term 
'^free  standing  rehabilitation  facility''^  means  a  facility  where  only 
one  form  of  rehabilitation  services  shall  be  required  to  be  provided 
if  such  service  is  speech  pathology  or  clinical  psychology^  respec- 
tively.'^ 

Physicians*  Services 

(q)  The  term  "physicians'  services"  means  professional  services  per- 
formed by  physicians,  including  surgery,  consultation,  and  home,  of- 
fice, and  institutional  calls  [(but  not  including  services  described  in 
the  last  sentence  of  subsection  (b))2  {but  not  includifig  senn-ces  de- 
scribed in  subsection  (b)  (6)) 

Physician 

(r)  The  term  "physician",  when  used  in  connection  with  the  per- 
formance of  any  function  or  action,  means  (1)  a  doctor  of  medicine 
or  osteopathy  legally  authorized  to  practice  medicine  and  surgery  by 
the  State  in  which  he  performs  such  function  or  action  (including  a 


1  Applies  to  services  furnished  on  or  after  the  date  of  enactment. 

2  Applies  to  services  rendered  after  December  31,  1972. 

2  Applies  to  accounting  periods  beginning  after  December  31,  1972. 
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physician  within  the  meaning  of  section  1101(a)  (7) ),  (2)  a  doctor  of 
dentistry  or  of  dental  or  oral  surgery  who  is  legally  authorized  to 
practice  dentistry  by  the  State  in  which  he  performs  such  function 
but  only  with  respect  to  (A)  surgery  related  to  the  jaw  or  any  struc- 
ture contiguous  to  the  jaw  or  (B)  the  reduction  of  any  fracture  of  the 
jaw  or  any  facial  bone,  or  (O)  the  certification  required  section 
181If,{a)  (2)  (E)  of  this  Act  ^  [or]  (3)  except  for  the  purposes  of  sec- 
tion 1814(a),  section  1835,  and  subsections  (j),  (k),  (m),  and  (o)  of 
this  section,  a  doctor  of  podiatry  or  surgical  chiropody,  but  (unless 
clause  (1)  of  this  subsection  also  applies  to  him)  only  with  respect  to 
functions  which  he  is  legally  authorized  to  perform  as  such  by  the 
State  in  which  he  performs  them,  (^)  a  doctor  of  optometry  who  is 
legally  authorized  to  practice  optometry  hy  the  State  in  which  he  per- 
forms such  function^  hut  only  with  respect  to  establishing  the  necessity 
for  prosthetic  lenses^^  or  (5)  a  chiropractor  ivho  is  licensed  as  such  hy 
the  State  (or  in  a  State  which  does  not  license  chiropractors  as  such^  is 
legally  authorized  to  perform  the  services  of  a  chiropractor  in  the  ju- 
risdiction in  lohich  he  performs  such  services) ,  and  who  meets  uniform 
minimum  standards  promulgated  hy  the  Secretary^  hut  only  for  the 
purpose  of  sections  1861  {s)  (1)  and  1861  (s)  (2)  (A)  and  only  with  re- 
spect to  treatment  hy  means  of  manual  manipulation  of  the  spine 
which  he  is  legally  authorized  to  perform  hy  the  State  or  jurisdiction 
in  tohich  such  treatment  is  provided.^  For  the  purposes  of  section 
1862 {a)  (4)  cind  subject  to  the  limitations  and  conditions  provided  in 
the  previous  sentence^  such  term  includes  a  doctor  of  one  of  the  arts, 
specified  in  such  previous  sentence,  legally  authorized  to  practice  such 
art  in  the  country  in  which  the  inpatient  hospital  services  [i^ef erred 
to  in  such  section  1862(a)  (4) )  are  furnished.^ 

Medical  and  Other  Health  Services 

(s)  The  term  "medical  and  other  health  services"  means  any  of  the 
following  items  or  services ; 

(1)  physicians' services ; 

(2)  (A)  services  and  supplies  (including  drugs  and  biologicals 
which  cannot,  as  determined  in  accordance  with  regulations,  be 
self -administered)  furnished  as  an  incident  to  a  physician's  pro- 
fessional service,  of  kinds  which  are  commonly  furnished  in 
physicians'  offices  and  are  commonly  either  rendered  without 
charge  or  included  in  the  physicians'  bills  ; 

(B)  hospital  services  (including  drugs  and  biologicals  which 
cannot,  as  determined  in  accordance  with  regulations,  be  self- 
administered)  incident  to  physicians'  services  rendered  to  out- 
patients ; 

(C)  diagnostic  services  which  are — 

(i)  furnished  to  an  individual  as  an  outpatient  by  a  hos- 
pital or  by  others  under  arrangements  with  them  made  by  a 
hospital,  and 


1  Applips  to  admissions  occurring:  after  the  second  month  following  the  month  of 
enactment. 

3  Applies  only  with  respect  to  services  performed  on  or  after  the  date  of  enactment. 
^  Applies  to  services  furnished  after  .Tune  .30.  11)7.'?. 

*  Applies  to  services  furnished  with  respect  to  admissions  occurring  after  December  31, 
1972. 
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(ii)  ordinarily  furnished  by  such  hospital  (or  by  others 
under  such  arrangements)  to  its  outpatients  for  the  purpose 
of  diagnostic  study  [^andj ; 

( D )  outpatient  physical  therapy  services ; 

{E)  outpatient  S']>eecli  pathology  Hcrrices;  ^ 

{F)  outpatient  din icnl  ])sych ologist.-^'^  services ;  ~  and 

(G)  outpatient  rehahHitation  ser rices;  ^ 

(3)  diagnostic  X-ray  tests  (including  tests  under  the  super- 
vision of  a  physician,  furnished  in  a  place  of  residence  used  as 
the  patient's  home,  if  the  performance  of  such  tests  meets  such 
conditions  relating  to  health  and  safety  as  the  Secretary  may  find 
necessar}^) ,  diagnostic  laborator}^  tests,  and  other  diagnostic  tests; 

(4)  X-ray,  radimn,  and  I'adioactive  isotope  therapy,  including 
materials  and  services  of  technicians ; 

(5)  surgical  dressings,  and  splints,  casts,  and  other  devices  used 
for  reduction  of  fractures  and  dislocations ; 

(6)  durable  medical  equipment,  including  iron  lungs,  oxygen 
tents,  hospital  beds,  and  wheelchairs  used  in  the  patient's  home 
(including  an  institution  used  as  his  home  other  than  an  institu- 
tion that  meets  the  requirements  of  subsection  (e)  (1)  or  (j)  (1) 
of  this  section) ,  whether  furnished  on  a  rental  basis  or  purchased  ; 

(7)  ambulance  service  where  the  use  of  other  methods  of 
transportation  is  contraindicated  by  the  individual's  condition, 
but  only  to  the  extent  provided  in  regulations ; 

(8)  prosthetic  devices  (other  than  dental)  which  replace  all  or 
part  of  an  internal  bodv  organ  {inctdiding  colostomy  hags  and 
supplies  directly  related  to  colostomy  care)  including  replace- 
ment of  such  devices;  and 

(9)  leg,  arm,  back,  and  neck  braces,  and  artificial  legs,  arms, 
and  eyes,  including  replacements  if  required  because  of  a  change 
in  the  patient's  physical  condition. 

No  diagnostic  tests  performed  in  any  laboratory  which  is  independent 
of  a  physician's  office  or  a  hospital  (which,  for  purposes  of  this  sen- 
tence, means  an  institution  considered  a  hospital  for  purposes  of  sec- 
tion 1814(d))  shall  be  included  within  paragraph  (3)  unless  such 
laboratory — 

(10)  if  situated  in  any  State  in  Avliich  State  or  applicable  local 
lav7  provides  for  licensing  of  establishments  of  this  nature,  (A) 
is  licensed  pursuant  to  such  law,  or  ( B )  is  approved,  by  the  agency 
of  such  State  or  locality,  responsible  for  licensing  establishments 
of  this  nature,  as  meeting  the  standards  established  for  such 
licensing;  and 

(11)  meets  such  other  conditions  relating  to  the  health  and 
safety  of  individuals  with  respect  to  whom  such  tests  are  per- 
formed as  the  Secretary  may  find  necessary. 

There  shall  be  excluded  from  the  diagnostic  services  specified  in 
paragraph  (2)  (C)  any  item  or  service  (except  services  referred  to  in 
paragraph  ( 1 ) )  which — 

(12)  would  not  be  included  under  subsection  (b)  if  it  were  fur- 
nished to  an  inpatient  of  a  hospital;  or 


1  Applies  to  services  rendered  after  December  31,  1972. 
-  Applies  to  services  rendered  after  December  31,  1972. 
3  Applies  to  services  rendered  after  December  31,  1972. 
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(13)  is  fiirnislied  under  arran<:>T-ments  referred  to  in  such  pai'a- 
graph  (2)  (C)  unless  furnished  in  the  hospital  or  in  other  facili- 
ties operated  by  or  under  the  supervision  of  the  hospital  or  its 
oro:anized  medical  staff. 
None  of  the  items  and  services  referred  to  in  tlie  precedi]ii>-  para^^raphs 
(other  than  paragraphs  (1)  and  (2)  (A) )  of  this  subsection  which  are 
furnished  to  a  patient  of  an  institution  which  meets  the  definition  of 
a  hospital  for  purposes  of  section  1814(d)  shall  be  included  unless 
such  other  conditions  are  met  as  the  Secretary  may  find  necessary 
relating  to  health  and  safety  of  individuals  with  respect  to  Vv^iom  such 
items  and  services  are  furnished. 

Drugs  and  Biologicals 

(t)  The  term  "drugs"  and  the  term  "biologicals",  except  for  pur- 
poses of  subsection  (m)  (5)  of  this  section,  include  only  such  drugs 
and  biologicals,  respectively,  as  are  included  (or  approved  for  inclu- 
sion) in  the  United  States  Pharmacopoeia,  the  National  Formulary, 
or  the  United  States  Homeopathic  Pharmacopoeia,  or  in  New  Drugs 
or  Accepted  Dental  Kemedies  (except  for  any  drugs  and  biologicals 
unfavorably  evaluated  therein),  or  as  are  approved  by  the  pharmacy 
and  drug  therapeutics  committee  (or  equivalent  committee)  of  the 
medical  staff  of  the  hospital  furnishing  such  drugs  and  biologicals 
for  use  in  such  hospitals,  or  as  are  afproved  hy  the  Formulary  Com- 
mittee. The  term  ^''eligible  drug^''  means  a  drug  or  Mological  ivhich  {A) 
can  he  self -administered^  (B)  requires  a  physiciari's  prescription  (ex- 
cept for  insulin),  (6')  is  presci-ihed  when  the  individual  requiring  such 
drug  is  not  an  inpatient  in  a  hospital  or  extended  cave  facility^  during 
a  period  of  covered  care,  {D)  is  inc-luded  hy  strength  and  dosage 
forms  among  the  drugs  ami  biologicals  approved  by  the  Formulary 
Committee^  (E)  is  dispensed  {except  as  provided  by  section  181Jf{i)), 
by  a  pharniacist  from  a  participating  pharmacy,  and  (F)  is  dispensed 
in  quantities  consistent  ivith  proper  medical  'practice  and  reasonable 
p  I  'of  ess  io  na  I  discre  t  ion .  ^ 

Provider  of  Services 

(u)  The  term  "provider  of  services"  means  a  hospital,  [extended 
carej  skilled  nursing  facility,  [orj  home  health  agency,  or  pharmacy^ 
or^  for  purposes  of  section  IStlfig)  and  section  1835 {e)^  a  fund.^ 

Reasonable  Cost 

( v)  (1)  (^ )  [The  reasonable  cost]  Except  as  provided  in  paragraph 
(7),  the  medicare  aJlonumce'^  of  any  services  shall  be  the  cost  ac- 
tually incurred^  excluding  therefrom  any  part  of  incurred,  cost  found 
to  be  unnecessary  in  the  efficient  delivery  of  needed  health  services, 
and  shall  be  ^  determined  in  accordance  with  regulations  establishing 
the  method  or  methods  to  be  used,  and  the  items  to  be  included,  in 


^  Aijplif^s  to  eligible  drills  furnished  on  and  after  July  1,  1073. 

-  .\i)i>lies  to  elijrilile  drugs  fnriiished  on  and  after  July  1,  1973. 

•■'Aprilies  to  afconnting  i>eriods  heginnins:  after  December  31 ,  1 972. 

*  Applies  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 

5  Effective  with  respect  to  accounting  periods  beginning  after  December  31,  1972. 
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determining  such  costs  for  various  types  or  classes  of  institutions,  \ 
agencies,  and  services;  except  that  in  any  case  to  which  paragraph  j 
(2)  or  (3)  applies,  the  amount  of  the  payment  determined  under 
such  paragraph  with  respect  to  the  services  involved  shall  be  con- 
sidered the  reasonable  cost  of  such  services.  In  prescribing  the  regula-  I 
tions  referred  to  in  the  preceding  sentence,  the  Secretary  shall  con- 
sider, among  other  things,  the  principles  generally  applied  by  na-  j 
tional  organizations  or  established  prepayment  organizations  (which 
have  developed  such  principles)  in  computing  the  amount  of  payment,  I 
to  be  made  by  persons  other  than  the  recipients  of  services,  to  providers 
of  services  on  account  of  services  furnished  to  such  recipients  by  I 
such  providers.  Such  regulations  may  provide  for  determination  of 
the  costs  of  services  on  a  per  diem,  per  unit,  per  capita,  or  other  basis, 
may  provide  for  using  different  methods  in  different  circumstances, 
may  provide  for  the  use  of  estimates  of  costs  of  particular  items  or 
services^,]  Tnay  provide  for  the  establishment  of  limits  on  the  direct  or 
indirect  overall  incurred  costs  or  incurred  costs  of  specific  items  or  i 
services  or  groups  of  items  or  services  to  he  recognized  as  reasonable  I 
based  on  estimates  of  the  costs  necessary  in  the  efficient  delivery  of  \ 
needed  health  services  to  individuals  covered  by  the  insurance  pro- 
grams established  under  this  title,^  and  may  provide  for  the  use  of  i 
charges  or  a  percentage  of  charges  where  this  method  reasonably 
reflects  the  costs.  Such  regulations  shall  [(A)  take]  (^)  take  into  ac- 
count both  direct  and  indirect  costs  of  providers  of  services  {excluding  \ 
therefrom  any  such  costs^  including  standby  costs,  which  are  deter-  ' 
mined  in  accordance  with  regulations  to  be  unnecessary  in  the  eifi-  \ 
cient  delivery  of  services  covered  by  the  insurance  programs  estab-  \ 
lished  under  this  title)  ^  in  order  that,  under  the  methods  of  deter-  | 
mining  costs,  the  [costs  with  respectj  necessary  costs  of  eificiently  i 
delivering  covered  services  ^  to  individuals  covered  b;^^  the  insurance  | 
programs  established  by  this  title  will  not  be  borne  by  individuals  not  j 
So  covered,  and  the  costs  with  respect  to  individuals  not  so  covered  i 
will  not  be  borne  by  such  insurance  programs,  and  [(B)  provide]  ' 
(ii)  provide  for  the  making  of  suitable  retroactive  corrective  adjust- 
ments where,  for  a  provider  of  services  for  any  fiscal  period,  the  aggre-  I 
gate  reimbursement  produced  by  the  methods  of  determining  costs  j 
proves  to  be  either  inadequate  or  excessive.  . 

{B)  Such  regulations  in  the  case  of  extended  care  services  furnished  | 
by  proprietary  facilities  shall  include  provision  for  specific  recognition 
of  a  reasonable  return  on  equity  capital,  including  necessary  working  ' 
capital,  invested  in  the  facility  and  used  in  the  furnishing  of  such  serv- 
ices, in  lieu  of  other  allowances  to  the  extent  that  they  reflect  similar  j 
items.  The  rate  of  return  recognized  pursuant  to  the  preceding  sen-  I 
tence  for  determining  the  reasonable  cost  of  any  services  furnished  in  i 
any  fiscal  period  shall  not  exceed  one  and  one-half  times  the  average 
of  the  rates  of  interest,  for  each  of  the  months  any  part  of  which  is  in- 
cluded in  such  fiscal  period,  on  obligations  issued  for  purchase  by  the  ' 
Federal  Hospital  Insurance  Trust  Fund. 

{C)  Where  a  hospital  has  an  arrangement  with  a  medical  school 


1  Effective  with  respect  to  accounting  periods  beginning  'after  December  31,  1972. 

2  Effective  with  respect  to  accounting  periods  beginning  after  December  31,  1972. 
'  Effective  with  respect  to  accounting  periods  beginning  after  December  31,  1972. 
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under  which  the  faculty  of  such  school  provides  services  at  such  hospi- 
tal, an  amount  not  in  excess  of  the  reasonable  cost  of  such  services  to 
the  medical  school  shall  he  included  in  determining  the  reasonable  cost 
to  the  hospital  of  furnishing  services — 

(i)  for  which  payment  may  he  made  under  part  A,  hut  only  if 
(I)  payment  for  such  services  as  furnished  under  such  ar- 
rangement would  he  made  under  part  A  to  the  hospital  had 
such  services  heen  furnished  hy  the  hospital,  and 

{II)  such  hospital  pays  to  the  medical  school  at  least  the 
reasonable  cost  of  such  services  to  the  medical  school,  or 

(ii)  for  which  payment  may  he  made  under  part  B,  hut  only 
if  such  hospital  pays  to  the  medical  school  at  least  the  reasonable 
cost  of  such  services  to  the  medical  school.^ 

(D)  Where  (i)  physicians  furnish  services  which  are  either  inpa- 
tient hospital  services  (including  services  in  conjuTwtion  with  the 
teaching  programs  of  such  hospital)  hy  reason  of  paragraph  (7)  of 
subsection  (h)  or  for  which  entitlement  exists  hy  reason  of  clause  {II) 
of  section  1832 {a)  {2)  {B)  {i)  and  {ii)  such  hospital  {or  medical 
school  under  arrangement  with  such  hospital)  incurs  no  actual  cost  in 
the  furnishing  of  such  services,  the  reasonable  cost  of  such  services 
shall  {under  regulations  of  the  Secretary)  be  deemed  to  be  the  cost  such 
hospital  or  medical  school  loould  have  incurred  had  it  paid  a  salary  to 
such  physicians  rendering  such  services  approximately  equivalent  to 
the  average  salary  paid  to  all  physicians  employed  by  such  hospital 
{or  if  such  employment  does  not  exist,  or  is  minimal  in  such  hospital, 
hy  similar  hospitals  in  a  geographic  area  of  sufficient  size  to  assure 
reasonable  inclusion  of  sufficient  physicians  in  development  of  such 
average  salary)  r 

{E)  Such  regulations  may,  in  the  case  of  skilled  nursing  facilities 
in  any  State,  provide  for  the  uses  of  rates,  developed  hy  the  State  in 
which  such  facilities  are  located,  for  the  payment  of  the  cost  of  skilled 
7iursing  facility  services  furnished  under  the  State'' s  plan  approved 
under  title  XIX  {and  such  rates  may  he  increased  by  the  Secretary 
on  a  class  or  size  of  institution  or  on  a  geographical  basis  hy  a  per- 
centage factor  not  in  excess  of  10  percent  to  take  into  account  deter- 
minable items  or  services  or  otlier  requirements  under  this  title  not 
otherwise  included  in  the  computation  of  such  State  rates),  if  the 
Secretary  finds  that  such  rates  are  reasonably  related  to  {but  not  nec- 
essarily limited  to)  analyses  undertaken  hy  such  State  of  costs  of  care 
in  comparable  facilities  in  such  State;  except  that  the  foregoing  pro- 
visions of  this  subparagraph  shall  not  apply  to  any  skilled  nursing 
facility  in  such  State  if — 

(^)  such  facility  is  a  distinct  part  of  or  directly  operated  hy  a 
hospital,  or 

{ii)  such  facility  operates  in  a  close,  formal  satellite  relation- 
ship {as  defined  in  regulations  of  the  Secretan^y)  with  a  participat- 
ing hospital  or  hospitals. 
Notwithstanding  the  previous  provisions  of  this  paragraph  in  the  case 
of  a  facility  specified  in  clause  {ii)  of  this  subparagraph,  the  reason- 


1  Applies  to  accounting  periods  be^^inninpj  after  December  3T,  1972. 
^Applies  to  accounting  periods  beginning?  after  December  31,  1972. 
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able  cost  of  any  services  fuimished  by  such  facility  as  determhwd  by 
the  Secretain/  under  this  subsection  shall  not  exceed  150  percent  of  the 
costs  determined  by  the  afylication  of  this  subparagraph  {without 
regard  to  such  clause  {ii)). 

Certification  and  Approval  of  Skilled  Nursing  Facilities 

(2)  (A)  If  the  bed  and  board  furnished  as  part  of  inpatient  hospital 
services  (inchidino-  inpatient  tuberculosis  hospital  services  and  in- 
patient psychiatric  hospital  services)  or  post-hospital  extended  care 
services  is  in  accommodations  more  expensive  than  semi-private  ac- 
commodations, the  amount  taken  into  account  for  purposes  of  paj-ment 
mider  this  title  with  respect  to  such  services  may  not  exceed  an  amount 
equal  to  the  reasonable  cost  of  such  services  if  furnished  in  such  semi- 
private  accommodations  unless  the  more  expensive  accommodations 
were  required  for  medical  reasons. 

(B)  A\Tiere  a  provider  of  services  which  has  an  agreement  in  effect 
under  this  title  furnishes  to  an  individual  items  or  services  which  are 
in  excess  of  or  more  expensive  than  the  items  or  services  with  respect 
to  which  payment  may  be  made  under  part  A  or  pait  B,  as  the  case  may 
be,  the  Secretary  shall  take  into  account  for  purposes  of  payment  to 
such  provider  of  services  only  the  equivalent  of  the  reasonable  cost  of 
the  items  or  services  with  respect  to  which  such  payment  may  be  made. 

(3)  If  the  bed  and  board  furnished  as  part  of  inpatient  hospital 
services  (including  inpatient  tuberculosis  hospital  services  and  inpa- 
tient psychiatric  hospital  services)  or  post-hospital  extended  care  serv- 
ices is  in  accommodations  other  than,  but  not  more  expensive  than, 
semi-private  accommodations  and  the  use  of  such  other  accommoda- 
tions rather  than  semi-private  accommodations  was  neither  at  the  re- 
quest of  the  patient  nor  for  a  reason  which  the  Secretary  determines  is 
consistent  with  the  purposes  of  this  title,  the  amount  of  the  payment 
with  respect  to  such  bed  and  board  under  part  A  shall  be  the  reasonable 
cost  of  such  bed  and  board  furnished  in  semi-private  accommodations 
(determined  pursuant  to  paragraph  (1) )  minus  the  difference  between 
the  charge  customarily  made  by  the  hospital  or  [extended  care]  skilled 
nursing  facility  for  bed  and  board  in  semi-private  accommodations 
and  the  charge  customarily  made  by  it  for  bed  and  board  in  the  ac- 
commodations furnished. 

(4)  //  a  provider  of  sej^vices  fw^ishes  items  or  services  to  an  in- 
dividual which  are  substantially  in  excess  of  or  more  expensive  than 
the  items  or  services  determined  to  be  necessary  in  the  effi^clent  delivery 
of  needed  health  services  and  charges  are  imposed  for  such  more  ex- 
pensive item^s  or  services  under  the  authority  granted  in  section  1866 
(a)  (2)  (B)  (ii)^  the  amount  of  payment  with  respect  to  such  items  or 
services  otherwise  due  such  provider  in  any  fiscal  period  shall  be  re- 
duced to  the  extent  that  such  payment  plus  such  charges  exceed  the 
cost  actually  incurred  for  such  items  or  services  in  the  fiscal  period 
in  lohich  such  charges  are  imposed.^ 

{5)  {A)  Where  physical  therapy  services^  occupational  therapy  serv- 
ices^ speech  therapy  services^  or  other  therapy  services  or  services  of 
other  health-related  personnel  (other  than  physicians)  are  fuimished 
under  an  arrangement  with  a  provider  of  services  or  other  organiza- 


1  Effective  with  respect  to  accounting  periods  beginning  after  December  31,  1972. 
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tion  specified  in  the  first  sentence  of  section  1861  {p).  the  amount 
included  in  any  payment  to  such  provider  or  other  organization 
under  this  title  as  the  reasonable  cost  of  such  services  {as  fuimished 
under  such  arrangements)  shall  not  exceed  an  amount  equal  to 
the  salary  which  would  reasonably  have  heen  paid  for  such  services 
{together  vnth  any  additional  costs  that  would  have  been  incui^ed  by 
the  provider  or  other  organization)  to  the  person  performing  them  if 
they  had  been  performed  in  an  employment  relationship  with  such 
provider  or  other  organization  {rather  than  under  such  arrangement) 
plus  the  cost  of  such  other  expenses  {including  a  reasonahle  allowance 
for  travel  time  and  other  reasonable  types  of  expense  related  to  any 
differences  in  acceptable  methods  of  organization  for  the  provision 
of  such  therapy)  incurred  by  such  person^  as  the  Secretary  may  in 
regulation's  determine  to  be  appropriate} 

{B)  N ottoithstanding  the  provisions  of  subparagraph  (yl),  if  a 
provider  of  services  or  other  organization  specified  in  the  first  sen- 
tence of  section  1861  {p)  requires  the  services  of  a  therapist  on  a  lim- 
ited part-time  basis^  or  only  to  perform  intermittent  services^  the 
Secretary  may  make  payment  on  the  basis  of  a  rea^sondble  rate  per  unit 
of  service^  even  though  such  rate  is  greater  per  unit  of  time  than  salary 
related  amounts^  where  he  finds  tJiat  such  greater  payment  is,  in  the 
aggregate,  less  than  the  amount  that  would  have  been  paid  if  such 
organization  had  employed  a  therapist  on  a  full-  or  part-time  salary 
hasisr 

{6)  [4]  For  purposes  of  this  subsection,  the  term,  "semi- 
private  accommodations"  means  two-bed,  three-bed,  or  four-bed 
accommodations. 

(7)  For  limitation  on  Federal  participation  for  capital  expenditures 
which  are  out  of  conformity  with  a  comprehensive  plan  of  a  State  or 
areawide  planning  agency,  see  section  1122. 

{8)  With  respect  to  any  eligible  drug,  the  medicare  allowance  shall 
be  an  amount  determined  in  accordance  with  section  1823  of  this  Act. 

Arrangements  for  Certain  Services 

(w)  The  term  "arrangements"  is  limited  to  arrangements  under 
which  receipt  of  payment  by  the  hospital,  [extended  care]  a  skilled 
nursing  facility,  or  home  health  agency  (whether  in  its  own  right  or  as 
agent) ,  with  respect  to  services  for  which  an  individual  is  entitled  to 
have  payment  made  under  this  title,  discharges  the  liability  of  such 
individual  or  any  other  person  to  pay  for  the  services. 

State  and  United  States 

(x)  The  terms  "State"  and  "United  States"  liave  the  meanino-  given 
to  them  by  subsections  (h)  and  (i),  respectively,  of  section  210. 

Post-Hospital  Extended  Care  in  Christian  Science  [extended  care]  Skilled 

Nursing  Facilities 

(y)  (1)  The  term  "[extended  carej  skilled  nursing  facility"  also  in- 
cludes a  Christian  Science  sanatorium  operated,  or  listed  and  certified, 

1  ICnVctive  with  respf^r-t  to  nccountin^  ix'riods  bcjiinniiifr  on  or  afti'i'  I  )'M  ('iiil)pr  1072. 
-  EiY«'ctive  with  respect  to  accounting  periods  bej^inniiif;  on  or  after  December  o1,  1972. 
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by  the  First  Church  of  Christ,  Scientist,  Boston,  Massachusetts,  but 
only  (except  for  purposes  of  subsection  (a)  (2) )  with  respect  to  items  | 
and  services  ordinarily  furnished  by  such  an  institution  to  inpatients,  I 
and  payment  may  be  made  with  respect  to  services  provided  by  or  in 
such  an  institution  only  to  such  extent  and  under  such  conditions, 
limitations,  and  requirements  (in  addition  to  or  in  lieu  of  the  condi-  | 
tions,  limitations,  and  requirements  otherwise  applicable)  as  may  be  | 
provided  in  regulations.  : 

(2)  Notwithstanding  any  other  provision  of  this  title,  payment  un-  ' 
der  part  A  may  not  be  made  for  services  furnished  an  individual  in  j 
[an  extended  care]  a  skilled  nursing  facility  to  which  paragraph  (1)  ' 
applies  unless  such  individual  elects,  in  accordance  with  regulations, 
for  a  spell  of  illness  to  have  such  services  treated  as  post-hospital  ex-  i 
tended  care  services  for  purposes  of  such  part;  and  payment  under 
part  A  may  not  be  made  for  post-hospital  extended  care  services — 

(A)  furnished  an  individual  during  such  spell  of  illness  in  [an  i 
extended  care]  a  skilled'  nursing  facility  to  which  paragraph  (1)  1 
applies  after —  ' 

(i)  such  services  have  been  furnished  to  him  in  such  a  I 
facility  for  30  days  during  such  spell,  or  ; 

(ii)  such  services  have  been  furnished  to  him  during  such  ' 
spell  in  [an  extended  care]  a  skilled  nursing  facility  to  which 
such  paragraph  does  not  apply ;  or 

(B)  furnished  an  individual  during  such  spell  of  illness  in  [an  \ 
extended  care]  a  skilled  nursing  facility  to  which  paragraph  ( 1 ) 
does  not  apply  after  such  services  have  been  furnished  to  him  ' 
during  such  spell  in  [an  extended  care]  a  skilled  nursing  facility  i 
to  which  such  paragraph  applies.  I 

(3)  The  amount  payable  under  part  A  for  post-hospital  extended  \ 
care  services  furnished  an  individual  during  any  spell  of  illness  in  [an 
extended  care]  a  skilled  nursing  facility  to  which  paragraph  (1)  ap-  j 
plies  shall  be  reduced  by  a  coinsurance  amount  equal  to  one-eighth  of  ! 
the  inpatient  hospital  deductible  for  each  day  before  the  31st  day  on  ' 
which  he  is  furnished  such  services  in  such  a  facility  during  such  spell 
(and  the  reduction  under  this  paragraph  shall  be  in  lieu  of  any  reduc-  | 
tion  under  section  1813 (a)  (3)).  | 

(4)  For  purposes  of  subsection  (i),  the  determination  of  whether  | 
services  furnished  by  or  in  an  institution  described  in  paragraph  (1)  i 
constitute  post-hospital  extended  care  services  shall  be  made  in  ac-  i 
cordance  with  and  subject  to  such  conditions,  limitations,  and  require-  ' 
ments  as  may  be  provided  in  regulations. 

i 

Institutional  Planning^  I 

(b)  An  overall  plan  and  hudget  of  a  hospital,  skilled  nursing  fa- 
cility^ or  home  health  agency  shall  he  considered  sufficient  if  it — 

(1)  provides  for  an  annual  operating  hudget  which  includes  all  \ 
anticipated  income  and  expenses  related  to  items  which  would, 
under  generally  accept pd  arcovnt'ng  principles,  covaidercd, 
income  and  expense  items  {except  that  nothing  in  this  paragraph 
shall  require  that  there  he  prepared^  in  connection  with  any 


^Annlifs  to  anv  proAnclpi-  of  servicps  for  fiscal  years  (of  such  pro\i(ler)  beginning  after 
the  fifth  month  following  the  month  of  enactment. 
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'budget^  an  item-hy-item  identification  of  the  components  of  each 
type  of  anticipated  expenditure  or  income) ; 

{2)  provides  for  a  capital  expenditures  plan  for  at  least  a  3-year 
period  {including  the  year  to  which  the  operating  budget  de- 
scribed in  subparagraph  (1)  is  applicable)  which  includes  and 
identifies  in  detail  the  anticipated  sources  of  financing  for^  and 
the  objectives  of^  each  anticipated  expenditure  in  excess  of  $100^- 
.  000  related  to  the  acquisition  of  land^  the  improvement  of  land^ 
buildings^  and  equipment^  and  the  replacement^  modernization^ 
and  expansion  of  buildings  and  equipment  which  would^  under 
generally  accepted  accounting  principles^  be  considered  capital 
items; 

(S)  provides  for  revievj  and  updating  at  least  annually ;  and 
(4-)  is  prepared,  under  the  direction  of  the  governing  body  of 
the  institution  or  agency,  by  a  committee  consisting  of  representa- 
tives of  the  goveiming  body,  the  administrative  staff,  and  the 
medical  staff  {if  any)  of  the  institution  or  agency. 

Outpatient  Speech  Pathology  Services 

{aa)  The  term  '''outpatient  speech  pathology  services^''  means  speech 
pathology  services  furnished  by  a  provider  of  services,  a  clinic,  re- 
habilitation agency  {including  a  single  service  rehabilitation  facility), 
or  by  a  public  health  agency,  or  by  others  under  an  arrangement  with, 
and  under  the  supervision  of,  such  provider,  clinic,  rehabilitation 
agency,  or  public  health  agency  to  an  individual  as  an  outpatient, 
subject  to  the  conditions  prescribed  in  subsection  {p)  relating  to  phys- 
ical therapy  services,  except  that  the  terms  ''''speech  pathology^''  and 
'•'•speech  pathologists'^^  shall  be  substituted  for  the  terms  ^''physical  ther- 
apy^' and  ^'•physical  therapists'^''  as  used  throughout  subsection  {p). 
For  purposes  of  this  section  the  term  ^''single  service  rehabilitation 
facility^''  means  a  facility  in  which  only  speech  pathology  shall  be  re- 
quired to  be  provided.^ 

Outpatient  Clinical  Psychologists*  Services 

{bb)  The  term  '•'outpatient  clinical  psychologists'^  services'^\  means 
clinical  psychologists^  services  furnished  by  a  provider  of  services, 
a  clinic,  rehabilitation  agency  {including  a  single  service  rehabilita- 
tion facility),  or  by  a  public  health  agency,  or  by  others  under  an 
arrangement  with,  and  under  the  supervision  of,  such  provider,  clinic, 
rehabilitation  agency,  or  public  health  agency  to  an  individual  as 
an  outpatient,  subject  to  the  conditions  prescribed  in  such  subsection 
{p)  relating  to  physical  therapy  services^  except  that  the  terms  ""clinical 
psychology^''  and  '"''clinical  psychologists''''  shall  be  substituted  for  the 
terms  '"'"physical  therapy''''  and  '"''physical  therapists''''  as  used  throughout 
subsection  {p).  For  purposes  of  this  section  the  term  '"'"single  service 
rehabilitation  facility''''  means  a  facility  in  which  only  clinical  psychol- 
ogists^ services  shall  be  required  to  be  provided? 

1  Applies  to  services  rendered  after  December  31,  1972. 

2  Applies  with  respect  to  services  rendered  after  December  31,  1972. 
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Outpatient  Rehabilitation  Services 

(cc)  The  term  ^'outpatient  rehabilitation  services'''  means  physical 
therapy,  speech  pathology,  ocnipational  therapy,  and  medical  social 
services  furnished  hy  a  provider  of  services,  a  clinic,  reha2)ilitation 
agency,  or  a  puhlic  health  agency,  or  by  others  under  an  arrangement 
with,  and  under  the  supervision  of^  such  provider^  clinic,  rehuhilitation 
agency,  or  ph  hJic  health  agency  to  an  individual  as  an  outpatient,  sub- 
ject to  the  covAitions  prescribed  in  subsection  {p)  relating  to  physical 
therupy  services  except  that  clause  (ii)  of  paragraph  ^-iA)  is  amended 
by  inserting  a.fter  ^''physical  therapisf^  the  phrase  ''''or  speech  pathol- 
ogist^ as  appropriate,^'^  and  the  term  ''^physical  therapy^''  as  used 
throughout  subsection  (p)  shall  be  deemed  for  purposes  of  this  suh- 
ser-tion  to  mean  '' rehab  iJ  i  tat  ion  "  ^ 

Participating  Pharmacy 

(dd)  The  term  ^'participating  pharmacy^''  means  a  pharmacy,  or 
other  establishment  (iri^h/rJing  the  outpatient  department  of  a  hospi- 
tal) providing  pharrnar-eutical  services.  (1)  v:hich  is  licensed  as  such 
under  the  Ioacs  of  the  State  {  irhere  such  State  requires  such  licensure 
or  >rJ},'ch  is  othcr'ii'isc  Inirfiilly  proriding  plxnrmaceuticnl  services)  in 
n^ohich  such  dmig  is  provided  or  otherwise  dispensed  in  accordance 
'.with  this  title.  (2)  which  has  agreed  with  the  Secretary  to  act  as  a 
provider  of  services  in  accordance  with  the  requirements  of  this  sec- 
tion, and  which  complies  with  such  other  requirements  as  may  be  es- 
tnhlished  by  the  Secretary  in  regulations  to  assure  the  proper,  eco- 
nomical, and  eifjx-icnt  administration  of  this  title.  {3)  which  has 
agreed  to  submit,  at  such  frequency  and  in  such  form  as  may  be  pre- 
scribed in  regulations,  bills  for  amounts  payable  under  this  title  for 
eligible  drugs  furnished  under  part  A  of  thiji  title,  and  (^)  nliich  has 
agreed  not  to  charge  benefl^r-iaries  under  this  title  any  amounts  in  ex- 
cess of  those  allou'^able  under  this  title  with  respect  to  eligible  dimgs 
except  as  is  prodded  under  section  1813(a)  (J/.) .  and  except  for  so 
Smuch  of  the  charge  for  a  prescription  {in  the  case  of  a  drug  product 
prescribed  by  a  physician,  of  a  drug  entity  in  a  strength  and  dosage 
form  included  in  the  Formulary  v:here  the  price  at  which  such  prod- 
uct is  sold  by  the  supplier  thereof  e.rceeds  the  reasonable  alloujance) 
as  is  in  excess  of  the  rea^^onoUe  allowance  established  for  such  drug 
entity  in  accordance  witJt  section  1823.- 

Exclusions  From  Coverage 

Sec.  1862.  (a)  Xotwithstanding  any  other  provisions  of  this  title,  no 
payment  may  be  made  under  part  A  or  part  B  for  any  expenses  in- 
curred for  items  or  services — 

(1)  which  are  not  reasonable  and  necessary  for  the  dia^rnosis  or 
treatment  of  illness  or  injury  or  to  improve  the  functioning?  of  a 
malformed  bodv  member : 

(2)  for  which  the  individual  furnished  such  items  or  services 


1  Aiiplie-;  ^vith  respect  to  services  renrlered  after  December  31.  1972. 
-  Applies  to  eligible  drugs  furnished  on  and  after  July  1,  1078. 
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has  no  legal  obliiration  to  pay,  and  which  no  other  person  (by 
reason  of  such  individual's  membership  in  a  prepayment  plan  or 
otherwise)  has  a  legal  obligation  to  provide  or  pay  for ; 

(3)  which  are  paid  for  directly  or  indirectly  by  a  governmental 
entity  (other  than  under  this  Act  and  other  than  under  a  health 
benefits  or  insurance  plan  established  for  employees  of  such  an 
entity),  except  in  such  cases  as  the  Secretary  may  specify; 

(4)  which  are  not  provided  within  the  United  States  (except 
for  f  emergency  J  inpatient  hospital  services  furnished  outside  the 
United  States  under  the  conditions  described  in  section  1814(f) 
and^  subject  to  such  conditions^  limitations^  and  requirements  as 
are  provided  under  or  pursuant  to  this  title^  physicians'  services 
and  amhulance  services  furnished,  an  individual  in  conjunction 
with  such  inpatient  hospital  services  hut  only  for  the  period  dur- 
ing ivlt'/ch  st/rh  irn patient  hospital  services  were  furnislied);^ 

(5)  which  are  required  as  a  result  of  war,  or  of  an  act  of  war, 
occurring  after  the  effective  date  of  such  individual's  current 
coverage  under  such  part ; 

(6)  which  constitute  personal  comfort  items  ; 

(7)  where  such  expenses  are  for  routine  physical  checkups, 
eyeglasses  or  eye  examinations  for  the  purpose  of  prescribing, 
fitting,  or  changing  eyeglasses,  procedures  performed  (during  the 
course  of  any  eye  examination)  to  determine  the  refractive  state 
of  the  eyes,  hearing  aids  or  examinations  therefor,  or 
immunizations  ; 

(8)  where  such  expenses  are  for  orthopedic  shoes  or  other  su])- 
portive  devices  for  the  feet ; 

(9)  where  such  expenses  are  for  custodial  care ; 

(10)  where  such  expenses  are  for  cosmetic  surgery  or  are  in- 
curred in  connection  therev/ith,  except  as  required  for  the  prompt 
repair  of  accidental  injury  or  for  improvement  of  the  functioning 
of  a  malformed  body  member ; 

(11)  where  such  expenses  constitute  charges  imposed  by  im- 
mediate relatives  of  such  individual  or  members  of  his  household ; 

(12)  where  such  expenses  are  for  services  in  connection  with  the 
care,  treatment,  filling,  removal,  or  replacement  of  teeth  or  struc- 
tures directly  supporting  teeth,  except  that  payment  may  he  made 
under  part  A  in  the  case  of  inpatient  hospital  services  in  connec- 
tion with  a  dental  procedure  where  the  individual  suffers  from 
impairments  of  such  severity  as  to  require  hospitalization ;  -  or 

(13)  where  such  expenses  are  for — 

(A)  the  treatment  of  flat  foot  conditions  and  the  prescrip- 
tion of  supportive  devices  therefor, 

(B)  the  treatment  of  subluxations  of  the  foot,  or 

(C)  routine  foot  care  (including  the  cutting  or  removal  of 
corns,  warts,  or  calluses,  the  trimming  of  nails,  and  other 
routine  hygienic  care). 

(b)  Payment  under  this  title  may  not  be  made  with  respect  to  any 
item  or  service  to  the  extent  that  payment  has  been  made,  or  can 

1  Applies  to  services  furnished  with  respect  to  admissions  occurrinj?  after  Dec.  ol, 
1972. 

2  Applies  to  admissions  occurring  after  the  second  month  following  the  month  of  en- 
actment. 
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reasonably  be  expected  to  be  made  (as  determined  in  accordance  with 
regulations),  with  respect  to  such  item  or  service,  under  a  workmen's 
compensation  law  or  plan  of  the  United  States  or  a  State.  Any  payment 
under  this  title  with  respect  to  any  item  or  service  shall  be  condi- 
tioned on  reimbursement  to  the  appropriate  Trust  Fund  established  by 
this  title  when  notice  or  other  information  is  received  that  payment 
for  such  item  or  service  has  been  made  under  such  a  law  or  plan. 

(c)  No  payment  may  he  Tnade  under  this  title  with  respect  to  any 
item  or  service  furnished  to  or  on  hehalf  of  any  individual  on  or  after 
January  i,  1975,  if  such  item  or  service  is  covered  wnder  a  health  bene- 
fits plan  in  which  such  individual  is  enrolled  under  chapter  89  of  title 
5,  United  States  Code,  unless  prior  to  the  date  on  which  such  item  or 
service  is  so  furnished  the  Secretary  shall  have  determined  and  certi- 
fied that  such  plan  or  the  Federal  employees  health  benefits  program 
under  chapter  89  of  such  title  6  has  been  modified  so  as  to  assure  that — 

(1)  there  is  available  to  each  Federal  employee  or  annuitant 
enrolled  in  such  plan,  upon  becomina  entitled  to  benefits  under 
part  A  or  B,  or  both  parts  A  and  B  of  this  title,  in  addition  to  the 
health  benefits  plans  available  before  he  becomes  so  entitled,  one 
or  more  health  benefits  plans  which  offer  protection  supplement- 
ing the  protection  he  has  under  this  title,  and 

{'2)  the  Government  or  such  plan  will  mxike  available  to  such 
Federal  employee  or  annuitant  a  contribution  in  am  amount  at 
least  equal  to  the  contribution  which  the  Government  makes  to- 
ward the  health  insurance  of  any  employee  or  annuitant  enrolled 
for  high  option  coverage  under  the  Government-wide  plans  estab- 
lished under  chapter  89  of  such  title  5,  with  such  contribution 
being  in  the  form  of  {A)  a  contribution  toward  the  supplemen- 
ta.ry  protection  referred  to  in  paragraph  (1),  (B)  a  payment  to  or 
on  behalf  of  such  employee  or  annuitant  to  offset  the  cost  to  him 
of  his  coverage  under  this  title,  or  (C)  a  combination  of  such  con- 
tribution and  such  payment. 

(d)  (1)  No  payment  may  be  made  under  this  title  with  respect  to 
any  item  or  services  furnished  to  an  individual  by  a  person  where  the 
Secretary  determines  under  this  subsection  that  such  person — 

{A)  has  knowingly  and  willfully  made,  or  caused  to  be  made, 
any  false  statement  or  representation  of  a  material  fact  for  use 
in  an  application  for  payment  under  this  title  or  for  use  in  deter- 
mining the  right  to  a  payment  under  this  title; 

(B)  has  submitted  or  caused  to  be  submitted  (except  in  the  case 
of  a  provider  of  services) ,  bills  or  requests  for  payment  under  this 
title  containing  charges  (or  in  applicable  cases  requests  for  pay- 
ment of  costs  to  such  person)  for  services  rendered  which  the 
Secretary  finds,  with  the  concurrence  of  the  appropriate  program 
review  team  appointed  pursuant  to  paragraph  (If),  to  be  substan- 
tially in  excess  of  such  person'' s  customary  charges  (or  in  appli- 
cable cases  substantially  in  excess  of  such  person's  costs)  for  such, 
services,  unless  the  Secretary  finds  there  is  good  cause  for  such 
bills  or  7'equests  containhig  such  charges  (or  in  applicable  cases, 
such  costs);  or 

(C)  has  furnished  services  or  supplies  which  are  determined  by 
the  Secretary,  with  the  concurrence  of  the  members  of  the  appro- 
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i  priate  program  review  team  appointed  pursuant  to  paragraph  (4) 

who  are  physicians  or  other  professional  personnel  in  the  health 
care  fields  to  he  substantially  in  excess  of  the  needs  of  individuals 

I  or  to  he  harmful  to  individuals  or  to  he  of  a  .grossly  inferior 

I  quality. 

I       (^)  ^  determination  made  hy  the  Secretary  under  this  subsection 
I    shall  be  effective  at  such  time  and  upon  such  reasonable  notice  to  the 
public  arid  to  the  person  furnishing  the  services  involved  as  may  be 
I    specified  in  regulations.  Such  determination  shall  be  effective  with 
i    respect  to  services  furnished  to  an  individual  on  or  after  the  effective 
I    date  of  such  determination  {except  that  in  the  case  of  inpatient  hospi- 
\    tal  services^  post-hospital  extended  care  services.,  and  home  health  serv- 
j    ices  such  determination  shall  he  effective  in  the  manner  provided  in 
section  1866 {h)  (3)  and  {4)  with  respect  to  terminations  of  agree- 
ments)., and  shall  remain  in  effect  until  the  Secretary  finds  and  gives 
reasonable  notice  to  the  public  that  the  basis  for  such  determination 
has  been  removed  and  that  there  is  reasonable  assurance  that  it  will 
not  recur. 

{3)  Any  person  furnishing  services  described  in  paragraph  {!)  who 
is  dissatisfied  with  a  determination  made  by  the  Secretary  under  this 
subsection  shall  be  entitled  to  reasonable  notice  and  opportunity  for  a 
i    hearing  thereon  by  the  Secretary  to  the  same  extent  as  is  provided  in 
\    section  205 (h)^  arid  to  judicial  review  of  the  Secretary'' s  final  decision 
after  such  hearing  as  is  provided  in  section  205 {g) . 

{Jf)  For  the  purposes  of  paragraph  (1)  (B)  and  (0)  of  this  sub- 
section,  and  clause  (F)  of  section  1866(h)  (2) ,  the  Secretary  shall, 
after  consultation  with  appropriate  State  and  local  professional  so- 
\  cieties,  the  appropriate  carriers  and  intermediaries  utilized  in  the  ad- 
j  ministration  of  this  title,  and  consumer  representatives  familiar  with 
the  health  needs  of  residents  of  the  State,  appoint  one  or  more  pro- 
gram review  teams  {composed  of  physicians,  other  professional  per- 
sonnel in  the  health  care  field,  and  consumer  representatives)  in  each 
State  which  shall,  among  other  things — 

{A)  undertake  to  review  such  statistical  data  on  program  utili- 
zation as  may  he  submitted  hy  the  Secretary, 

(B)  submit  to  the  Secretary  periodically,  as  may  he  prescribed 
in  regulations,  a  report  on  the  results  of  such  review,  together 
with  recommendations  with  respect  thereto, 

{O)  undertake  to  review  particular  cases  where  there  is  a  likeli- 

Ihood  that  the  person  or  persons  furnishing  services  and  supplies 
to  individuals  may  come  within  the  provisions  of  paragraph  {1) 
{B)  and  (0)  of  this  subsection  or  clause  {F)  of  section  1866(h) 
(2),  and 
(D)  submit  to  the  Secretary  periodically,  as  may  he  prescribed 
in  regulations,  a  report  of  cases  reviewed  pursuant  to  suhpara- 
I         graph  (O)  along  with  an  analysis  of,  and  reco?nmendations  with 
,         respect  to,  such  cases. 

Consultation  With  State  Agencies  and  Other  Organizations  To 
Develop  Conditions  of  Participation  for  Providers  of  Services 

Sec.  1863.  In  carrying  out  his  functions,  relating  to  determination  of 
conditions  of  participation  by  providers  of  services,  under  subsections 
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[{e)(8),  (f)(4),  (g)(4),  (j)(10),  and  (o)  (5)]  (e)(9),  (f)(4). 
(g){4).  (,/)(//).  <(tuJ  (o)(C)^  of  section  18(U.  the  Secretary  shall 
consult  Avitli  the  Health  Insurance  Benefits  Advisory  Council  estab- 
lished by  section  1S67,  appropriate  State  agencies,  and  recognized 
national  listing  or  accrediting  bodies,  and  may  consult  with  appropri- 
ate local  agencies.  Such  conditions  prescribed  under  any  of  such  sub- 
sections may  be  varied  for  different  areas  or  different  classes  of  insti- 
tutions or  agencies  and  may,  at  the  request  of  a  State,  provide  higher 
requirements  for  such  State  than  for  other  States;  except  that,  in 
the  case  of  any  State  or  political  subdivision  of  a  State  which  imposes 
higher  requirements  on  institutions  as  a  condition  to  the  purchase  of 
services  (or  of  certain  specified  services)  in  such  institutions  under  a 
State  plan  approved  under  title  I,  XVI,  or  XIX,  the  Secretary  shall 
impose  like  requirements  as  a  condition  to  the  payment  for  services 
(or  for  the  services  specified  by  the  State  or  subdivision)  in  such 
institutions  in  such  State  or  subdivision. 

Use  of  State  Agencies  To  Determine  Compliance  by  Providers  of 
Services  With  Conditions  of  Participation 

Sec.  1864.  (a)  The  Secretary  shall  make  an  agreement  with  any 
State  which  is  able  and  willing  to  do  so  under  which  the  services  of  the 
State  health  agency  or  other  appropriate  State  agency  (or  the  ap- 
propriate local  agencies)  will  be  utilized  by  him  for  the  purpose  of 
determining  whether  an  institution  therein  is  a  hospital  or  [extended 
cai'ej  skilled  nurs'ing  facility,  or  whetlier  an  agency  therein  is  n  home 
health  agency,  or  whether  a  laboratory  meets  the  requirements  of  para- 
graphs (10)  and  (11)  of  section  1861  (s),  or  whether  a  clinic,  rehabili- 
tation agency  ud'  iifj  a  >^inqle  srrr'ir-e  reliahU'itatioii  facUity  de- 
fined in  section  1861  (aa)  or  (hh))  or  public  health  agency  meets  the 
requirements  of  subparagraph  (A)  or  (B),  as  the  case  may  be,  of  sec- 
tion 1861  (p)  (4).  To  the  extent  that  the  Secretary  finds  it  appropriate, 
an  institution  or  agency  which  such  a  State  (or  local)  agency  certifies 
is  a  hospital,  [extended  care]  skilled  nursing  facility,  or  home  health 
agency  (as  those  terms  are  defined  in  section  1861)  may  be  treated  as 
such  by  the  Secretary.  Any  State  agency  which  has  such  an  agreement 
may  (subject  to  approval  of  the  Secretary)  furnish  to  a  skilled  nursing 
facility^  after  proper  request  hy  such  facility^  such  specialized  consul- 
tative services  (which  such  agency  is  able  and  willing  to  furnish  in  a 
manner  satisfactory  to  the  Secretat-y)  as  such  facility  may  need  to  meet 
one  or  more  of  the  conditions  specified  in  section  1861  (j).  Any  such 
services  furnished  by  a  State  agency  shall  be  deemed  to  have  been  fur- 
nished pursuant  to  such  agreement.  Within  90  days  following  the  com- 
pletion of  each  survey  of  any  health  care  facility,  laboratory,  clinic, 
agency,  or  organization  by  the  appropriate  State  or  local  agency  de- 
scribed in  the  first  sentence  of  this  subsection,  the  Secretary  shall  make 
public  in  readily  available  form  and  place  the  pertinent  findings  of 
each  such  surrey  relaf'rng  to  the  compliance  of  each  such  health  care 
facility,  laboratory,  clinic,  agency,  or  organization  with  (1)  the  statu- 
tory conditions  of  participation  imposed  under  this  title  and  (2)  the 


1  Applies  to  any  provider  of  services  for  fiscal  years  (of  such  provider)  beginning  after 
the  fifth  month  following  the  month  of  enactment. 
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major  additional  conditions  which  the  Secretary  -finds  necessary  in 
the  interest  of  health  and  safety  of  individuals  who  are  furnished  care 
or  services  hy  any  such  facility^  laboratory^  clinic^  agency^  or 
organization. 

(b)  The  Secretary  shall  pay  any  such  State,  in  advance  or  by  way 
of  reimbursement,  as  may  be  provided  iii  the  agreement  with  it  (and 
may  make  adjustments  in  such  payments  on  account  of  overpayments 
or  underpayments  previously  made) ,  for  the  reasonable  cost  of  per- 
forming the  functions  specified  in  subsection  (a),  and  for  the  Federal 
Hospital  Insurance  Trust  Fund's  fair  share  of  the  costs  attributable 
to  the  planning  and  other  efforts  directed  toward  coordination  of  activ- 
ities in  carrying  out  its  agreement  and  other  activities  related  to  the 
provision  of  services  similar  to  those  for  which  payment  may  be  made 
under  part  A,  or  related  to  the  facilities  and  personnel  required  for 
the  provision  of  such  services,  or  related  to  improving  the  quality  of 
such  services. 

(c)  The  Secretary  is  authorized  to  enter  into  an  agreement  loith 
any  State  under  lohich  the  ap'propHate  State  or  local  agency  which 
performs  the  certification  function  described  in  subsection  {a)  will 
surrey,  on  a.  seJecfire  sample  basis  (or  where  the  Secretary  finds  that 
a  survey  is  appropriate  because  of  substantial  allegations  of  the  exist- 
ence of  a  significant  deficiency  or  deficiencies  which  woidd^  if  found 
to  be  p resell t.  adrersely  affect  health  and  safety  of  patients)^  hospitals 
whicJi  have  an  agreement  loith  the  Secretary  under  section  1866  and 
ichich  are  accredited  by  the  Joint  Commission  on  the  Accreditation 
of  Tlo'^pitals.  The  Secretary  shall  pay  for  such  services  in  the  manner 
prescribed  in  subsection  (b). 

Effect  of  Accreditation 

[Sec.  1865.  Except  as  provided  in  the  second  sentence  of  section  1863, 
an  institution  shall  be  deemed  to  meet  the  requirements  of  the  num- 
bered paragraplis  of  section  1861(e)  (except  paragraph  (6)  thereof) 
if  such  iiislitution  is  accredited  as  a  hospital  by  the  Joint  Commission 
on  Accreditation  of  Hospitals.  If  such  Com.mission,  as  a  condition  for 
accj'cditation  of  a  hospital,  requires  a  utilization  review  plan  or  im- 
poses ajiotlier  requirement  wliich  serves  sulDstantially  the  same  pur- 
pose, the  Secretary  is  authorized  to  find  tliat  all  institutions  so  ac- 
credited by  the  Commission  comply  also  with  section  1861(e)  (6).] 

Sec.  1865.  (a)  Except  as  provided  in  subsection  (b)  and  the  second 
sentence  of  section  1863^  if — 

{!)  an  institution  is  accredited  as  a  hospital  by  the  Joint  Com- 
mission on  Accreditation  of  Hospitals.^  and 

{2)  such  institution  {if  it  is  included  tvithin  a  survey  described 
in  section  186Jf{c))  authorizes  the  Commission  to  release  to  the 
Secretary  {on  a  confidential  basis)  upon  his  request  [or  to  such 
State  agency  as  the  Secretary  may  designate)  a  copy  of  the  most 
current  accreditation  survey  of  such  institution  made  by  such 
^  Commission^ 
I  then^  such  institution  shall  be  deemed  to  meet  the  requirements  of 
I  the  numbered  paragraphs  of  section  1861  {e)  /  except — 
j  {3)  paragraph  (6)  thereof,  and 
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(4)  any  standard^  promulgated  hy  the  Secretary  pursuant  to 
paragraph  (9)  thereof^  which  is  higher  than  the  requirements 
prescribed  for  accreditation  hy  such  Coinmission, 
If  such  Commission^  as  a  condition  for  accreditation  of  a  hospital^ 
requires  a  utilization  review  plan  {or  imposes  anther  requirement 
which  serves  substantially  the  same  pm^ose)  or  imposes  a  standard 
which  the  Secretary  determines  is  at  leoM  equivalent  to  the  standard 
promulgated  hy  the  Secretary  as  described  in  paragraph  (4)  of  this  \ 
subsection^  the  Secretary  is  authorized  to  find  that  all  institutions  [ 
so  accredited  by  such  Commission  comply  also  with  section  1861  i 
{e)  (6)  or  the  standard  described  in  such  paragraph  (^)  as  the  case 
may^  be.  In  addition,  if  the  Secretary  finds  that  accreditation  of  an 
institution  or  agency  by  the  American  Osteopathic  Association  or  any  } 
other  national  accreditation  body  provides  reasonable  assurance  that 
any  or  all  of  the  conditions  of  section  1861  (e),  (j),  or  (o),  as  the 
case  may  be,  are  met,  he  may,  to  the  extent  he  deems  it  appropriate, 
treat  such  institution  or  agency  as  meeting  the  condition  or  conditions  \ 
with  respect  to  which  he  made  such  finding. 

{b)  Notwithstanding  any  other  provision  of  this  title^  if  the  Secre- 
tary finds  following  a  survey  made  pursuant  to  section  1864(c)  that 
an  institution  has  significoAit  deficiencies  {as  defined  in  regulations  per- 
taining to  health  and  safety)^  such  institution  shall^  after  the  date 
of  notice  of  such  finding  to  the  hospital  and  for  such  period  as  m-ay 
be  pi^escribed  in  regulations^  be  deemed  not  to  meet  the  require- 
ments of  the  numbered  paragraphs  of  section  1861  (e). 

Agreements  With  Providers  of  Services 

Sec.  1866.  (a)  (1)  Any  provider  of  services  {except  a  fund  designated 

for  purposes  of  section  1814(g)  and  section  1835 (e)  Y  shall  be  quali- 
fied to  participate  under  this  title  and  shall  be  eligible  for  payments 
under  this  title  if  it  files  with  the  Secretary  an  agreement — 

(A)  not  to  charge,  except  as  provided  in  paragraph  (2),  any 
individual  or  any  other  person  for  items  or  services  for  which  such 
individual  is  entitled  to  have  payment  made  under  this  title  (or 
for  which  he  would  be  so  entitled  if  such  provider  of  services  had 
complied  with  the  procedural  and  other  requirements  under  or 
pursuant  to  this  title  or  for  which  such  provider  is  paid  pursuant 
to  the  provisions  of  section  1814  (e)),  and 

(B)  not  to  charge  any  individual  or  any  other  person  for  items 
or  services  for  which  such  individuM  is  not  entitled  to  have  pay- 
ment made  under  this  title  because  payment  for  expenses  incurred 
for  such  items  or  services  may  not  be  made  by  reason  of  the  provi- 
sions of  paragraph  (1)  or  (9)^  but  only  if  (i)  such  individual 
was  without  fault  in  incurring  such  expenses  and  (ii)  the  Secre- 
tary'^s  determination  that  such  payment  may  not  be  made  for 
such  items  and  semces  was  made  after  the  third  year  following 
the  year  in  which  notice  of  such  payment  was  sent  to  such  indi- 
vidual; except  that  the  Secretary  may  reduee  such  three-year 


1  Applies  to  accounting  periods  beginning  after  December  31,  1972. 
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period  to  not  less  than  one  year  if  he  finds  such  reduction  is  con- 
sistent with  the  objectives  of  this  title^  and  ^ 

[(B)]  {C)  to  make  adequate  provision  for  return  (or  other 
disposition,  in  accordance  with  regulations)  of  any  moneys  incor- 
rectly collected  from  such  individual  or  other  person. 
An  agreement  under  this  paragraph  with  a  skilled  nursing  facility 
shall  he  for  a  term  of  not  exceeding  12  months^  except  that  the  Secre- 
tary may  extend  such  term  for  a  period  not  exceeding  2  months^  where 
the  health  and  safety  of  patients  will  not  he  jeopardized  therehy^  if  he 
finds  that  such  extension  is  necessary  to  prevent  irreparahle  harm  to 
such  facility  or  hardship  to  the  individuals  heing  furnished  items  or 
services  hy  such  facility  or  if  he  finds  it  impracticable  within  such  12 
month  period  to  determine  whether  such  facility  is  complying  with 
the  provisions  of  this  title  and  regulations  thereunder? 

(2)  (A)  A  provider  of  services  may  charge  such  individual  or  other 
person  (i)  the  amount  of  any  deduction  or  coinsurance  amount  im- 
posed pursuant  to  section  1813(a)  (1)  or  (a)  (3),  section  1833(b),  or 
section  1861  (y)  (3)  with  respect  to  such  items  and  services  (not  in 
excess  of  the  amount  customarily  charged  for  such  items  and  services 
by  such  provider),  [and  (ii)]  (^^)  the  amount  of  any  copayment  obli- 
gation and  excess  above  the  reasonable  allowance  consistent  loith  sec- 
tion 1861  {dd)  (^),  atid  (iii)^  an  amount  equal  to  20  per  centum  of  the 
reasonable  charges  for  such  items  and  services  (not  in  excess  of  20  per 
centum  of  the  amount  customarily  charged  for  such  items  and  services 
by  such  provider)  for  which  payment  is  made  under  part  B.  In  the 
case  of  items  and  services  described  in  section  1833(c),  clause  [(ii)l 
(Hi)  of  the  preceding  sentence  shall  be  applied  by  substituting  for  20 
per  centum  the  proportion  which  is  appropriate  under  such  section. 

(B)  (^)  Where  a  provider  of  services  has  furnished,  at  the  request  of 
such  individual,  items  or  services  which  are  in  excess  of  or  more  ex- 
pensive than  the  items  or  services  with  respect  to  which  payment  may 
be  made  under  this  title,  such  provider  of  services  may  also  charge  such 
individual  or  other  person  for  such  more  expensive  items  or  services 
to  the  extent  that  the  amount  customarily  charged  by  it  for  the  items 
or  services  furnished  at  such  request  exceeds  the  amount  customarily 
charged  by  it  for  the  items  or  services  with  respect  to  which  payment 
may  be  made  under  this  title. 

^{ii)  Where  a  provider  of  services  customarily  fumishes  an  indi- 
vidual items  or  services  which  are  substantially  more  expensive  than 
the  items  or  services  determined  to  be  necessary  in  the  efficient  delivery 
of  needed  health  services  under  this  title  and  which  have  not  been  re- 
quested by  such  individual^  such  provider  may  {except  with  respect  to 
emergency  services)  also  charge  such  individual  or  other  person  for 
such  more  expensive  items  or  services  to  the  extent  that  the  costs  of  {or 
if  less,  the  customary  charges  for)  such  more  expensive  items  or  serv- 
ices experienced  by  such  provider  in  the  second  fiscal  period  immedi- 
ately preceding  the  fiscal  period  in  which  such  charges  are  imposed 


1  Applies  in  the  case  of  notices  sent  to  individuals  after  1968. 

2  Effective  with  respect  to  a{rreements  filed  with  the  Secretary  under  section  3  866  by 
skilled  nursing  facilities  (as  dpfiii(>d  in  section  1861  (j))  before,  on,  or  after  date  of  enact- 
ment, but  accepted  by  him  on  or  after  such  date. 

3  Applies  with  respect  to  eligible  drugs  furnished  on  and  after  July  1,  1973. 

*  Effective  with  respect  to  accounting  periods  beginning  after  December  31,  1972. 
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exceed  the  cost  of  such  items  or  sei-'vices  determined  to  he  necessary  in 
the  efficient  delivery  of  needed  health  services^  hut  only  if — 

(/)  the  Secretary  has  provided  notice  to  the  puhlic  of  any 
charges  heing  imposed  on  individuals  entitled  to  henefits  under 
this  title  on  account  of  costs  suhstantially  in  excess  of  the  costs 
determined  to  he  necessary  in  the  efficient  delivery  of  needed  health 
services  under  this  title  hy  particular  providers  of  services  in  the 
area  in  lohich  such  items  or  services  are  furnished^  and 

(II)  the  provider  of  services  has  identified  such  charges  to  such 
individual  or  other  person^  in  such  manner  as  the  Secretary  may 
prescrihe^  as  charges  to  meet  costs  suhstantially  in  excess  of  the 
cost  determined  to  he  necessa.ry  in  the  efficient  delivery  of  needed 
health  services  under  this  title. 
(C)  A  provider  of  services  may  in  accordance  with  its  customary 
practice  also  appropriately  charge  any  such  individual  for  any  whole 
blood  (or  equivalent  quantities  of  packed  red  blood  cells,  as  defined 
under  regulations)  furnished  him  with  respect  to  which  a  deductible 
is  imposed  under  section  1813(a)(2),  except  that  (i)  any  excess  of 
such  charge  over  the  cost  to  such  provider  for  the  blood  (or  equivalent 
quantities  of  packed  red  blood  cells,  as  so  defined)  shall  be  deducted 
from  any  payment  to  such  provider  under  this  title,  (ii)  no  such 
charge  may  be  imposed  for  the  cost  of  administration  of  such  blood 
(or  equivalent  quantities  of  packed  red  blood  cells,  as  so  defined) 
and  (iii)  such  charge  may  not  be  made  to  the  extent  such  blood  (or 
equivalent  quantities  of  packed  red  blood  cells,  as  so  defined)  has  been 
replaced  on  behalf  of  such  individual  or  arrangements  have  been 
made  for  its  replacement  on  his  behalf. 

{D)  Where  a  provider  of  services  customarily  furnishes  items  or 
services  which  are  suhstantially  in  excess  of  or  more  expensive  than  the 
items  or  services  loith  respect  to  which  payment  may  he  made  under  this  ^ 
title ^  such  provider.,  notwithstanding  the  preceding  provisions  of  this  I 
paragraph^  may  not.,  under  the  authority  of  section  1866(a)  (2)  (B)  (ii) ,  J 
charge  any  individual  or  other  person  any  amount  for  such  items  or 
sei'vices  in  excess  of  the  amount  of  the  payment  lohich  may  othervnse  \ 
he  made  for  such  items  or  services  under  this  title  if  the  admitting  j 
physician  has  a  direct  or  indirect  financial  interest  in  such  provider,  \ 
For  purposes  of  [clause  (iii)  of  the  preceding  sentence^  suhpara-  I 
graph  (C)  ,^  whole  blood  (or  equivalent  quantities  of  packed  red  blood  | 
cells,  as  so  defined)  furnished  an  individual  shall  be  deemed  replaced  j 
when  the  provider  of  services  is  given  one  pint  of  blood  for  each  pint 
of  blood  (or  equivalent  quantities  of  packed  red  blood  cells,  as  so 
defined)  furnished  such  individual  with  respect  to  which  a  deduction  j 
is  imposed  under  section  1813(a)(2). 

(b)  An  agreement  with  the  Secretary  under  this  section  may  be  ■ 
[terminated — terminated  (and  in  the  case  of  a  sMlled  nursing  facil-  | 
ity^  prior  to  the  end^  of  the  term  specified  in  suhsection  (a)(1)) —  j 
(1)  by  the  provider  of  services  at  such  time  and  upon  such 
notice  to  the  Secretary  and  the  public  as  may  be  provided  in  regu- 
lations, except  that  notice  of  more  than  6  months  shall  not  be  | 
required,  or 


1  Effective  with  respect  to  acconntinpr  period  beginning  after  December  31.  1972.  | 
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(2)  by  the  Secretary  at  such  time  and  upon  such  reasonable 
notice  to  the  provider  of  services  and  the  public  as  may  be  speci- 
fied in  regulations,  but  only  after  the  Secretary  has  determined 
(A)  that  such  provider  of  services  is  not  complying  substantially 
with  the  provisions  of  such  agreement,  or  with  the  provisions  of 
this  title  and  regulations  thereunder,  or  (B)  that  such  provider  of 
services  no  longer  substantially  meets  the  applicable  provisions  of 
section  1861,  or  (C)  that  such  provider  of  services  has  failed  to 
provide  such  information  as  the  Secretary  finds  necessary  to  de- 
termine whether  payments  are  or  were  due  under  this  title  and 
the  amounts  thereof,  or  has  refused  to  permit  such  examination  of 
its  fiscal  and  other  records  by  or  on  behalf  of  the  Secretary  as  may 
be  necessary  to  verify  such  information,  or  {D)  that  such  provider 
has  made^  or  caused  to  he  r)iade^  any  false  statement  or  representa- 
tion of  a  material  fa.ct  for  use  in  an  application  for  payment  under 
this  title  or  for  u^e  in  determining  the  right  to  a  payment  under 
this  title ^  or  {E)  that  such  provider  has  submitted,  or  caused  to  he 
submitted^  requests  for  payment  under  this  title  of  amounts  for 
rendering  services  substantially  in  excess  of  the  costs  incurred  by 
such  provid.er  for  rendering  such  services,  or  (F)  that  such  pro- 
vider has  furnished  services  or  supplies  lohich  are  determined  by 
the  Secretary^  ictih  the  concun^ence  of  the  mernbers  of  the  appro- 
priate program  review  team  appointed  pursuant  to  section  1862 
(d)  (4)  who  are  physicians  or  other  pi^ofessional  personnel  in  the 
health  care  fields  to  be  substantially  m  excess  of  the  needs  of  indi- 
viduals or  to  be  harmfid  to  individuals  or  to  be  of  a  grossly 
inferior  quality. 
Any  termination  shall  be  applicable — 

j[(3)  in  the  case  of  inpatient  hospital  services  (including  in- 
patient tuberculosis  hospital  services  and  inpatient  psychiatric 
hospital  service)  or  post-hospital  extended  care  services,  with 
respect  to  such  services  furnished  to  any  individual  who  is  ad- 
mitted to  the  hospital  or  extended  care  f acility^  furnishing  such 
services  on  or  after  the  effective  date  of  such  termination,] 

(3)  in  the  case  of  inpatient  hospital  services  [including  tubercu- 
losis hospital  services  and  inpatient  psychiatric  hospital  services) 
or  post-hospital  extended  care  services^  with  respect  to  services 
furnished  after  the  effective  date  of  such  termination^  except  that 
payment  may  be  made  for  up  to  thirty  days  with  respect  to  in- 
patient institutional  services  furnished  to  any  eligible  individual 
who  was  admitted  to  such  institution  prior  to  the  effective  date  of 
such  termination^ 

(4)  (A)  with  respect  to  home  health  services  furnished  to  an  in- 
dividual under  a  plan  therefor  established  on  or  after  the  effec- 
tive date  of  such  termination,  or  (B)  if  a  plan  is  established  before 
such  effective  date,  with  respect  to  such  services  furnished  to  such 
individual  after  the  calendar  year  in  which  such  termination  is 
effective,  and 

(5)  with  respect  to  any  other  items  and  services  furnished  on  or 
after  the  effective  date  of  such  termination. 

(c)  {1)  Where  an  agreement  filed  under  this  title  by  a  provider  of 
services  has  been  terminated  by  the  Secretary,  such  provider  may  not 
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file  another  agreement  under  this  title  unless  the  Secretary  finds  that 
the  reason  for  the  termination  has  been  removed  and  that  there  is 
reasonable  assurance  that  it  will  not  recur. 

(2)  In  the  case  of  a  skilled  nursing  facility  participating  in  the 
programs  established  hy  this  title  and  title  X/X,  the  Secreta^ry  may 
enter  into  an  agreement  under  this  section  only  if  such  facility  has 
been  approved  pursuant  to  section.  19J0.  and  the  term  of  any  such 
agreement  shall  be  in  accordance  with  the  period  of  approval  of  eJigi- 
hility  specified  by  the  Secretary  pursuant  to  such  section.^ 

(d)  If  the  Secretary  finds  that  there  is  a  substantial  failure  to  make 
timely  review  in  accordance  with  section  1861  (k)  of  long-stay  cases  in 
a  hospital  or  [extended  care]  skilled  nursing  facility,  he  may,  in  lieu 
of  terminating  his  agreement  with  such  hospital  or  facility,  decide 
that,  with  respect  to  any  individual  admitted  to  such  hospital  or  facil- 
ity after  a  subsequent  date  specified  by  him,  no  payment  shall  be  made 
under  this  title  for  inpatient  hospital  services  (including  inpatient 
tuberculosis  hospital  services  and  inpatient  psychiatric  hospital  serv- 
ices) after  the  20th  day  of  a  continuous  period  of  such  services  or  for 
post-hospital  extended  care  services  after  such  day  of  a  continuous 
period  of  such  care  as  is  prescribed  in  or  pursuant  to  regulations,  as 
the  case  may  be.  Such  decision  may  be  made  effective  only  after  such 
notice  to  the  hospital,  or  (in  the  case  of  [an  extended  carej  a  skilled 
nursing  facility)  to  the  facility  and  the  hospital  or  hospitals  w^ith 
which  it  has  a  transfer  agreement,  and  to  the  public,  as  may  be  pre- 
scribed by  regulations,  and  its  effectiveness  shall  terminate  when  the 
Secretary  finds  that  the  reason  therefor  has  been  removed  and  that 
there  is  reasonable  assurance  that  it  will  not  recur.  The  Secretary  shall 
not  make  any  such  decision  except  after  reasonable  notice  and  oppor- 
tunity for  hearing  to  the  institution  or  agency  affected  thereby. 

(ej  For  purposes  of  this  section,  the  term  "provider  of  services" 
shall  include  a  clinic,  rehabilitation  agency  including  a  single  service 
rehabilitation  facility^'  or  public  health  agency  if,  in  the  case  of  a 
clinic  or  rehabilitation  agency,  such  clinic  or  agency  meets  the  require- 
ments of  section  1861(p)  (4)*(A),  or  if,  in  the  case  of  a  public  health 
agency,  such  agency  meets  the  requirements  of  section  1861  (p)  (4)  (B) , 
or  if^  in  the  case  of  a  single  service  rehaMlitation  facility^  such  facil- 
ity meets  the  requirements  of  section  lS61{aa)^  or  (bb),  lohichever  is 
appropriate^^  but  only  with  respect  to  the  furnishing  of  outpatient 
physical  therapy  services,  [(as  therein  defined)]  outpatient  speech 
pathology  services^  outpatient  clinical  psychologists'^  services^  and  out- 
patient rehabilitation  services^  as  defined  in  sections  1861  {p)^  1861 
{aa),1861{bb)  and  1861{cc)^ 

Health  Insurance  Benefits  Advisory  Council 

Sec.  1867.  [(a)  There  is  hereby  created  a  Health  Insurance  Benefits 
Advisory  Council  which  shall  consist  of  19  persons,  not  otherwise 

1  Effective  with  resnect  to  agreements  filed  with  the  Secretary  under  section  1S66  by 
skilled  nursing  facilities  (as  defined  in  section  1861  (j))  before,  on,  or  after  the  date  of 
enactment,  but  accepted  by  him  on  or  after  such  date. 

-  Applies  to  services  rendered  after  December  81,  1972. 

3  Applies  to  services  rendered  after  December  31,  1972. 

*  Applies  with  respect  to  services  rendered  after  December  31,  1972, 
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in  the  employ  of  the  United  States,  appointed  by  the  Secretary  with- 
out regard  to  the  provisions  of  title  5,  United  States  Code,  govern- 
ing appointments  in  the  competitive  service.  The  Secretary  shall  from 
time  to  time  appoint  one  of  the  members  to  serve  as  Chairman. 
The  members  shall  include  persons  who  are  outstanding  in  fields  re- 
lated to  hospital,  medical,  and  other  health  activities,  persons  who 
are  representative  of  organizations  and  associations  of  professional 
personnel  in  the  field  of  medicine,  and  at  least  one  person  who  is  rep- 
resentative of  the  general  public.  Each  member  shall  hold  office  for  a 
term  of  4  years,  except  that  any  member  appointed  to  fill  a  vacancy 
occurring  prior  to  the  expiration  of  the  term  for  which  his  predecessor 
was  appointed  shall  be  appointed  for  the  remainder  of  such  term.  A 
member  shall  not  be  eligible  to  serve  continuously  for  more  than  2 
terms.  The  Secretary  may,  at  the  request  of  the  Advisory  Council 
or  otherwise,  appoint  such  special  advisory  professional  or  technical 
committees  as  may  be  useful  in  carrying  out  this  title.  Members  of 
the  Advisory  Council  and  members  of  any  such  advisory  or  technical 
committee,  while  attending  meetings  or  conferences  thereof  or  other- 
wise serving  on  business  of  the  Advisory  Council  or  of  such  commit- 
tee, shall  be  entitled  to  receive  compensation  at  rates  fixed  by  the  Sec- 
retary, but  not  exceeding  $100  per  day,  including  travel  time,  and 
while  so  serving  away  from  their  homes  or  regular  places  of  business 
they  may  be  allowed  travel  expenses,  including  per  diem  in  lieu  of 
subsistence,  as  authorized  by  section  5703  of  title  5,  United  States 
Code,  for  persons  in  the  Government  service  employed  intermittently. 
The  Advisory  Council  shall  meet  as  frequently  as  the  Secretary  deems 
necessary.  Upon  request  of  5  or  more  members,  it  shall  be  the  duty  of 
the  Secretary  to  call  a  meeting  of  the  Advisory  Council.] 

(a)  There  is  hereby  created  a  Health  Insurance  Benefits  Advisory 
Council  which  shall  consist  of  19  persons^  not  otherwise  in  the  employ 
of  the  United  States^  appointed  hy  the  Secretary  without  regard  to 
the  provisions  of  title  5,  United  States  Code^  governing  appointments 
in  the  competitice  sercices.  The  Secretary  shall  from  time  to  time 
appoint  one  of  the  members  to  serve  as  Chairman.  The  members  shall 
include  persons  who  are  outstanding  in  fields  related  to  hospital., 
medical.,  and  other  health  activities.,  persons  who  are  representative 
of  organizations  and  associations  of  professional  personnel  in  the  field 
of  medicine^  and  at  least  one  person  loho  is  representative  of  the  gen- 
eral public.  Each  member  shall  hold  office  for  a  term  of  four  years., 
except  that  any  member  appointed  to  fill  a  vacancy  occurring  prior 
to  the  expiration  of  the  term  for  which  his  predecessor  was  appointed 
shall  be  a.ppointed  for  the  remwiiider  of  such  term.  A  member  shall 
not  be  eligible  to  serve  continuously  for  more  than  two  terms.  Mem- 
bers of  the  Advisory  Council.,  while  attending  meetings  or  conferences 
thereof  or  otherwise  serving  on  business  of  the  Advisory  Council^  shall 
be  entitled  to  receive  compensation  at  rates  fixed  by  the  Secretary.,  but 
not  exceeding  $100  per  day.,  including  traveltime.,  and  while  so  serving 
away  from  their  homes  or  regular  places  of  business  they  may  be 
alloioed  travel  expenses^  including  per  diem  in  lieu  of  subsistence^  as 
authorized  by  section  5703  of  title  5,  United  States  Code,  for  persons 
in  the  Government  service  em,ployed  intermittently.  The  Advisory 
Council  shall  meet  as  the  Secretary  deems  necessary^  but  not  less 
than  annually. 
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£ih)  It  shall  be  the  function  of  the  Advisory  Council  CD  to  advise 
the  Secretary  on  matters  of  general  policy  in  the  administration  of 
this  title  and  in  the  formulation  of  regulations  imd-r  this  title,  and 
( -2  »  to  study  tlie  utilization  of  hospital  and  other  medical  care  and 
s-rvio'-s  for  vhich  payment  may  be  made  under  this  title  with  a  viev^ 
to  rer-ommending  any  changes  which  may  seem  desirable  in  the  Avay 
in  vrhich  such  care  and  services  are  utilized  or  in  the  administration 
of  the  programs  established  by  this  titk^  or  in  the  provisions  of  this 
title.  Tlie  Advisory  Council  shall  make  an  annual  report  to  the 
Secretary  on  the  performance  of  its  functions,  including  any  recom- 
mendations it  may  have  vrith  respect  thereto,  and  such  report  shall 
be  transmitted  promptly  by  the  Secretary  to  the  Congress.] 

1  i }  It  shall  he  the  function  of  the  Advisory  Council  to  provide 
advice  and  re  corn  m  e  n  d  a  t  io  n  s  for  the  corusideratio'n  of  the  Secretary 
on  mar: ens  of  aen.ei-ed  policy  with  respect  to  this  title  and  title  XIX. 

[ic)  The  Advisory  Council  is  authorized  to  engage  such  technical 
assistance  as  may  be  required  to  carry  out  its  functions,  and  the  Secre- 
tary shall,  in  addition,  make  available  to  the  Advisory  Coimcil  such 
secretarial,  clerical,  and  other  assistance  and  such  perinent  data  ob- 
tained and  prepared  by  the  Department  of  Health.  Education,  and 
Welfare  as  the  Advisory  Council  may  require  to  carry  out  its 
functions.] 

Sec.  1868.  [Kepealed.] 

Determinations;  Appeals 

Sec.  1869.  (a)  The  determination  of  whether  an  individual  is  entitled 
to  benefits  under  part  A  or  part  B,  and  the  determination  of  the 
amount  of  benefits  tmder  part  A,  shall  be  made  by  the  Secretar}^  in 
accordance  with  regulations  prescribed  by  him. 

(b )  Any  indiAudual  dissatisfied  with  any  determination  under  sub- 
section ( a )  as  to  entitlement  under  part  A  or  part  B,  or  as  to  amount 
of  benefits  under  part  A  where  the  matter  in  controversy  is  $100  or 
more,  shall  be  entitled  to  a  hearing  thereon  by  the  Secretary  to  the 
same  extent  as  is  provided  in  section  205  i  b),  and.  m  the  case  of  a 
determination  as  to  entitlement  or  as  to  amount  of  benefits  where  the 
amoimt  in  controversy  is  SI. 000  or  more,  to  judicial  review  of  the 
Secret arv's  final  decision  after  such  hearing  as  is  provided  in  section 
205(g). ' 

('c  )  Any  institution  or  agency  dissatisfied  with  any  determination 
by  tlie  Secretary  that  it  is  not  a  provider  of  services,  or  with  any 
determination  described  in  section  1866(b)  (2).  shall  be  entitled  to  a 
hearing  thereon  by  the  Secretary  (after  reasonable  notice  and  op- 
portunity for  hearing)  to  the  same  extent  as  is  provided  in  section 
205(b).  and  to  judicial  review  of  the  Secretary's  final  decision  after 
such  hearing  as  is  provided  in  section  205  (g) . 

Overpayments  on  Behalf  of  Individuals  and  Settlement  of  Claims 
for  Benefits  on  Behalf  of  Deceased  Individuals 

Sec.  1870.  (a)  Any  payment  under  this  title  to  any  provider  of  serv- 
ices or  other  person  vrith  respect  to  any  items  or  services  furnished 
any  individual  shall  be  regarded  as  a  payment  to  such  individual. 
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(b)  Where— 

(1)  more  than  the  correct  amount  is  paid  under  this  title  to  a 
provider  of  services  or  other  person  for  items  or  services  furnished 
an  individual  and  the  Secretary  determines  (A)  that,  within 
such  period  as  he  may  specify,  the  excess  over  the  correct  amount 
cannot  be  recouped  from  such  provider  of  services  or  other  person, 
or  (B)  that  such  provider  of  services  or  other  person  was  loithout 
fault  with  respect  to  the  payment  of  such  excess  over  the  correct 
amount^  or  ^ 

(2)  any  payment  has  been  made  under  section  1814(e)  to  a 
provider  of  services  or  other  person  for  items  or  services  furnished 
an  individual, 

proper  adjustments  shall  be  made,  under  regulations  prescribed  (after 
consultation  with  the  Railroad  Retirement  Board)  by  the  Secretary, 
by  decreasing  subsequent  payments — 

(3)  to  which  such  individual  is  entitled  under  title  II  of  this 
Act  or  under  the  Railroad  Retirement  Act  of  1937,  as  the  case 
may  be,  or 

(4)  if  such  individual  dies  before  such  adjustment  has  been 
completed,  to  which  any  other  individual  is  entitled  under  title  II 

of  this  Act  or  under  the  Railroad  Retirement  Act  of  1937,  as 
the  case  may  be,  with  respect  to  the  wages  and  self -employment 
income  or  the  compensation  constituting  the  basis  of  the  benefits 
of  such  deceased  individual  under  title  II  of  such  Act. 
As  soon  as  practicable  after  any  adjustment  under  paragraph  (3)  or 
(4)  is  determined  to  be  necessary,  the  Secretary,  for  purposes  of  this 
section,  section  1817(g),  and  section  1841(f),  shall  certify  (to  the 
Railroad  Retirement  Board  if  the  adjustment  is  to  be  made  by  de- 
creasing subsequent  payments  under  the  Railroad  Retirement  Act  of 
1937)  the  amount  of  the  overpayment  as  to  which  the  adjustment 
is  to  be  made.  For  purposes  of  clause  (B)  of  paragraph  (7),  such 
provider  of  services  or  such  other  person  shall^  in  the  ahsence  of  evi- 
dence to  the  contrary^  he  deemed  to  he  loithout  fault  if  the  8ecretary^s 
determination  that  more  than  such  correct  amount  was  paid  was  made 
suhsequent  to  the  third  year  following  the  year  in  which  notice  was 
sent  to  such  individual  that  such  amount  had  heen  paid;  except  that 
the  Secretary  may  reduce  such  three-year  period  to  not  less  than  one 
year  if  he  finds  such  reduction  is  consistent  with  the  ohjectives  of  this 
title? 

(c)  There  shall  be  no  adjustment  as  provided  in  subsection  (b)  (nor 
shall  there  be  recovery)  in  any  case  where  the  incorrect  payment  has 
been  made  (including  payments  under  section  1814(e))  with  respect 
to  an  individual  who  is  without  fault  [and  wherej  or  ichere  the  ad- 
justment (or  recovery)  would  he  m>Ojde  hy  decreasing  paywxnts  to 
which  another  person  who  is  without  fault  is  entitled  as  provided  in 
suhsection  (?))(^),  if  ^  such  adjustment  (or  recovery)  Avould  defeat 
the  purposes  of  title  II  or  title  XVIII  *  or  would  l^e  against  equity 
and  good  conscience.  Adjustment  or  recovery  of  an  incorrect  payment 


1  Applies  to  notices  of  payment  sent  to  individuals  after  date  of  enactment. 

2  Applies  to  notices  sent  to  individuals  after  19GS. 

^Applies  to  waiver  actions  considered  after  the  date  of  enactment. 
*  Applies  to  notices  sent  to  Individuals  after  19G8. 
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{or  only  such  part  of  an  incorrect  paym^ent  as  the  Secretary  deter- 
mines to  he  inconsisierit  with  the  purposes  of  this  title)  against  an 
individunJ  who  is  icithout  fault  shall  he  deemed  to  he  against  equity 
and  good  conscience  if  (A)  the  incorrect  payment  ivas  mo.de  for  ex- 
penses incurred  for  items  or  services  for  which  payment  may  not  he 
made  under  this  titJe  hy  reason  of  the  provisions  of  paragraph  (1)  or 
(9)  of  section  1SG2  and  (B)  if  the  Secretary's  determination  that  such 
payment  was  incorrect  teas  made  suhsequent  to  the  third  year  follow- 
ing the  year  in  tchich  notice  of  such  payment  was  sent  to  such  individ- 
ual; except  that  the  Secretary  may  reduce  such  three-year  period  to 
not  less  than  one  yea.r  if  he  finds  such  reduction  is  consistent  with  the 
ohjectives  of  this  title. ^ 

(d)  No  certifying  or  disbursing  officer  shall  be  held  liable  for  any 
amount  certified  or  paid  by  him  to  any  provider  of  services  or  other 
person  ^vhere  the  adjustment  or  recovery  of  such  amount  is  waived 
under  subsection  (c)  or  where  adjustment  under  subsection  (b)  is  not 
completed  prior  to  the  death  of  all  persons  against  whose  benefits  such 
adjustment  is  authorized. 

(e)  If  an  individual,  who  received  services  for  which  payment 
may  be  made  to  such  individual  under  this  title,  dies,  and  payment  for 
such  services  was  made  (other  than  under  this  title),  and  the  indi- 
vidual died  before  any  payments  due  him  under  this  title  with  respect 
to  such  services  was  completed,  payment  of  the  amount  due  (including 
the  amount  of  any  unnegotiated  checks)  shall  be  made — 

(1)  if  the  pajmient  for  such  services  was  made  (before  or 
after  such  individual's  death)  by  a  person  other  than  the  deceased 
individual,  to  the  person  or  persons  determined  by  the  Secretary 
under  regulations  to  have  paid  for  such  services,  or  if  the  pay- 
ment for  such  services  was  made  by  the  deceased  individual  be- 
fore his  death,  to  the  legal  representative  of  the  estate  of  such 
deceased  individual,  if  any ; 

(2)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  to  the  person,  if  any,  who  is  determined  by  the  Secre- 
tary to  be  the  surviving  spouse  of  the  deceased  individual  and 
who  was  either  living  in  the  same  household  with  the  deceased 
at  the  time  of  his  death  or  was,  for  the  month  in  which  the 
deceased  individual  died,  entitled  to  a  monthly  benefit  on  the 
basis  of  the  same  wages  and  self-employment  income  as  was  the 
deceased  individual : 

(3)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1)  or  (2),  or  if  the  person  who  meets  such  requirements 
dies  before  the  payment  due  him  under  this  title  is  completed, 
to  the  child  or  children,  if  any,  of  the  deceased  individual  who 
were,  for  the  month  in  which  the  deceased  individual  died, 
entitled  to  monthly  benefits  on  the  basis  of  the  same  wages  and 
self -employment  income  as  was  the  deceased  individual  (and, 
in  case  there  is  more  than  one  such  child,  in  equal  parts  to  each 
such  child)  ; 

(4)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  (2),  or  (3),  or  if  each  person  who  meets  such  require- 


1  Applies  to  notices  sent  to  individuals  after  196S. 
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f  ments  dies  before  the  payment  due  him  under  this  title  is  com- 

pleted, to  the  parent  or  parents,  if  any,  of  the  deceased  individual 
who  were,  for  the  month  in  which  the  deceased  individual  died, 
entitled  to  monthly  benefits  on  the  basis  of  the  same  wages  and 
self -employment  income  as  was  the  deceased  individual  (and,  in 
case  there  is  more  than  one  such  parent,  in  equal  parts  to  each 
j  such  parent) ; 

(5)  if  there  is  no  person  who  meets  the  requirements  of  para- 
I  graph  (1),  (2),  (3),  or  (4),  or  if  each  person  who  meets  such 

I  requirements  dies  before  the  payment  due  him  under  this  title 

I  is  completed,  to  the  person,  if  any,  determined  by  the  Secretary 

I  to  be  the  surviving  spouse  of  the  deceased  individual; 

I  (6)  if  there  is  no  person  who  meets  the  requirements  of  para- 

I  graph  (1) ,  (2) ,  (3) ,  (4)  ?  or  (5) ,  or  if  each  person  who  meets  such 

I  requirements  dies  before  the  payment  due  him  under  this  title  is 

completed,  to  the  person  or  persons,  if  any,  determined  by  the 
Secretary  to  be  the  child  or  children  of  1:he  deceased  individual 
(and,  in  case  there  is  more  than  one  such  child,  in  equal  parts  to 
each  such  child)  ; 

(7)  if  there  is  no  person  who  meets  the  requirements  of  para- 

I graph  (1),  (2),  (3),  (4),  (5),  or  (6),  or  if  each  person  who  meets 
such  requirements  dies  before  the  payment  due  him  under  this 
title  is  completed,  to  the  parent  or  parents,  if  any,  of  the  deceased 
individual  (and,  in  case  there  is  more  than  one  such  parent,  in 
equal  parts  to  each  such  parent)  ;  or 

(8)  if  there  is  no  person  who  meets  the  requirements  of  para- 
graph (1),  (2),  (3),  (4),  (5),  (6),  or  (7),  or  if  each  person  who 

I  meets  such  requirements  dies  before  the  payment  due  him  under 

this  title  is  completed,  to  the  legal  representatives  of  the  estate 
of  the  deceased  individual,  if  a  ay. 

(f)  If  an  individual  who  received  medical  and  other  health  serv- 
ices for  which  payment  may  be  made  under  section  1832(a)  (1)  dies, 
and — 

(1)  no  assignment  of  the  right  to  payments  was  made  by  such 
individual  before  his  death,  -ari  d 

( 2 )  payment  for  such  services  has  not  been  made, 

payment  for  such  services  shall  be  made  to  the  physician  or  other 
person  who  provided  such  services,  but  payment  shall  be  made  under 
this  subsection  only  in  such  amount  and  subject  to  such  conditions 

i  as  would  have  been  applicable  if  the  individual  who  received  the 
services  had  not  died,  and  only  if  the  person  or  persons  who  provided 

1!  the  services  agrees  that  the  reasonable  charge  is  the  full  charge  for  the 
services. 

(g)  If  an  individual,  who  is  enrolled  vrnder  section  1818 {c) ,  1819(1)), 
1837,  or  181^5  of  the  Social  Security  Act  dies,  and  premiums  with  re- 

I  spect  to  such  enrollment  have  been  received  with  respect  to  such  in- 
;  dividual  for  avy  month  after  the  month  of  his  death,  such  premiums 
I  shall  he  refunded  to  the  person  or  persons  determined  hy  the  Secretary 
1  under  regulations  to  have  paid  such  premiums  or  if  payment  for  such 
I  premiums  was  made  hy  the  deceased  individual  hefore  his  death,^  to  the 
I  legal  representative  of  the  estate  of  such  deceased,  individual^  if  any. 
I      //  there  is  no  person  loho  meets  the  requirements  of  the  preceding  sen- 
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tence  such  prem,ium^  shall  he  refunded  to  the  person  or  persons  in  the 
priorities  specified  in  paragraphs  {2)  through  (7)  of  subsection  (e). 

Regulations 

Sec.  1871.  The  Secretary  shall  prescribe  such  regulations  as  may 
be  necessary  to  carry  out  the  administration  of  the  insurance  programs 
under  this  title.  When  used  in  this  title,  the  term  "regulations"  means, 
unless  the  context  otherwise  requires,  regulations  prescribed  by  the 
Secretary. 

Application  of  Certain  Provisions  of  Title  II 

Sec.  1872.  The  provisions  of  sections  206,  [208,]  and  216 (j),  and  of 
subsections  (a),  (d),  (e),  (f),  (h),  (i),  (j),  (k),  and  (1)  of  section 
205,  shall  also  apply  with  respect  to  this  title  to  the  same  extent  as 
they  are  applicable  with  respect  to  title  IT. 

Designation  of  Organization  or  Publication  by  Name 

Sec.  1873.  Designation  in  this  title,  by  name,  of  any  nongovern- 
mental organization  or  publication  shall  not  be  affected  by  change  of 
name  of  such  organization  or  publication,  and  shall  apply  to  any 
successor  organization  or  publication  which  the  Secretary  finds  serves 
the  purpose  for  which  such  designation  is  made. 

Administration 

Sec.  1874.  (a)  Except  as  otherwise  provided  in  this  title  and  in  the 
Railroad  Ketirement  Act  of  1937,  the  insurance  programs  established 
by  this  title  shall  be  administered  by  the  Secretary.  The  Secretary 
may  perform  any  of  his  functions  under  this  title  directly,  or  by  con- 
tract providing  for  payment  in  advance  or  by  way  of  reimbursement, 
and  in  such  installments,  as  the  Secretary  may  deem  necessary. 

(b)  The  Secretary  may  contract  with  any  person,  agency,  or  insti- 
tution to  secure  on  a  reimbursable  basis  such  special  data,  actuarial 
information,  and  other  information  as  may  be  necessary  in  the  carry- 
ing out  of  his  functions  under  this  title. 

(c)  In  the  course  of  any  hearing,  investigation,  or  other  proceeding 
that  he  is  authorized  to  conduct  under  this  title,  the  Secretary  may 
administer  oaths  and  affirmations. 

Studies  and  Recommendations 

Sec.  1875.  (a)  The  Secretary  shall  carry  on  studies  and  develop  rec- 
ommendations to  be  submitted  from  time  to  time  to  the  Congress 
relating  to  health  care  of  the  [aged]  aged  and  the  disabled^  including 
studies  and  recommendations  concerning  ( 1 )  the  adequacy  of  existing 
personnel  and  facilities  for  health  care  for  purposes  of  the  programs 
under  parts  A  and  B;  (2)  methods  for  encouraging  the  further  de- 
velopment of  efficient  and  economical  forms  of  health  care  which  are 
a  constructive  alternative  to  inpatient  hospital  care;  and  (3)  the 
effects  of  the  deductibles  and  coinsurance  provisions  upon  beneficiaries, 
persons  who  provide  health  services,  and  the  financing  of  the  program. 
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(b)  The  Secretary  shall  make  a  continuing  study  of  the  operation 
and  administration  of  the  insurance  programs  under  parts  A  and  B 
(including  a  validation  of  the  accreditation  fvoce^s  of  the  Joint  Com- 
mission on  the  Accreditation  of  Hospitals^  the  operation  and  admin- 
istration of  health  maintenance  organisations  authorized  hy  section 
226  of  the  Social  Security  Amendments  of  1972^  the  [experimenta- 
tion] experimAmts  and  demonstration  projects  authorized  by  section 
402  of  the  Social  Security  Amendments  of  1967,  and  the  experiments 
and  demonstration  projects  authorized  hy  section  222 {a)  of  the  Social 
Security  Amendm.ents  of  1972)^  and  shall  transmit  to  the  Congress 
annually  a  report  concerning  the  operation  of  such  programs. 

Payments  to  Health  Maintenance  Organizations  ^ 

Sec,  1876,  (a)  (1)  In  lieu  of  amounts  which  would  otherwise  he  pay- 
able pursuant  to  sections  ISlXih)  and  1833 {a) ,  the  Secretary  is  author- 
ized to  determine^  hy  actuarial  methods^  as  provided  in  this  section^ 
hut  only  with  respect  to  a  health  maintenance  organization  with  which 
he  has  entered  into  a  contract  under  subsection  {i)^a  per  capita  rate  of 
payment — 

{A)  for  services  provided  under  parts  A  and  B  for  individuals 
enrolled  with  such  orgamzation  pursuant  to  suhsection  (e)  who 
are  entitled  to  hospital  insurajnce  henefits  under  part  A  and  en- 
rolled for  medical  i7'isurance  henefits  under  part  and 

(B)  for  services  j)TOvided  under  part  B  for  individuals  enrolled 
with  such  organization  pursuant  to  suhsection  {e)  who  are  not  en- 
titled to  henefits  under  part  A  hut  who  are  enrolled  for  henefits 
under  part  B. 

(2)  An  interim  per  capita  rate  of  payment  for  each  health  mainte- 
nance organization  shall  he  determined  annuuUy  hy  the  Secretary  on 
the  hasis  of  each  organization's  annual  operating  hudget  and  enroll- 
ment forecast  lohich  shall  he  suhmitted  {in  such  form  and  in  such  de- 
tail as  the  Secretary  may  prescrihe)  at  least  90  days  he  fore  the  hegin- 
ning  of  each  contract  year.  Each  interim  rate  shall  he  equal  to  the  esti- 
mated per  capita  cost  {hased  upon  types  and  components  of  expenses 
othei'wise  reimhursahle  under  this  titled  of  providing  services  defined 
in  paragraph  (3)  (A)  (iv).  In  the  event  that  the  data  requested  to  he 
furnished  hy  a  health  maintenance  organization  are  not  furnished 
timely^  such  reduction  in  interim  payments  may  he  made  hy  the  Secre- 
tary as  is  a.ppropriate^  until  such  time  as  a  reasonable  estimate  of  per 
capita  costs  can  he  made.  Each  months  the  Secretary  shall  pay  each 
such  organization  its  interim  per  capita  rate^  in  advance^  for  each  indi- 
vidual enrolled,  ivith  it  pursuant  to  suhsection  (e).  Each  such  organi- 
zation shall  suhmit  interim  estimated  cost  reports  and  enrollment  data 
on  a  quarterly  hasis  in  such  form  a/nd  manner  satisfactory  to  the  Sec- 
retary^ and  the  Secretary  shall  adjust  each  interim  per  capita  rate  to 
the  extent  necessary  to  maintain  interim  payments  at  the  level  of  cur- 
rent costs.  Interim  payments  made  under  this  paragraph  shall  he  suh- 
ject  to  retroactive  adjustment  at  the  end  of  each  contract  year  as  pro- 
vided in  paragraph  {3). 


1  Effective  with  respect  to  services  provided  on  or  after  July  1,  1973. 

2  Effective  with  respect  to  services  provided  on  or  after  July  1,  1973. 
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(3)  (A)  With  respect  to  any  health  maintenance  organization  which 
has  entered  into  a  risk  sharing  contract  -with  the  Secretary  pursuant  to 
subsection  patjments  made  to  such  organization  shall  he 

subject  to  the  folloicing  adjustments  at  the  end  of  each  contract  year: 

(i)  if  the  jSec?'eta?y  determines  that  the  per  capita  incurred  cost 
of  any  such  organization  in  any  contract  year  for  providing  serv- 
ices described  in  paragraph  (1)  is  less  than  the  adjusted  average 
per  capita  incurred  cost  {as  defined  herein)  of  providing  such 
services,  the  resulting  difference  {hereinafter  referred  to  as  ^^sav- 
ings^^)  shcdl  he  apportioned  folloicing  the  close  of  a  contract  year 
for  such  year  hetioeen  such  organization  and  the  Federal  Hospital 
Insurance  Trust  Fund  and  the  Federcd  Supplementary  Medical 
Insurance  Trust  Fund  {hereinafter  collectively  referred  to  as  the 
^'"Medicare  Trust  Funds^')  as  folloios  : 

(/)  savings  up  to  10  percent  of  the  adjusted  average  per 
capita  costs  shall  he  apportioned  equally  heticeen  such  orga- 
nization and  the  Medicare  Trust  Funds; 

{II)  savings  hetioeen  10  and  20  percent  shall  he  appor- 
tioned one-quarter  to  such  organization  and  three-quarters 
to  such  Trust  Funds; 

{III)  savings  in  excess  of  20  percent  of  the  adjusted  aver- 
age per  capita  cost  shall  he  apportioned  entirely  to  such  Trmt 
Funds; 

(ii)  if  the  Secretary  determines  that  the  per  capita  incurred 
cost  of  any  such  organization  in  any  contract  year  for  providing 
services  described  in  paragraph  (1)  is  greater  than  the  adjusted 
average  per  capita  incurred  cost  of  providing  such  services^  the 
resulting  difference  {hereinafter  referred  to  as  Hosses^'')  shall  he 
apportioned  between  such  organization  and  the  Medicare  Trust 
Funds  as  follows : 

(/)  losses  up  to  10  percent  over  the  adjusted  average  per 
capita  cost  shall  he  borne  equally  by  siwh  organization  and 
such  Trust  Funds; 

{II)  losses  between  10  and  20  percent  over  the  adjusted 
average  per  capita  cost  shall  be  borne  three-quarters  by  such 
Trust  Funds  and  one-quarter  by  such  organization ; 

{III)  losses  in  excess  of  20  percent  over  the  adjusted  aver- 
age per  capita  cost  shall  be  borne  entirely  by  such  Trust 
Funds; 

{Hi)  losses  absorbed  by  such  organization  or  by  the  Medicare 
Trust  Funds  in  any  year  shall  be  carried  forward  and  shall  he 
offset  from  savings  realized  in  later  years^  ivith  the  apportionment 
of  savings  being  proportional  to  the  losses  absorbed  and  not  yet 
offset; 

{iv)  determination  of  any  amounts  payable  at  the  close  of  the 
contract  year  to  such  organization  or  to  the  Trust  Funds  shall  be 
made  as  follows  : 

(I)  within  90  days  after  close  of  a  contract  year^  interim 
determination  of  the  amount  of  estimated  savings  or  losses 
and  apportionment  thereof  shall  he  made^  actuarially^  on  the 
basis  of  interim  reports  of  costs  incurred  by  an  organization^ 
and  adjusted  average  per  capita  costs  incurred  {as  defined 
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herein)^  and  other  evidence  acceptable  to  the  Secretary  a7id 
one-half  of  any  amounts  deemed  payable  to  such  organiza- 
tion or  the  Trust  Funds  shall  be  paid  by  such  organization  or 
the  Secretary  as  appropriate;  and 

{II)  final  settlement  and  payment  by  the  Secretary  or  or- 
ganization^ as  appropriate^  of  any  additional  amounts  due 
on  basis  of  such  final  settlement  will  be  made  lohere  adequate 
data  for  actuarial  computation  are  available^  in  timely  fash- 
ion folloioing  submission  by  such  organization  of  reports 
specified  in  subparagraph  (C)  of  this  paragraph ; 

{III)  where  such  final  settlement  is  reached  more  than 
90  days  following  submission  of  reports  specified  in  subpara- 
graph {C)  of  this  paragraph^  any  amount  payable  by  the 
Secretary  or  organization  shall  be  increased  by  an  interest 
amount^  accruing  from  the  91st  day  following  submission  of 
such  report^  equal  to  the  average  rate  of  interest  payable  on 
Federal  obligations  if  issued  on  such  91st  day  for  purchase 
by  the  Trust  Funds, 
{v)  The  term  '"''adjusted  average  per  capita  cosV^  means  the 
average  per  capita  amount  that  the  Secretary  determines  {on  the 
basis  of  actual  experience^  or  retrospective  actuarial  equivalent 
based  upon  an  adequate  sample  a/nd  other  information  and  data.,  in 
the  geographic  area  served  by  a  health  maintenance  organization 
or  in  a  similar  area.,  with  appropriate  adjustment  to  assure  actu- 
arial equivalences  including  adjustments  relating  to  age  distiibu- 
tion^  sex,  race,  institutional  status,  disability  statics,  and  any  other 
relevant  factors)  would  be  payable  in  any  contract  year  for  serv- 
ices covered  under  this  title  and  types  of  expenses  otherwise  reim- 
bursable under  this  title  {including  administrative  costs  incurred 
by  organizations  described  in  sections  1816  and  18I{.2)  if  such  serv- 
ices were  to  be  furnished  by  other  than  such  health  maintenance 
organization. 

{B)  With  respect  to  any  health  maintenance  organization  which 
has  entered  into  a  reasonable  cost  reimbursement  contract  loith  the 
Secretary  pursuant  to  subsection  {i)  {2)  {B),  payments  made  to  such 
organization  shall  be  subject  to  suitable  retroactive  corrective  adjust- 
ments at  tlie  end  of  each  contract  year  so  as  to  assure  that  such  orga- 
nization is  paid  for  the  reasonable  cost  actually  incurred  {excluding 
therefrom  any  part  of  incurred  cost  found  to  be  unnecessary  in  the 
efficient  delivery  of  health  services)  for  the  types  of  expenses  other- 
wise reimbursable  under  this  title  for  providing  services  covered  under 
this  title  to  individuals  described  in  paragraph  {1). 

{C)  Any  contract  with  a  health  maintenance  organization  under 
this  title  shall  provide  that  the  Secretary  shall  require,  at  such  time 
folloioing  the  expiration  of  each  accounting  period  of  a  health  main- 
tenance organization  {and  in  such  form  and  in  such  detail)  as  he  may 
prescribe  : 

{i)  that  such  health  maintenance  organization  report  to  him 
in  an  independently  certified  financial  statement  its  per  capita 

incurred  cost  haned  on  the  f]/pes  and  com ponenfs  of  expenses 
otherxrise  rei inhv i's<t})le  viidei'  fhi:-;  tiilc  for  j)roridiii(/  services 
described,  in  paragra ph  (/),  includii\g  therein,  in  accordance  with 
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accoantirig  yrGcedureH  pre^crihed  hy  the  Secretary,  its  methods  of 
allocatirig  costs  hetireen  wdiriduals  enrolled  vnder  this  section 
and  other  individhuds  enrolled  ivith  such  orcjanhation : 

(ii)  that  failure  to  re'port  such  information  as  may  he  required 
may  he  deemed  to  constitute  evidence  of  likely  overpayraent  on  the 
hasis  of  lohich  appropriate  collection  action  may  he  taken; 

(Hi)  that  in  any  case  in  lohich  a  health  mainteivince  organiza- 
tion is  related  to  another  organization  hy  common  ownership  or 
control^  a  consolidated  fiiimncial  statement  shall  he  filed  and  that 
the  alloioahle  costs  for  such  organization  may  not  include  costs 
for  the  types  of  expense  otherwise  reimhursahle  under  this  title^ 
in  excess  of  those  which  loould  he  determined  to  he  reasonahle  in 
accordanee  icith  regulations  {providing  for  limiting  reimhurse- 
ment  to  costs  rather  than  charges  to  the  health  maintenance  or- 
ganization hy  related  organizations  and  oioners)  issued  hy  the 
Secretary  in  accordance  loith  section  1861  {v)  of  the  Social  Secur- 
ity Act;  and 

(iv)  that  in  any  case  in  lohich  compensation  is  paid  hy  a  health 
maintenance  organization  suhstantially  in  excess  of  what  is  nor- 
mally paid  for  similar  services  hy  similar  practitioners  {regardless 
of  method  of  compensation)  ^  such  compensation  may  as  appro- 
priate he  considered  to  constitute  a  distrihution  of  profits. 
{Jf)  The  payments  to  health  maintenance  organizations  under  this 
suhparagraph  with  respect  to  individuals  descrihed  in  suhsectian  (a) 
(1)  {A)  shall  he  made  from  the  Federal  Hospital  Insurance  Tru^t 
Fund  and  the  Federal  Supplementary  Medical  Insurance  Trust  Fund. 
The  portion  of  such  payment  to  such  an  organization  for  a  month  to 
he  paid  hy  the  latter  trust  fund  shall  he  equal  to  200  percent  of  the 
sum  of — 

{A)  the  product  of  (i)  the  numher  of  covered  enrollees  of  such 
organization  for  such  month  {as  descrihed  in  paragraph  {!))  who 
have  attained  age  65^  and  {ii)  the  monthly  actuarial  rate  for  sup- 
plementary medical  insurance  for  such  month  as  determined  under 
section  1839 {c)  (i),  and 

(B)  the  product  of  (^)  the  numher  of  covered  enrollees  of  such 
organization  for  such  month  {as  descrihed  in  paragraph  {!))  who 
have  not  attained  age  65,  and  {ii)  the  monthly  actuarial  rate  for 
supplementary  medical  insurance  for  such  month  as  determined^ 
under  section  1839{c)  (4). 

The  remainder  of  such  payment  shall  he  paid  hy  the  former  trust  fund. 

For  limitation  on  Federal  participation  for  capital  expenditures  which 

are  out  of  conformity  with  a  comprehensive  plan  of  a  State  or  areawide 

planning  agency,  see  section  1122. 

{h)  The  term  ''''health  maintenance  organization''''  means  a  public  or 

private  organization  which — 

{!)  provides,  either  directly  or  through  arrangements  with 
others,  health  services  to  individuals  enrolled  with  such  organiza- 
tion on  the  hasis  of  a  predetermined  periodic  rate  without  regard 
to  the  frequency  or  extent  of  services  furnished  to  any  particular 
enrollee; 

{2)  provides,  either  directly  or  through  arrangements  icith 
others,  to  the  extent  applicahle  in  subsection  {c)  {through  institu- 
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tions^  entities^  and  persons  meeting  the  applicable  requirements  of 
section  1861 ) ,  the  services  and  henefits  covered  under  parts  A  and 
B  of  this  title  which  are  generally  available  to  individuals  residing 
in  the  geographic  area  served  hy  the  health  maintenance 
organization; 

(3)  provides  physicians^  services  primarily  {A)  directly 
through  physicians  who  are  either  employees  or  partners  of  such 
organization^  or  {B)  under  arrangements  with  one  or  more  groups 
of  physicians  {organized  on  a  group  practice  or  individual  prac- 
tice basis)  under  which  each  such  group  is  reimbursed  for  its 
services  primarily  on  the  basis  of  an  aggregate  fixed  sum  or  on  a 
per  capita  basis^  regardless  of  whether  the  individual  physician 
members  of  any  such  group  are  paid  on  a  fee-for-service  or  other 
basis; 

(4)  provides^  either  directly  orund^er  arrangements  with  others^ 
the  services  of  a  sufficient  number  of  primary  care  and  specialty 
care  physicians  to  meet  the  health  needs  of  its  members;  for  pur- 
poses of  this  section  the  term  ''''specialty  care  physicians''''  means  a 
physician  who  is  either  board  certified  or  eligible  for  board  certi- 
fication^ except  that  the  Secretary  may  by  regulation  prescribe 
conditions  under  \ohich  physicians  loho  have  a  record  of  demon- 
strated proficiency  but  who  are  not  eligible  for  board  certification 
may^  on  the  basis  of  training  and  experience^  be  recognized  as 
specialty  care  physicians; 

(5)  has  effective  arrangements  to  assure  that  its  msmbers  have 
access  to  qualified  practitioners  in  those  specialties  which  are  gen- 
erally available  in  the  geographic  area  served  by  the  health  main- 
tenance organization; 

(6)  demonstrates  to  the  satisfaction  of  the  Secretary  proof  of 
financial  responsihility  and  proof  of  capability  to  provide  com- 
prehensive health  care  services^  including  institutional  services^ 
efficiently^  effectively^  and  economically ; 

(7)  except  as  provided  in  subsection  (h) ,  has  at  least  half  of  its 
enrolled  members  consisting  of  individuals  under  age  65; 

(8)  assures  that  the  health  services  required  by  its  members  are 
received  promptly  and  appropriately  and  that  the  services  that  are 
received  measure  up  to  quality  standards  which  it  establishes  in 
accordance  with  regulations ;  and 

(9)  has  an  open  enrollment  period  at  least  every  year  under 
which  it  accepts  up  to  the  limits  of  its  capacity  and  without  re- 
stri,ctions^  except  as  may  be  authorized  in  regulations^  individuals 
who  are  eligible  to  enroll  under  subsection  (d)  in  the  order  in 
tohich  they  apply  for  enrollment  unless  to  do  so  would  result  in 
failure  to  meet  the  requirements  of  paraaraph  (7)  or  wondd  re- 
sult in  enrollment  of  enrollees  substantially  nonrepresentative  as 
determined  in  accordance  with  regulations  of  the  Secretary^  of  the 
population  in  the  geographic  area  served  by  such  health  mmn- 
tenance  organization. 

(c)  The  benefits  provided  under  this  section  to  enrollees  of  an  or- 
ganization which  has  entered  into  a  rish  sharing  contract  with  the 
Secretary  pursuant  to  subsection  (i)  (2)  (A)  shall  consist  of — 

(7)  in  the  case  of  an  individual  toho  is  entitled  to  hospital 
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inmrance  benefits  under  part  A  and  enrolled  for  medical  insm^- 
ance  benefits  uiuLer  part  B — 

(A)  entitlement  to  have  payment  made  on  his  behalf  for  all 
services  described  in  section  1812  and  section  1832  which  are 
furnished  to  him  by  the  health  maintenance  organization  with 
wJiich  he  is  enrolled  pursuant  to  subsection  (e)  of  this  sec- 
tion ;  and 

(B)  entitlement  to  have  payment  made  by  such  health  main- 
tenance organization  to  him  or  on  his  behalf  for  (i)  such 
emergency  services  (as  defined  in  regulations)  ^  \ii)  such  ur- 
gently needed  services  {as  defined  in  regulations)  furnished 
to  him  during  a  period  of  temporary  absence  (as  defined  in 
regulations)  from  the  geographic  area  served  by  the  health 
maintenance  organization  with  ivhich  he  is  enrolled^  and  [Hi) 
such  other  services  as  may  be  determined^  in  accordance  with 
subsectian  (/) .  to  be  services  which  the  individual  was  en- 
titled to  ha/ce  f  urnished'  by  the  health  maintenance  organiza- 
tion, as  may  be  furnished  to  him  by  a  physician,  supplier^  or 
provider  of  services,  other  than  the  health  maintenance  orga- 
nization with  which  he  is  enrolled;  and 

(2)  in  the  case  of  an  individual  who  is  not  entitled  to  hospital 
insurance  benefits  under  part  A  but  who  is  enrolled  for  medical 
insurance  benefls  under  part  B .  entitlement  to  have  payment  made 
for  services  described  in  paragraph  (i),  but  only  to  the  extent  that 
such  services  are  also  described  in  section  1832. 
(d)  i'ubject  to  the  p?'ovisions  of  subsection  ie).  every  Individual 
described  in  subsection  {c)  (1)  and  (2)  shall  be  eligible  to  enroll  with 
any  health  maintenance  organization  {as  defmed  in  subsection  (b)) 
which  serves  the  geographic  area  in  which  such  individual  resides. 

{e)  An  individual  may  enroll  with  a  health  maintenance  organiza- 
tion undrr  this  section,  and  may  terminate  such  enrollment^  as  may  be 
prescribed  by  regulations. 

(/)  Any  individual  enrolled  with  a  health  maintenance  organiza- 
tion under  this  section  who  is  dissatisfied  by  reason  of  his  failure  to  re- 
ceive without  nddltlonal  cost  to  him  any  health  service  to  which  he  be- 
lieves he  is  entitled  shall,  if  the  amount  in  controversy  is  $100  or  more., 
be  entitled'  to  a  hearing  before  the  Secretary  to  the  same  extent  as  is 
provided  in  section  205(b)  and  in  any  such  hearing  the  Secretary  shall 
malce  such  health  maintenance  organization  a  party  thereto.  If  the 
amount  in  controversy  is  $1,000  or  more^  such  individual  or  health 
maintenance  organization  shall  be  entitled  to  judicial  review  of  the 
Secretary'' s  fined  decision  after  such  hearing  as  is  pi'ovided  ioi  section 
205(g). 

(g)  (1)  If  the  health  maintenance  organization  provides  its  enrollees 
under  this  section  only  the  services  described  m  subsection  (<?),  its 
premium  rate  or  other  charges  for  such  enrollees  shall  not  exceed  the 
actuarial  value  of  the  deductible  and  coinsurance  lohich  would  other- 
loise  be  applicable  to  such  enrollees  under  part  A  and  part  B^  if  they 
were  not  enrolled  under  this  section. 

(2)  If  the  health  maintenance  organization  provides  to  its  enrollees 
under  this  section  services  in  addition  to  those  described  in  subsection 
(c),  election  of  coverage  for  such  additional  services  shall  be  optional 
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for  such  enrollees  and  such  organization  shall  furnish  such  enroUees 
with  information  on  the  portion  of  its  premium  rate  or  other  charges 
applicable  to  such  additional  services.  The  portion  applicable  to  the 
services  described  in  subsection  {c)  may  not  exceed  (i)  the  actuarial 
value  of  the  deductible  and  coinsurance  which  would  otherwise  be 
applicable  to  such  enrollees  under  part  A  and  part  B  if  they  were  not 
enrolled  under  this  section  less  (ii)  the  actuarial  value  of  other  charges 
made  in  lieu  of  such  deductible  and  coinsurance. 

(h)  The  provisions  of  paragraph  (7)  of  subsection  (b)  shall  not 
apply  with  respect  to  any  health  maintenance  organization  for  such 
period  not  to  exceed  three  years  from  the  date  such  organization  enters 
into  an  agreement  with  the  Secretary  pursuant  to  subsection  (i) ,  as  the 
Secretary  may  permit^  but  only  so  long  as  such  organization  demon- 
strates to  the  satisfaction  of  the'  Secretary  by  the  submission  of  its 
plans  for  each  year  that  it  is  making  continuous  efforts  and  progress 
toward  achieving  compliance  with  the  provisions  of  such  paragraph 
(7)  within  such  three-year  period. 

(i)  (1)  Subject  to  the  limitations  contained  in  subparagraphs  {A) 
and  (B)  of  paragraph  (^),  the  Secretary  is  authorized  to  enter  into 
a  contract  loith  any  health  maintenance  organization  which  undertakes 
to  provide^  on  an  interim  per  capita  prepayment  basis.,  the  services 
described  in  section  1832  {and  section  1812.,  in  the  case  of  individuals 
who  are  entitled  to  hospital  insurance  benefits  under  part  A)  to  in- 
dividuals enrolled  with  such  organization  pursuant  to  subsection  (e). 

(2)  {A)  If  the  health  maintenance  organization  (i)  has  a  current 
enrollment  of  not  less  than  25fi00  members  on  a  prepaid  capitation 
basis  and  has  been  the  primary  source  of  health  care  of  at  least  8fi00 
persons  in  each  of  the  two  years  immediately  preceding  the  contract 
year.,  or  (ii)  serves  a  nonurban  geographic  area^  has  a  current  enroll- 
ment of  not  less  than  5p00  members  on  a  prepaid  capitation  basis  and 
has  been  the  primary  source  of  health  care  for  at  least  1^500  persons 
in  each  of  the  three  years  immediately  preceding  the  contract  year.,  the 
Secretary  may  enter  into  a  risk  sharing  contract  with  such  organiza- 
tion pursuant  to  which  any  savings  and  losses^  as  determined  pursuant 
to  subsection  {a)  {3)  {A) ^  are  shared  between  such  organization  and 
tlie  Medicare  Trust  Funds  in  the  manner  prescribed  in  such  subsection. 
For  purposes  of  this  subparagraph.,  a  health  maintenance  organization 
shall  be  considered  to  serve  a  nonurban  geographic  area  if  it  is  located 
in  a  nonmetropolitan  county  {that  is,  a  county  with  fewer  than  50,000 
inhabitants) ,  or  if  it  has  at  lea^st  one  such  county  in  its  normal  service 
area,  or  if  it  is  located  outside  of  a  metropolitan  area  and  its  facilities 
are  within  reasonable  travel  distance  {as  defined  by  the  Secretary)  of 
fewer  than  50,000  individuals.  No  health  maintenance  organization 
which  has  entered  into  a  risk  sharing  contract  ivith  the  Secretary 
under  this  subparagraph  and  has  voluntarily  terminated  such  con- 
tract may  again  enter  into  such  a  contract. 

{B)  If  the  health  maintenance  organization  does  not  meet  the  re- 
quirements of  subparagraph  {A),  or  if  the  Secretary  is  not  satis- 
fied that  the  health  maintenance  organization  has  the  capacity  to  bear 
its  proportinate  share  of  risk  of  potential  losses  as  determined  under 
clause  {ii)  of  subsection  {a)  {3)  {A),  or  if  the  health  mmntenance 
organization  meeting  the  requirements  of  subparagraph  {A)  so  elects, 
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or  if  an  organization  does  not  fully  meet  the  requirements  of  section 
1876(b)  hut  has  demonstrated  to  the  satisfaction  of  the  Secretary 
that  it  is  making  reasonable  efforts  to  meet^  and  is  developing  the 
capahility  to  fully  meet^  such  requirements^  and  that  it  fully  meets 
such  basic  requirements  as  the  Secretary  shall  frescribe  in  regulations^ 
the  Secretary  may^  if  he  is  otlierioise  satisfied  that  the  health  main- 
tenance organization  or  other  organization  is  ahle  to  perform  its  con- 
tractual obligations  effectively  ami  efficiently^  enter  into  a  contract 
with  such  organization  pursuant  to  which  sudh  organization  is  reim.- 
bursed  on  the  basis  of  its  reasonable  cost  (as  defined  in  section  1861  {v) ) 
in  the  manner  prescribed  in  subsection  {a)  (3)  (B). 

(3)  Such  contract  may,  at  the  option  of  such  organization,  provide 
that  the  Secretary  (A)  loill  reimburse  hospitals  and  skilled  nursing 
facilities  for  the  reasonable  cost  (as  determined  under  section  1861  (v)  ) 
of  services  furnished  to  individuals  enrolled  loith  such  organization 
pursuant  to  subsection  (e),  and  (B)  loill  deduct  the  amount  of  such 
reimbursement  from  payments  lohich  woidd  other%mse  be  made  to  such 
organization.  If  a  health  maintenance  organization  pays  a  hospital 
or  skilled  nursing  facility  directly,  the  amount  paid  shall  not  exceed 
the  reasonable  cost  of  the  services  (as  determined  under  section 
1861  (v))  unless  such  organization  demonstrates  to  the  satisfaction 
of  the  Secretary  that  such  excess  payments  are  justified  on  the  basis 
of  advantages  gained  by  the  organization. 

{Jf)  Each  contract  under  this  section  shall  be  for  a  term  of  at  least 
one  year,  as  determined  by  the  Secretary,  and  may  be  made  auto- 
matically reneioable  from  teirm  to  term  in  the  absence  of  notice  by 
either  party  of  intention  to  terminate  at  the  end  of  the  current  term; 
except  that  the  Secretary  may  terminate  any  such  contract  at  any  time 
(after  such  reasonable  notice  and  opportunity  for  hearing  to  the  health 
maintenance  organization  involved  as  he  may  provide  in  regulations) , 
if  he  finds  that  the  organization  (A)  has  failed  substantially  to  carry 
out  the  contract,  (B)  is  carrying  out  the  contract  in  a,  manner  incon- 
sistent with  the  efficient  and  effective  administration  of  this  section,  or 
(C)  no  longer  substantially  meets  the  applicable  conditions  of  sub- 
section (b). 

(5)  The  effective  date  of  any  contract  executed  pursuant  to  this 
subsection  sliall  be  specified  in  such  contract  pursuant  to  the 
regulations. 

(6)  Each  contract  under  this  section — 

(A)  Shall  provide  that  the  Secretary,  or  any  person  or  orga- 
nization designated  by  him — 

(i)  shall  have  the  right  to  inspect  or  otherwise  evaluate  the 
quality,  appropriateness,  and  timeliness  of  services  performed 
under  such  contract;  and 

(ii)  shall  have  the  right  to  audit  and  inspect  any  books  and 
records  of  such  health  maintenance  organization  which  per- 
tain to  services  performed  and  determinations  of  amounts 
payable  under  such  contract ; 

(B)  shall  provide  that  no  reimurance  costs  (other  than  those 
with  respect  to  out-of-area  services),  including  any  underwriting 
of  risk  relating  to  costs  in  excess  of  adjusted  average  per  capita 
cost,  as  defined  in  clause  (iv)  of  subsection  (a)  (3)  (A),  shall  be 
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alloioed  for  puvfoses  of  determining  payments  authorized  under 
this  section;  and 

(0)  shall  contain  such  other  terms  and  conditions  not  incon- 
sistent with  this  section  as  the  Secretary  may  find  necessary. 

(j)  The  function  vested  in  the  Secretary  by  subsection  (i)  may  he 
performed  without  regard  to  such  provisions  of  law  or  of  other  regula- 
tions relating  to  the  making.,  performance.,  amendment.,  or  modifica- 
tion of  contracts  of  the  United  States  as  the  Secretary  may  determine 
to  he  incoiisistent  with  the  furtherance  of  the  purposes  of  this  title. 

Penalties  ^ 

Sec,  1877.  {a)  Whoever—  ^ 

(1)  hnoioingly  and  ivill fully  makes  or  causes  to  he  made  any 
false  statement  or  representation  of  a  material  fact  in  any  appli- 
cation for  any  benefit  or  payment  under  this  title., 

{2)  at  any  time  knoioingly  and  ivillfully  makes  or  causes  to  be 
made  any  false  statement  or  representation  of  a  material  fact  for 
use  in  determining  rights  to  any  such  benefit  or  payment, 

(3)  having  knovjledge  of  the  occurrence  of  any  event  affecting 
j  {A)  his  initial  or  continued  right  to  any  such  benefit  or  payment., 

or  (B)  the  initial  or  continued  right  to  any  such  benefit  or  pay- 
ment of  any  other  individual  in  lohose  behalf  he  has  applied  for 
or  is  receiving  such  benefit  or  payment^  conceals  or  fails  to  dis- 
close such  event  luith  an  intent  fraudulently  to  secure  such  benefit 
or  payment  either  in  a  greater  amount  or  quantity  than  is  due  or 
when  no  such  benefit  or  payment  is  authorized.,  or 

{Jf)  having  made  application  to  receive  any  such  benefit  or  pay- 
ment for  the  use  and  benefit  of  another  and  having  received  it^ 
knowingly  and  willfully  converts  such  benefit  or  payment  or  any 
part  thereof  to  a  use  other  than  for  the  use  and  benefit  of  such 
other  person., 

shall  be  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  be 
fined  not  more  than  $10fiOO  or  imprisoned  for  not  more  than  one  year^ 
or  both. 

(h)  Whoever  furnishes  items  or  services  to  an  individual  for  lohich 
payment  is  or  may  he  made  under  this  title  and  who  solicits.,  offers.,  or 
receives  any — 

(1)  kickback  or  bribe  in  co7inection  loith  the  fmmishing  of  such 
items  or  services  or  the  making  or  receipt  of  such  payment.,  or 

(2)  rebate  of  any  fee  or  charge  for  referring  any  such  individ- 
ual to  another  person  for  the  furnishing  of  such  items  or  services^ 

shall  be  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  he 
fined  not  more  than  $10f)00  or  imprisoned  for  not  more  than  one  year., 
or  both. 

I  iyc)  Whoever  knowingly  and  loillfidly  makes  or  causes  to  be  made.,  or 
i  induces  or  seeks  to  induce  the  making  of.,  any  false  statement  or  rep- 
\  resentation  of  a  material  fact  with  respect  to  the  conditions  or  opera- 
I  tion  of  any  institution  or  facility  in  order  that  such  institution  or 
I  facility  may  qualify  {either  upon  initial  certification  or  upon  recertifi- 

!        1  Shall  not  apply  to  any  acts,  statoments,  or  represontations  made  or  committed  prior 
to  the  enactment. 
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cation)  as  a  hospital^  skilled  nursing  facility^  or  home  health  agency  \ 
(as  those  terms  are  defined  in  section  1861),  shall  he  guilty  of  a  misde-  | 
meanor  and  wpon  conviction  thereof  shall  he  fined  not  more  than  $2fi00  I 
or  imprisoned  for  not  more  than  6  montlis,  or  hoth.  \ 
(d)  For  purposes  of  this  section  the  toord  "'whoever'^''  includes  cor-  ! 
porations^  companies,  associations,  firms,  partnerships,  societies,  and  i 
joint  stock  companies,  as  luell  as  individuals.  I 

Provider  Reimbursement  Review  Board  ^  ' 

Sec,  1S78.  (a)  Any  provider  of  services  luhich  has  filed,  a  required  \ 
cost  report  within  the  time  specified  in  regulations  may  ohtain  a  hear-  \ 
ing  loith  respect  to  such  cost  report  hy  a  Provider  Reimhursement 
Revieio  Board  {hereinafter  referred  to  as  the  '"''Board'^)  which  shall 
he  estahUshed  hy  the  Secretary  in  accordance  toith  suhsection  {h),if — 

(1)  such  provider —  i 
(A)  is  dissatisfied  loith  a  final  determination  of  the  org  a-  1 
nidation  serving  as  its  fiscal  intermediary  pursuant  to  section  ' 
1816  as  to  the  amount  of  total  program  reimhursement  due  \ 
the  provider  for  the  item^  and  services  furnished  to  indi-  j 
viduals  for  lohich  payment  may  he  made  under  this  title  for  \ 
the  period  covered  hy  such  report, 

{B)  has  not  received  such  final  determination  from  such  ^ 
intermediary  on  a  timely  hasis  after  filing  such  report,  where  . 
such  report  complied  with  the  rules  and  regulations  of  the  | 
Secretary  relating  to  such  report,  or  I 
(C)  has  not  received  such  final  determination  on  a  timely  j 
hasis  after  filing  a  supplementary  cost  report,  where  such  | 
cost  report  did  rwt  so  comply  and  such  supplementary  cost 
report  did  so  comply,  j 
{2)  the  amount  in  controversy  is  $10,000  or  more,  and  \ 
(S)  su^eh  provider  files  a  request  for  a  hearing  loithin  180  days  \ 
after  notice  of  the  intermediary's  final  determination  under  para-  \ 
graph  (1)  (A)  or  with  respect  to  appeals  pursuant  to  paragraph  \ 
(1)  (B)  or  (O),  within  180  days  after  notice  of  such  determina-  j 
tion  loould  have  heen  received  if  such  determination  had  heen  I 
made  on  a  timely  hasis.  i 
(6)  The  provisions  of  suhsection  {a)  shall  apply  to  any  group  of  j 
providers  of  services  if  each  provider  of  services  in  such  group  would,  i 
upon  the  filing  of  an  appeal  {hut  without  regard  to  the  $10,000  limita- 
tion), he  entitled  to  such  a  hearing,  hut  only  if  the  matters  in  contro-  , 
versy  involve  a  common  question  of  fact  or  interpretation  of  law  | 
or  regulations  and  the  amount  in  controversy  is,  in  the  aggregate, 
$10,000  or  more.  \ 

{c)  At  such  hearing,  the  provider  of  services  shall  ha,ve  the  right  to 
he  represented  hy  counsel,  to  introduce  evidence,  and  to  examine  and  \ 
cross-examine  witnesses.  Evidence  may  he  received  at  any  such  hearing 
even  though  inadmissahle  under  rides  of  evidence  applicahle  to  court 
procedvre, 

{d)  A  decision  hy  the  Board  shall  he  hased  upon  the  record  made 

1  Applies  to  cost  reports  of  providers  of  services,  as  defined  in  title  XVIII  of  the  Act, 
for  accounting  periods  endinp,  on  or  after  June  30,  1973. 
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at  such  hearing^  ivhich  shall  include  the  evidence  considered  hy  the 
intermediary  and  such  other  evidence  as  may  he  obtained  or  received 
hy  the  Boards  and  shall  he  supported  hy  suhstantial  evidence  lohen 
the  record  is  vieived  as  a  whole.  The  Board  shall  have  the  power  to 
affirm^  modify^  or  reverse  a  final  determination  of  the  fiscal  inter- 
mediary with  respect  to  a.  cost  report  and  to  make  any  other  7'evisions 
on  matters  covered  hy  such  cost  report  {hicluding  revisions  adverse 
\     to  the  provider  of  services)  even  though  such  matters  were  not  con- 
I     sideredr  hy  the  intermediary  in  making  such  final  determination. 
I        (e)  The  Board  shall  have  full  power  and  authority  to  make  rules 
\     and  establish  procedures.,  not  inconsistent  with  the  provisions  of  this 
I     title  and  regulations  of  the  Secretary^  lohich  are  necessary  or  appro- 
I     priate  to  carry  out  the  provisions  of  this  section.  In  the  course  of  any 
hearing  the  Board  may  administer  oaths  and  affirmations.  The  provi- 
sions of  subsections  (d),  (e),  and  (/)  of  section  205  with  respect  to 
subpenas  shall  apply  to  the  Board  to  the  same  extent  as  they  apply  to 
the  Secretary  with  respect  to  title  II. 
I        (/)  >4  decision  of^  the  Board  shall  he  final  unless  the  Secretary.,  on  his 
j     own  motion^  and  loith  in  60  days  after  the  provider  of  services  is  notified 
I     of  the  Board'' s  decision.,  reverses  or  modifies  {adversely  to  such  pro- 
j     vider)  the  Board^s  decision.  In  any  case  where  such  a  reversal  or 
\     modification  occurs  the  provider  of  services  may  obtain  a  revieio  of 
such  decision  hy  a  civil  action  commenced  within  60  days  of  the  date 
he  is  notified  of  the  Secretary's  reversal  or  modification.  Such  action 
shall  he  brought  in  the  district  court  of  the  United  States  for  the  judi- 
cial district  in  lohich  the  provider  is  located  or  in  the  District  Court 
j     for  the  District  of  Columbia  and  shall  he  tried  pursuant  to  the  appli- 
!     cable  provisions  under  chapter  7  of  title  5,  United  States  Code.,  not- 
1     withstanding  any  other  provisions  in  section  205. 

{g)  The  finding  of  a  fiscal  intermediary  that  no  payment  may  he 
made  under  this  title  for  any  expenses  incurred  for  items  or  services 
furnished  to  an  individual  because  such  items  or  services  are  listed  in 
section  1862  shall  not  he  reviewed  hy  the  Board.,  or  hy  any  court  pur- 
suant to  an  action  brought  under  suh section  (/) . 

(A)  The  Board  shall  be  composed  of  five  members  appointed  hy  the 
Secretary  without  regard  to  the  provisions  of  title  5,  United  States 
Code^  governing  appointments  in  the  competitive  services.  Two  of 
such  members  shall  be  representative  of  providers  of  services.  All  of 
the  members  of  the  Board  shall  be  persons  knoioledgeahle  in  the  field 
of  cost  reimbursement^  and  at  least  one  of  them  shall  be  a  certified 
public  accountant.  Members  of  the  Board  shall  he  entitled  to  receive 
compensation  at  rates  fixed  by  the  Secretary.,  but  not  exceeding  the 
rate  specified  {at  the  time  the  service  involved  is  rendered  hy  such 
members)  for  grade  GS-18  in  section  5332  of  title  5,  United  States 
j     Code.  The  term  of  office  shall  he  three  years,  except  that  the  Secre- 
!     tary  shall  appoint  the  initial  members  of  the  Board  for  shorter  terms 
i     to  the  extent  necessary  to  permit  staggered  terms  of  office. 
I        (^)  The  Board  is  authorized  to  engage  such  technical  assistance  as 
i     may  be  required  to  carry  out  its  functions^  and  the  Secretary  shall,  in 
addition.,  make  availahte  to  the  Board  such  secretarial,  clerical,  a7id 
other  assistance  as  the  Board  may  require  to  carry  out  its  functions. 


I 

Sec.  1879(a)                          lOTOi  | 

Limitation  on  Liability  of  Beneficiary  Where  Medicare  Claims  Are 

Disallowed  ^ 

Sec.  1879,  {a)  Where—  | 

(i)  a  determination  is  made  that^  hy  reason  of  section  1862 {a)  \ 

(1)  or  (P),  payment  m.ay  not  he  made  under  part  A  or  part  B  of  | 

this  title  for  any  expenses  incurred  for  iteins  or  services  furnished  ' 

an  individual  hy  a  provider  of  services  or  hy  another  person  pur-  \ 

suant  to  an  assignment  under  section  1842(h)  {3)  (B)  (ii),  and  | 

{2)  hoth  such  individual  and  such  provider  of  services  or  such  | 

other  person^  as  the  case  may  he.  did  not  Icnow^  and  could  not  \ 

reasonahly  have  heen  expected  to  knoio^  that  payment  would  not  j 
he  made  for  such  items  or  services  under  such  part  A  or  part  B^ 

then^  to  the  extent  permitted  hy  this  title^  payment  shall^  notioithstand-  I 

ing  such  determination,  he  made  for  such  items  or  services  (and  for  | 

such  period  of  time  as  the  Secretary  finds  will  carry  out  the  ohjectives  i 

of  this  title),  as  though  section  1862(a)  (1)  and  section  1862(a)  (9)  \ 

did  not  apply.  In  each  such  case  the  Secretary  shall  notify  hoth  such  \ 

individual  and  such  provider  of  services  or  such  other  person^  as  the  •< 

case  may  he,  of  the  conditions  under  which  payment  for  such  items  or  | 
services  was  made  and  in  the  case  of  comparable  situations  arising 
thereafter  ivith  respect  to  such  individual  or  such  provider  or  such 

other  person,  each  shall,  hy  reason  of  such  notice  (or  similar  notices  \ 

provided  he  fore  the  enactment  of  this  section),  he  deemed  to  have  l 
knowledge  that  payment  cannot  he  made  for  such  items  or  services  or 

reasonahly  comparable  items  or  services.  i 

(h)  In  any  case  in  which  the  provisions  of  paragraphs  (1)  and  (2)  \ 

of  suhsection  (a)  are  met,  except  that  such  provider  or  such  other  \ 
person,  as  the  case  may  he,  knew,  or  could  he  expected  to  know,  that 
payment  for  such  services  or  items  could  not  he  made  under  such  part 
A  or  part  B,  then  the  Secretary  shall,  upon  proper  application  filed 

within  such  time  as  may  he  prescrihed  in  regulations,  indemnify  the  i 

individual  (referred  to  in  such  paragraphs),  suhject  to  the  deducfihle  j 

and  coinswance  provisions  of  this  title,  for  any  payments  received  \ 
from  such  individual  hy  such  provider  or  such  other  person,  as  the  case 
may  he,  for  such  items  or  services.  Any  payments  made  hy  the  Secre- 
tary as  indemnification  shall  he  deemed  to  have  heen  made  to  such 

provider  or  such  other  person,  as  the  case  may  he,  and  shall  he  treated  I 

as  overpayments,  recoverable  from  such  provider  or  such  other  per-  ' 
son,  as  the  case  may  he,  under  applicable  provisions  of  law.  In  each 

such  case  the  Secretary  shall  notify  such  individual  of  the  conditions  i 

under  which  indemnifiGation  is  made  and  in  the  case  of  comparable  \ 
situations  arising  thereafter  with  respect  to  such  individual,  he  shall, 
hy  reason  of  such  notice  (or  similar  notices  provided  he  fore  the  enact- 


1  Effective  with  respect  to  claims  under  title  XVIII,  filed —  i 

(1)  after  the  month  of  enactment,  «r 

(2)  in  or  before  the  month  of  enactment  if  such  claim  is  with  respect  to  items  or 
services  furnished  after  June  30,  1971,  and  if — 

(A)  notice  of  the  final  decision  of  the  Secretary  has  not  been  given  to  the  i 
applicant  in  or  before  such  month,  or  j 

(B)  notice  of  final  decision  of  the  Secretary  has  been  so  given  in  or  before  i, 
such  month,  but  a  civil  action  with  respect  to  such  final  decision  is  commenced  ! 
under  section  1869(b)  (whether  before,  in,  or  after  such  month)  and  the  decision  \ 
In  such  civil  action  has  not  become  final  in  or  after  such  month,  I 
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7nent  of  this  section) ,  he  deemed  to  have  knowledge  that  yayment  can- 
not he  made  for  such  items  or  services. 

{c)  No  fayments  shall  he  made  wider  this  title  in  any  case  in  which 
the  provisions  of  paragraph  (1)  of  suhsection  {a)  are  met^  hut  hoth 
the  individual  to  whom  the  items  or  services  were  furnished  and  the 
provider  of  services  or  other  person^  as  the  case  may  he^  who  furnished 
the  items  or  se7'vices  knew,  or  could  reasonahly  have  heen  expected  to 
knoio,  that  payment  could  not  he  made  for  items  or  services  under 
part  A  or  part  B  hy  reason  of  section  1862  (a)  (1)  or  (a)  (9). 

(d)  In  any  case  arising  under  suhsection  (h)  (hut  tvithout  regard 
to  whether  payments  have  heen  made  hy  the  hidividual  to  the  provider 
or  other  person)  or  suhsection  (<?),  the  provider  or  other  person  shall 
have  the  same  rights  that  an  individual  has  under  section  1869(h) 
(when  the  determination  is  under  part  A)  or  section  1842(h)  (3)  (O) 
(tohen  the  determination  is  under  part  B)  when  the  amount  of  henefit 
or  payments  is  m  controversy,  except  that  such  rights  may,  under 
prescrihed  regulations,  he  exercised  hy  such  provider  or  other  person 
only  after  the  Secretary  determines  that  the  individual  will  not  exer- 
cise such  rights  under  such  sections. 


TITLE  XIX— GRANTS  TO  STATES  FOR  MEDICAL 


ASSISTANCE  PROGRAMS  ' 

Page  I 
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Sec.  1902.  State  Plans  for  Medical  Assistance   1072  i 
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Sec.  1904.  Operation  of  State  Plans   1096 
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Sec.  1900.  [Advisory  Council  on  Medical  Assistance3   1100 
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Sec.  1908.  State  Programs  for  Licensing  of  Administrators  of  Nursing 

Homes   1101 
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Sec.  1910.  Certification  and  Approval  of  Skilled  Nursing  Facilities   1105  | 


Appropriation 

Sec.  1901.  For  the  purpose  of  enabling  each  State,  as  far  as  prac- 
ticable under  the  conditions  in  such  State,  to  furnish  (1)  medical 
assistance  on  behalf  of  families  with  dependent  children  and  of  aged, 
blind,  or  permanently  and  totally  disabled  individuals,  whose  income  | 
and  resources  are  insufficient  to  meet  the  costs  of  necessary  medical 
services,  and  (2)  rehabilitation  and  other  services  to  help  such  fam- 
ilies and  individuals  attain  or  retain  capability  for  independence  or 
self-care,  there  is  hereby  authorized  to  be  appropriated  for  each  fiscal 
year  a  sum  sufficient  to  carry  out  the  purposes  of  this  title.  The  sums 
made  available  under  this  section  shall  be  used  for  making  payments  j 
to  States  which  have  submitted,  and  had  approved  by  the  Secretary  i 
of  Health,  Edu  ation,  and  Welfare,  State  plans  for  medical  assistance.  ; 

State  Plans  for  Medical  Assistance  , 

Sec.  1902.  (a)  A  State  plan  for  medical  assistance  must —  | 

(1)  provide  that  it  shall  be  in  effect  in  all  political  subdivisions  | 
of  the  State,  and,  if  administered  by  them,  be  mandatory  upon  I 
them ;  | 

(2)  provide  for  financial  participation  by  the  State  equal  to  not 
less  than  4-0  per  centum  of  the  non-Federal  share  of  the  expendi- 
tures under  the  plan  with  respect  to  which  payments  under  section  | 
1903  are  authorized  by  this  title ;  and,  effective  July  1,  1969,  pro-  ' 
vide  for  financial  participation  by  the  State  equal  to  all  of  such 
non-Federal  share  or  provide  for  distribution  of  funds  from  Fed- 
eral or  State  sources,  for  carrying  out  the  State  plan,  on  an  , 
equalization  or  other  basis  which  will  assure  that  the  lack  of 
adequate  funds  from  local  sources  will  not  result  in  lowering  the 
amount,  duration,  scope,  or  quality  of  care  and  services  available 
under  the  plan; 

(3)  provide  for  granting  an  opportunity  for  a  fair  hearing  be- 
fore the  State  agency  to  any  individual  whose  claim  for  medical 

(1072) 
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assistaiioe  under  tlie  plan  is  denied  or  is  not  acted  upon  Avitli 
reasonable  promptness; 

(4)  provide  (A)  such  methods  of  administration  (including 
methods  relating  to  the  establishment  and  maintenance  of  per- 
sonnel standards  on  a  merit  basis,  except  that-  the  Secretary 
shall  exercise  no  authority  with  respect  to  the  selection,  tenure 
of  office,  and  compensation  of  any  individual  employed  in  ac- 
cordance with  such  methods,  and  including  provision  for  utiliza- 
tion of  professional  medical  personnel  in  the  administration  and, 
where  administered  locally,  supervision  of  administration  of  the 
plan)  as  are  found  by  the  Secretary  to  be  necessary  for  the 
proper  and  efficient  operation  of  the  plan,  and  (B)  for  the  training 
and  effective  use  of  paid  subprofessional  staff,  with  particular 
emphasis  on  the  full-time  or  part-time  employment  of  recipients 
and  other  persons  of  low  income,  as  community  service  aides, 
in  the  administration  of  the  plan  and  for  the  use  of  nonpaid  or 
partially  paid  volunteers  in  a  social  service  volunteer  program 
in  providing  services  to  applicants  and  recipients  and  in  assisting 
any  advisory  committees  established  by  the  State  agency ; 

(5)  either  provide  for  the  establishment  or  designation  of  a 
single  State  agency  to  administer  the  plan,  or  provide  for  the 
establishment  or  designation  of  a  single  State  agency  to  supervise 
the  administration  of  the  plan  except  that  the  determination  of 
eligibility  for  medical  assistance  under  the  plan  shall  be  made 
by  the  State  or  local  agency  administering  the  State  plan  ap- 
proved under  title  I  or  XVI  (insofar  as  it  relates  to  the  aged)  ; 

(6)  provide  that  the  State  agency  will  make  such  reports,  in 
such  form  and  containing  such  information,  as  the  Secretary 
may  from  time  to  time  require,  and  comply  with  such  provisions 
as  the  Secretary  may  from  time  to  time  find  necessary  to  assure 
the  correctness  and  verification  of  such  reports; 

(7)  provide  safeguards  which  restrict  the  use  or  disclosure  of 
information  concerning  applicants  and  recipients  to  purposes 
directly  connected  with  the  administration  of  the  plan; 

(8)  provide  that  all  individuals  wishing  to  make  application 
for  medical  assistance  under  the  plan  shall  have  opportunity  to 
do  so,  and  that  such  assistance  shall  be  furnished  with  reasonable 
pi -omptness  to  all  eligible  individuals ; 

(9)  [provide  for  the  establishment  or  designation  of  a  State 
authority  or  authorities  which  shall  be  responsible  for  establishing 
and  maintaining  standards  for  private  or  public  institutions  in 
which  rer^ipients  of  medical  assistance  under  the  plan  may  re- 
ceive care  or  services;]  provide — 

(A)  that  the  State  health  agency,  or  other  appropriate 
State  medical  agency  (/inhichcrer  in  -at'iVized  hy  the  Secretary 
for  the  purpose  specified  in  the  first  sentence  of  section  186 Jf. 
(a)),  shall  he  responsUde  for  establishing  and  maintaining 
health  standards  for  private  or  pvJdic  institutions  in  luhich  re- 
cipients of  medical  assistance  under  the  plan  may  receive  care 
or  services^  and 

(B)  for  the  establishment  or  designation  of  a  State  author- 
ity or  authorities  lohich  shall  he  responsihle  for  establishing 


Sec.  1902(a) 


1074 


and  maintaining  standards^  other  than  those  relating  to 
healthy  for  such  institutions; 
(10)  provide  for  making  medical  assistance  available  to  all  indi- 
viduals receiving  aid  or  assistance  under  State  plans  approved 
under  titles  I,  X,  XIV,  XV,  and  XVI,  and  part  A  of  title  IV  or 
receiving  a  sufylemental  security  income  jmyment  under  title 
XVI  {as  in  effect  after  December  31,  1973)  and  who  would,  ex- 
cept for  such  yayment,  he  eligihle  for  such  medical  assistance 
under  tJie  State  flan  or  ivho  would  have  been  eligihle  for  such 
medical  assistance  under  the  medical  assistance  standard  as  in 
effect  on  January  1,  1972  {except  that  In  determining  income  for 
this  purpose,  expenses  Incurred  for  medical  care  must  he  de- 
ducted) ;  and 

(A)  provide  that  the  medical  assistance  made  available 
to  individuals  receiving  aid  or  assistance  under  any  such 
State  plan — 

(i)  shall  not  be  less  in  amount,  duration,  or  scope 
than  the  medical  assistance  made  available  to  individ- 
uals receiving  aid  or  assistance  under  any  other  such 
State  plan,  and 

(ii)  shall  not  be  less  in  amount,  duration,  or  scope 
than  the  medical  or  remedial  care  and  services  made 
available  to  individuals  [not  receiving  aid  or  assistance 
under  any  such  plan]  pursuant  to  subparagraph  {B) 
(li)  ;  and 

(B)  if  medical  or  remedial  care  and  services  are  included 
for  any  group  of  individuals  who  are  not  receiving  aid  or 
assistance  imder  any  such  State  plan  and  who  do  not  meet 
the  income  and  resources  requirements  of  the  one  of  such 
State  plans  which  is  appropriate,  as  determined  in  accord- 
ance with  standards  prescribed  by  the  Secretary  or\oho  are 
individuals  receiving  supplemental  security  hwome  hene-fits 
under  title  XV I  {as  in  effect  after  December  31, 1973)  {which 
for  the  purposes  of  this  subparagraph  shall  he  considered  to 
he  a  State  plan)  hut  loho  are  not  eligihle  under  subpara- 
graph {A),  provide — 

(i)  for  making  medical  or  remedial  care  and  services 
available  to  all  individuals  who  would,  if  needy,  be 
eligible  for  aid  or  assistance  under  any  such  State  plan 
or  v:ho  are  receiving  a  supplemental  sec-urlty  income  pay- 
ment under  title  XVI  {as  in  effect  after  December  SI, 
1971 )  and  who  ivould,  except  for  such  payment,  be  eligi- 
ble for  medical  assistance  under  the  State  plan  and  who 
have  insufficient  (as  determined  in  accordance  with  com- 
parable standards)  income  and  resources  to  meet  the 
costs  of  necessary  medical  or  remedial  care  and  services, 
and 

(ii)  that  the  medical  or  remedial  care  and  services 
made  available  to  all  individuals  [not  rex'eiving  aid  or 
assistance  under  any  such  State  plan]  under  clause  {i) 
of  this  subparagraph  shall  be  equal  in  amount,  duration, 
and  scope ; 
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except  that  (I)  the  making  available  of  the  services  described  in 
paragraph  (4)  or  (14)  of  section  1905(a)  to  individuals  meeting 
the  age  requirement  prescribed  therein  shall  not,  by  reason  of  this 
paragraph  (10) ,  require  the  making  available  of  any  such  services, 
or  the  making  available  of  such  services  of  the  sam^e  amount, 
duration,  and  scope,  to  individuals  of  any  other  ages,  and  (II)  the 
making  available  of  supplementary  medical  insurance  benefits 
under  part  B  of  title  XVIII  to  individuals  eligible  therefor 
(either  pursuant  to  an  agreement  entered  into  under  section  1843 
or  by  reason  of  the  payment  of  premiums  under  such  title  by  the 
State  agency  on  behalf  of  such  individuals),  or  provision  for 
meeting  part  or  all  of  the  cost  of  the  deductibles,  cost  sharing,  or 
similar  charges  under  part  B  of  title  XVIII  for  individuals  eligi- 
ble for  benefits  under  such  part,  shall  not,  by  reason  of  this  para- 
graph (10),  require  the  making  available  of  any  such  benefits,  or 
the  making  available  of  services  of  the  same  amount,  duration,  and 
scope  to  any  other  individuals ; 

(11)  (A)  provide  for  entering  into  cooperative  arrangements 
with  the  State  agencies  responsible  for  administering  or  super- 
vising the  administration  of  health  services  and  vocational  re- 
habilitation services  in  the  State  looking  toward  maximum  util- 
ization of  such  services  in  the  provision  of  medical  assistance 
under  the  plan;  and  (B)  effective  July  1,  1969,  provide,  to  the 
extent  prescribed  by  the  Secretary,  for  entering  into  agreements, 
with  any  agency,  institution,  or  organization  receiving  payments 
for  part  or  all  of  the  cost  of  plans  or  projects  under  title  V,  (i) 
providing  for  utilizing  such  agency,  institution,  or  organization  in 
furnishing  care  and  services  which  are  available  under  such  plan 
or  project  under  title  V  and  which  are  included  in  the  State  plan 
approved  under  this  section  and  (ii)  making  such  provision  as  may 
be  appropriate  for  reimbursing  such  agency,  institution,  or  orga- 
nization for  the  cost  of  any  such  care  and  services  furnished  any 
individual  for  which  payment  would  otherwise  be  made  to  the 
State  with  respect  to  him  under  section  1903 ; 

(12)  provide  that,  in  determining  whether  an  individual  is 
blind,  there  shall  be  an  examination  by  a  physician  sidlled  in  the 
diseases  of  the  eye  or  by  an  optometrist,  whichever  the  individual 
may  select ; 

(13)  provide — 

(A)  for  inclusion  of  some  institutional  and  some  noninsti- 
tutional  care  and  services,  and 

(B)  in  the  case  of  individuals  receiving  aid  or  assistance 
under  the  State's  plan  approved  under  title  I,  X,  XIV,  XF, 
or  XVI,  or  pait  A  of  title  IV,  rolio  are  descriled  in  para- 
graph (10)  vnth  respect  to  inlioni  medical  assistance  must  he 
made  ava'da'hJe,  for  the  inclusion  of  at  least  the  care  and 
services  listed  in  clauses  (1)  through  (,5)  of  section  1905 
(a),  and 

(C)  in  the  case  of  individuals  not  included  under  subpara- 
graph (B)  for  the  inclusion  of  at  least — 

(i)  the  care  and  services  listed  in  clauses  (1)  through 
(5)  of  section  1905(a)  or 
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(ii)  (I)  the  care  and  services  listed  in  any  7  of  the 

clauses  numbered  (1)  through  (14)  of  such  section  and 
(II)  in  the  event  the  care  and  services  provided  under 
the  State  plan  include  hospital  or  skilled  nursing  [home]  | 
facility  services,  physicians'  services  to  an  individual  in  i 
a  hospital  or  skilled  nursing  [home]  facility  during  any  j 
period  he  is  receiving  hospital  services  from  such  hos-  ' 
pital  or  skilled  nursing  [home]  facility  services  from  | 
such  home,  and  1 

(D)  for  payment  of  the  reasonable  cost  (as  determined  in  ] 
accordance  with  standards,  consistent  lolth  section  1122^  ap-  ; 
proved  by  the  Secretary  and  included  in  the  plan)  of  inpa- 
tient hospital  services  provided  under  the  plan;  and 

(E)  effective  July  i,  197 Jf.^  for  payment  of  the  skilled  nurs- 
ing facility  and  interrnhediate  care  facility  services  provided 
under  the  plan  on  a  reasonable  cost  related  hasis^  as  deter- 
mined in  accordance  loith  methods  and  standards  which  shall 
he  developed  hy  the  State  on  the  basis  of  cost-finding  methods  \ 
approved  and  verified  by  the  Secretary i 

[(14)  provide  that  (A)  in  the  case  of  individuals  receiving  aid  1 
or  assistance  under  State  plans  approved  under  titles  I,  X,  XIV,  ; 
XVI,  and  part  A  of  title  IV,  no  deduction,  cost  sharing,  or  similar 
charge  will  be  imposed  under  the  plan  on  the  individual  with  | 
respect  to  inpatient  hospital  services  furnished  him  under  the  | 
plan,  and  (B)  any  deduction,  cost  sharing,  or  similar  charge  im- 
posed under  the  plan  with  respect  to  inpatient  hospital  services 
or  any  other  medical  assistance  furnished  to  an  individual  there- 
under, and  any  enrollment  fee,  premium,  or  similar  charge  im-  ] 
posed  under  the  plan,  shall  be  reasonably  related  (as  determined 
in  accordance  with  standards  approved  by  the  Secretary  and 
included  in  the  plan)  to  the  recipient's  income  or  his  income  and 
resources :]  ^ 

{H)  effective  January  i,  1973^  provide  that — 

{A)  in  the  case  of  individuals  receiving  aid  or  assistance 
under  a  State  plan  approved  under  title  /,  X,  X/F,  XF,  or 
XF/,  or  part  A  of  title  /F,  or  ivho  meet  the  income  and  re- 
sources requirements  of  the  one  of  such  State  plans  lohich  is 
appropriate,  or^  after  December  31^  1973,  are  required  to  be 
covered  under  Section  1902(a)  {10)  {A)  or  loho  meet  the  in- 
come and  resources  requireinent  of  the  plans  specified  in  that 
Section,  no  enrollment  fee,  premium,  or  similar  charge,  and 
no  ded/uctible,  cost  sharing,  or  similar  charge  ivill  be  imposed 
under  the  plan,  and 

(B)  with  respect  to  individuals  who  are  not  receiving  aid 
or  assistance  under  any  such  State  plan  and  who  do  not  meet 
the  income  and  resources  requirements  of  the  one  of  such  State 
plans  v^hich  is  appropriate  or  who.  after  December  31,  1973, 
are  included  under  the  State  plan  for  medical  assistance  ap- 
proved under  title  XIX  pursuant  to  Section  1902 {a) 
{10)  {B)- 


1  Effective  July  1,  1973  (or  earlier  if  the  State  plan  so  provides). 
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(z)  there  shall  he  imposed  an  enrollment  fee^  premium^ 
or  similar  charge  which  {as  determined  in  accordance 
with  standards  prescrihed  hy  the  Secretary)  is  related 
to  the  individnaVs  income,  and 

(ii)  any  deductihlcy  cost-sharing^  or  similar  charge 
imposed  under  the  plan  will  he  nominal  and  limited  to 
those  elective  services  {such  as  initial  office  visits  to  phy- 
sicians and  dentists)  which  are  usually — hut  not  neces- 
sarily— initiated  hy  such  individuals; 

(15)  in  the  case  of  eligible  individuals  65  years  of  age  or  older 
who  are  covered  by  either  or  both  of  the  insurance  programs  es- 
tablished by  title  XVIII,  provide  where,  under  the  plan,  all  of 
any  deductible,  cost  sharing,  or  similar  charge  imposed  with  re- 
spect to  such  individual  under  the  insurance  program  established 
by  such  title  is  not  met,  the  portion  thereof  which  is  met  shall  be 
determined  on  a  basis  reasonably  related  (as  determined  in  accord- 
ance with  standards  approved  by  the  Secretary  and  included  in 
the  plan)  to  such  individual's  income  or  his  income  and  resources ; 

(16)  provide  for  inclusion,  to  the  extent  required  by  regula- 
tions prescribed  by  the  Secretary,  of  provisions  (conforming  to 
such  regulations)  with  respect  to  the  furnishing  of  medical  as- 
sistance under  the  plan  to  individuals  who  are  residents  of  the 
State  but  are  absent  therefrom ; 

(17)  include  reasonable  standards  (which  shall  be  comparable 
for  all  groups  and  may,  in  accordance  with  standards  prescribed 
by  the  Secretary,  differ  with  respect  to  income  levels,  but  only  in 
the  case  of  applicants  or  recipients  of  assistance  under  the  plan 
[who  are  not  receiving  aid  or  assistance  under  the  State's  plan 
approved  under  title  I,  X,  XIV,  or  XVI,  or  part  A  of  title  IV,3 
other  than  those  descrihed  in  paragraph  {10)  yv'th  respect  to 
who7n  medical  a-'<sistance  must  he  made  avaiiable^  based  on 
the  variations  between  shelter  costs  in  urban  areas  and  in 
rural  areas)  for  determining  eligibility  for  and  the  extent  of 
medical  assistance  under  the  plan  which  (A)  are  consistent  with 
the  objectives  of  this  title,  (B)  provide  for  taking  into  account 
only  such  income  and  resources  as  are,  as  determined  in  accordance 
with  standards  prescribed  by  the  Secretary,  available  to  the  appli- 
cant or  recipient,  and  (in  the  case  of  any  applicant  or  recipient 
who  would,  if  he  met  the  requirements  as  to  need,  be  eligible  for 
aid  or  assistance  in  the  form  of  money  payments  under  a  State 
plan  approved  imder  title  I,  X,  XIV,  or  XVI,  or  part  A  of  title 
IV)  as  would  not  be  disregarded  (or  set  aside  for  future  needs) 
in  determining  his  eligibility  for  and  amount  of  such  aid  or  assist- 
ance under  such  plan,  (C)  provide  for  reasonable  evaluation  of 
any  such  income  or  resources,  and  (D)  do  not  take  into  account 
the  financial  responsibility  of  any  individual  for  any  applicant  or 
recipient  of  assistance  under  the  plan  unless  such  applicant  or 
recipient  is  such  individual's  spouse  or  such  individual's  child 
who  is  under  age  ^11  or  is  blind  or  f  permanently  and  totallyj  dis- 
abled ;  and  provide  for  flexibility  in  the  application  of  such  stand- 
ards with  respect  to  income  by  taking  into  account,  except  to  the 
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extent  prescribed  by  the  Secretary,  the  costs  (whether  in  the  form 
of  insurance  premiums  or  otherwise)  incurred  for  medical  care  or 
for  any  other  type  of  remedial  care  recognized  under  State  law ; 

(18)  provide  that  no  lien  may  be  imposed  against  the  property  ; 
of  any  individual  prior  to  his  death  on  account  of  medical  as- 
sistance paid  or  to  be  paid  on  his  behalf  under  the  plan  (except  j 
pursuant  to  the  judgment  of  a  court  on  account  of  benefits  ■ 
incorrectly  paid  on  behalf  of  such  individual),  and  that  there  | 
shall  be  no  adjustment  or  recovery  (except,  in  the  case  of  an  ^ 
individual  who  was  65  years  of  age  or  older  when  he  receded  such  j 
assistance,  from  his  estate,  and  then  only  after  the  death  of  his 
surviving  spouse,  if  any,  and  only  at  a  time  when  he  has  no  j 
surviving  child  who  is  under  age  21  or  is  blind  or  f  permanently  [ 
and  totallyj  disabled  of  any  medical  assistance  correctly  paid  on 
behalf  of  such  individual  under  the  plan ;  j 

(19)  provide  such  safeguards  as  may  be  necessary  to  assure 
that  eligibility  for  care  and  services  under  the  plan  will  be  deter-  | 
mined,  and  such  care  and  services  will  be  provided,  in  a  manner  | 
consistent  with  simplicity  of  administration  and  the  best  interests 

of  the  recipients ; 

(20)  if  the  State  plan  includes  medical  assistance  in  behalf  of 
individuals  65  years  of  age  or  older  who  are  patients  in  institutions 
for  mental  diseases — 

(A)  provide  for  having  in  effect  such  agreements  or  other 
arrangements  with  State  authorities  concerned  with  mental  i 
diseases,  and,  where  appropriate,  with  such  institutions,  as  I 
may  be  necessary  for  carrying  out  the  State  plan,  including  | 
arrangements  for  joint  planning  and  for  development  of  | 
alternate  methods  of  care,  arrangements  providing  assurance  | 
of  immediate  readmittance  to  institutions  where  needed  for  | 
individuals  under  alternate  plans  of  care,  and  arrangements 
providing  for  access  to  patients  and  facilities,  for  furnishing 
information,  and  for  making  reports ; 

(B)  provide  for  an  individual  plan  for  each  such  patient  ; 
to  assure  that  the  institutional  care  provided  to  him  is  in 
his  best  interests,  including,  to  that  end,  assurances  that  I 
there  will  be  initial  and  periodic  review  of  his  medical  and  j 
other  needs,  that  he  will  be  given  appropriate  medical 
treatment  within  the  institutions,  and  that  there  will  be  a 
periodical  determination  of  his  need  for  continued  treatment 

in  the  institution ;  i 

(C)  provide  for  the  development  of  alternate  plans  of  | 
care,  making  maximum  utilization  of  available  resources, 
for  recipients  65  years  of  age  or  older  who  would  otherwise 
need  care  in  such  institutions,  including  appropriate  medical 
treatment  and  other  aid  or  assistance;  for  services  [referred  i 
to  in  3(a)  (1)  (A)  (i)  and  (ii)  or  section  1603(a)  (4)  (xV)  (i) 
and  (ii)]  which  the  State  agency  ctdmimstering  the  flan  aj)- 

f  roved  under  title  XV  or  XVI  determines  to  ma'ke  available 
or^  after  December  31, 1973.  which  the  agency  administering 
the  program  of  sup'plem,emtal  security  income  benefits  vnder 
title  XV I  {  as  in  effect  after  Decemher  31, 1973)  determines  to 
make  availaUe  which  are  appropriate  for  such  recipients  and 
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for  such  patients;  and  for  methods  of  administration  neces- 
sary to  assure  that  tlie  responsibilities  of  the  State  agency 
mider  the  State  plan  with  respect  to  such  recipients  and  such 
patients  will  be  effectively  carried  out ;  and 

(D)  provide  methods  of  determining  the  reasonable  cost 
of  institutional  care  for  such  patients ; 

(21)  if  the  State  plan  includes  medical  assistance  in  behalf  of 
individuals  65  years  of  age  or  older  who  are  patients  in  public 
institutions  for  mental  diseases,  show  that  the  State  is  making 
satisfactory  progress  toward  developing  and  implementing  a 
comprehensive  mental  health  program,  including  provision  for 
utilization  of  community  mental  health  centers,  nursing  homes, 
and  other  alternatives  to  care  in  public  institutions  for  mental 
diseases ; 

(22)  include  descriptions  of  (A)  the  kinds  and  numbers  of  pro- 
fessional medical  personnel  and  supporting  staff  that  will  be  used 
in  the  administration  of  the  plan  and  of  the  responsibilities  they 
will  have,  (B)  the  standards,  for  private  or  public  institutions  in 
which  recipients  of  medical  assistance  under  the  plan  may  receive 
care  or  services,  that  will  be  utilized  by  the  State  authority  or 
authorities  responsibile  for  establishing  and  maintaining  such 
standards,  (C)  the  cooperative  arrangements  with  State  health 
agencies  and  State  vocational  rehabilitation  agencies  entered  into 
with  a  view  to  maximum  utilization  of  and  coordination  of  the 
provision  of  medical  assistance  with  the  services  administered  or 
supervised  by  such  agencies,  and  (D)  other  standards  and 
methods  that  the  State  will  use  to  assure  that  medical  or  remedial 
care  and  services  provided  to  recipients  of  medical  assistance  are 
of  high  quality ;  and 

(23)  provide  that  any  individual  eligible  for  medical  assistance 
(including  drugs)  may  obtain  such  assistance  from  any  institution, 
agency,  community  pharmacy,  or  person,  qualified  to  perform  the 
service  or  services  required  (including  an  organization  w^hich  pro- 
vides such  services,  or  arranges  for  their  availability,  on  a  pre- 
payment basis),  who  undertakes  to  provide  him  such  services; 
and  a  State  plan  shall  not  he  deemed  to  he  out  of  compliance  with 
the  requirements  of  this  paragraph  or  paragraph  (1)  or  (10) 
solely  hy  reason  of  the  fact  that  the  State  {or  any  political  subdivi- 
sion thereof)  has  entered  into  a  contract  with  an  organization 
which  has  agreed  to  provide  care  and  services  in  addition  to  those 
offered  under  the  State  plan  to  individuals  eligihle  for  medical 
assistance  loho  reside  in  the  geographic  area  served  hy  such  organi- 
zation and  who  elect  to  ohtain  such  care  and  services  from  such 
organization; 

(24)  effective  July  1,  1969,  provide  for  consultative  services 
by  health  agencies  and  other  appropriate  agencies  of  the  State 
to  hospitals,  nursing  homes,  home  health  agencies,  clinics,  labora- 
tories, and  such  other  institutions  as  the  Secretary  may  specify 
in  order  to  assist  them  (A)  to  qualify  for  payments  under  this 
Act,  (B)  to  establish  and  maintain  such  fiscal  records  as  may  be 
necessary  for  the  proper  and  efficient  administration  of  this  Act, 
and  (C)  to  provide  information  needed  to  determine  payments 
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due  under  this  Act  on  account  of  care  and  services  furnished  to 
individuals ; 

(25)  provide  (A)  that  the  State  or  local  agency  administering 
such  plan  will  take  all  reasonable  measures  to  ascertain  the  legal 
liability  of  third  parties  to  pay  for  care  and  services  (available 
under  the  plan)  arising  out  of  injury,  disease,  or  disability,  (B) 
that  where  the  State  or  local  agency  knows  that  a  third  party  has 
such  a  legal  liability  such  agency  will  treat  such  legal  liability  as  a 
resource  of  the  individual  on  whose  behalf  the  care  and  services  are 
made  available  for  purposes  of  paragraph  (17)  (B),  and  (C)  tbat 
in  any  case  where  such  a  legal  liability  is  found  to  exist  after  medi- 
cal assistance  has  been  made  available  on  behalf  of  the  individual, 
the  State  or  local  agency  will  seek  reimbursement  for  such  as- 
sistance to  the  extent  of  such  legal  liability ; 

(26)  elfective  July  1, 1969,  provide  (A)  for  a  regular  program 
of  medical  review  (including  medical  [evaluation]  evaluation)  of 
each  patient's  need  for  skilled  nursing  [home  care)]  facUity  care 
or  (in  the  case  of  individuals  who  are  eligible  therefor  under  the 
State  plan)  need  for  care  in  a  mental  hospital,  a  written  plan  of 
care,  and,  where  applicable,  a  plan  of  rehabilitation  prior  to  ad- 
mission to  a  skilled  nursing  [home]  facility;  (B)  for  periodic 
inspections  to  be  made  in  all  skilled  nursing  homes  and  mental 
institutions  (if  the  State  plan  includes  care  in  such  institutions) 
within  the  State  by  one  or  more  medical  review  teams  (composed 
of  physicians  and  other  appropriate  health  and  social  service  per- 
sonnel) of  (i)  the  care  being  provided  in  such  nursing  homes  (and 
mental  institutions,  if  care  therein  is  provided  under  the  State 
plan)  to  persons  receiving  assistance  under  the  State  plan,  (ii) 
with  respect  to  each  of  the  patients  receiving  such  care,  the 
adequacy  of  the  services  available  in  partictilar  nursing  homes 
(or  institutions)  to  meet  the  current  health  needs  and  promote 
the  maximum  physical  well-being  of  patients  receiving  care  in 
such  homes  (or  institutions),  (iii)  the  necessity  and  desirability 
of  the  continued  placement  of  such  patients  in  such  nursing  homes 
(or  institutions),  and  (iv)  the  feasibility  of  meeting  their  health  i 
care  needs  through  alternative  institutional  or  noninstitutional  | 
services;  and  (C)  for  the  making  by  such  team  or  teams  of  full  j 
and  complete  report  of  the  findings  resulting  from  such  inspections  ' 
together  with  any  recommendations  to  the  State  agency  admin-  i 
istering  or  supervising  the  administration  of  the  State  plan ; 

(27)  provide  for  agreements  with  every  person  or  institution  \ 
providing  services  under  the  State  plan  under  which  such  person  | 
or  institution  agrees  (A)  to  keep  such  records  as  are  necessary  : 
fully  to  disclose  the  extent  of  the  services  provided  to  individuals 
receiving  assistance  under  the  State  plan,  and  (B)  to  furnish  the 
State  agency  with  such  information,  regarding  any  payments  i 
claimed  by  such  person  or  institution  for  providing  services  under  J 
the  State  plan,  as  the  State  agency  may  from  time  to  time  request;  j 

[(28)  provide  that  any  skilled  nursing  home  receiving  pay- 
ments under  such  plan  must — 

[(A)  supply  to  the  licensing  agency  of  the  State  full  and 
complete  information  as  to  the  identity  (i)  of  each  person 
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having  (directly  or  indirectly)  an  ownership  interest  of  10 
per  centum  or  more  in  such  nursing  home,  (ii)  in  case  a 
nursing  home  is  organized  as  a  corporation,  of  each  officer 
and  director  of  the  corporation,  and  (iii)  in  case  a  nursing 
home  is  organized  as  a  partnership,  of  eac'li  partner;  and 
promptly  report  any  changes  which  would  affect  the  current 
accuracy  of  the  information  so  required  to  be  supplied ; 

[(B)  have  and  maintain  an  organized  nursing  service  for 
its  patients,  which  is  under  the  direction  of  a  professional 
registered  nurse  who  is  employed  full-time  by  such  nursing 
home,  and  which  is  composed  of  sufficient  nursing  and  aux- 
iliary personnel  to  provide  adequate  and  properly  super- 
vised nursing  services  for  such  patients  during  all  hours  of 
each  day  and  all  days  of  each  week ; 

[(C)  make  satisfactory  arrangements  for  professional 
planning  and  supervision  of  menus  and  meal  service  for 
patients  for  whom  special  diets  or  dietary  restrictions  are 
medically  prescribed ; 

[(D)  have  satisfactory  policies  and  procedures  relating  to 
the  maintenance  of  medical  records  on  each  patient  of  the 
nursing  home,  dispensing  and  administering  of  drugs  and 
biologicals,  and  assuring  that  each  patient  is  under  the  care 
of  a  physician  and  that  adequate  provision  is  made  for 
medical  attention  to  any  patient  during  emergencies ; 

[(E)  have  arrangements  with  one  or  more  general  hospitals 
under  which  such  hospital  or  hospitals  will  provide  needed 
diagnostic  and  other  services  to  patients  of  such  nursing 
home,  and  under  which  such  hospital  or  hospitals  agree  to 
timely  acceptance,  as  patients  thereof,  of  acutely  ill  patients 
of  such  nursing  home  who  are  in  need  of  hospital  care ;  except 
that  the  State  agency  may  waive  this  requirement  wholly  or 
in  part  with  respect  to  any  nursing  home  meeting  all  the  other 
requirements  and  which,  by  reason  of  remote  location  or 
other  good  and  sufficient  reason,  is  unable  to  effect  such  an 
arrangement  with  a  hospital;  and 

[(F)  (i)  meet  (after  December  31,  1969)  such  provisions 
of  the  Life  Safety  Code  of  the  National  Fire  Protection  Asso- 
ciation (21st  Edition,  1967)  as  are  applicable  to  nursing 
homes ;  except  that  the  State  agency  may  waive  in  accordance 
with  regulations  of  the  Secretary,  for  such  periods  as  it  deems 
appropriate,  specific  provisions  of  such  code  w^hich,  if  rigidly 
applied,  would  result  in  unreasonable  hardship  upon  a  nurs- 
ing home,  but  only  if  such  agency  makes  a  determination 
(and  keeps  a  written  record  setting  forth  the  basis  of  such 
determination)  that  such  waiver  will  not  adversely  affect  the 
health  and  safety  of  the  patients  of  such  skilled  nursing 
home;  and  except  that  the  requirements  set  forth  in  the  pre- 
ceding provisions  of  this  subclause  (i)  shall  not  apply  in 
any  State  if  the  Secretary  finds  that  in  such  State  there  is  in 
effect  a  fire  and  safety  code,  imposed  by  State  law,  which 
adequately  protects  patients  in  nursing  homes;  and  (ii)  meet 
conditions  relating  to  environment  and  sanitation  applicable 
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to  extended  care  facilities  under  title  XVIII ;  except  that  the 
State  agency  may  waive  in  accordance  with  regulations  of  the 
Secretary  for  such  periods  as  it  deems  appropriate,  any 
requirement  imposed  by  the  preceding  provisions  of  this 
subclause  (ii)  if  such  agency  finds  that  such  requirement,  if 
rigidly  applied,  would  result  in  unreasonable  hardship  upon 
a  nursing  home,  but  only  if  such  agency  makes  a  determina- 
tion (and  keeps  a  written  record  setting  forth  the  basis  of 
such  determination)  that  such  waiver  will  not  adversely  af- 
fect the  health  and  safety  of  the  patients  of  such  nursing 
home :  J 

(28)  provide  that  any  skilled  nursing  facility  receiving  pay- 
ments under  such  plan  mu^t  satisfy  all  of  the  requirements  con- 
tained in  section  1861  {j)^  except  that  the  exclusion  contained 
therein  vjith  respect  to  institutions  which  are  primarily  for  the 
care  and  treatment  of  meoital  diseases  and  tuberculosis  shall  not 
apply  for  purposes  of  this  title^  if  the  State  plan  includes  care  in 
such  institutions; 

(29)  include  a  State  program  which  meets  the  requirements  set 
forth  in  section  1908,  for  the  licensing  of  administrators  of  nurs- 
ing homes ; 

(30)  provide  such  methods  and  procedures  relating  to  the  utili- 
zation of,  and  the  payment  for,  care  and  services  available  under 
the  plan  (including  hut  not  limited  to  utilization  review  plans  as 
provided  for  in  section  1903 (i)  (Jf) )  as  may  be  necessary  to  safe- 
guard against  unnecessary  utilization  of  such  care  and  services 
and  to  assure  that  payments  (including  payments  for  any  drugs 
provided  under  the  plan)  are  not  in  excess  of  reasonable  charges 
consistent  with  efficiency,  economy,  and  quality  of  care ;  [and] 

(31)  provide  (A)  for  a  regular  program  of  independent  pro- 
fessional review  (including  medical  evaluation  of  each  patient's 
need  for  intermediate  care)  and  a  written  plan  of  service  prior 
to  admission  or  authorization  of  benefits  in  an  intermediate  care 
facility  [which  provides  more  than  a  minimum  level  of  health 
care  services]  as  determined  under  regulations  of  the  Secretary ; 
(B)  for  periodic  on-site  inspections  to  be  made  in  all  such  inter- 
m.ediate  care  facilities  (if  the  State  plan  includes  care  in  such  in- 
stitutions) within  the  State  by  one  or  more  independent  profes- 
sional review  teams  (composed  of  physicians  or  registered  nurses 
and  other  appropriate  health  and  social  service  personnel)  of  (i) 
the  care  being  provided  in  such  intermediate  care  facilities  to  per- 
sons receiving  assistance  under  the  State  plan,  (ii)  with  respect  to 
each  of  the  patients  receiving  such  care,  the  adequacy  of  the  serv- 
ices available  in  particular  intermediate  care  facilities  to  meet  the 
current  health  needs  and  promote  the  maximum  physical  well- 
being  of  patients  receiving  care  in  such  facilities,  (iii)  the  neces- 
sity and  desirability  of  the  continued  placement  of  such  patients 
in  such  facilities,  and  (iv)  the  feasibility  of  meeting  their  health 
care  needs  through  alternative  institutional  or  non-institutional 
services;  and  (C)  for  the  making  by  such  team  or  teams  of  full 
and  complete  reports  of  the  findings  resulting  from  such  inspec- 
tions, together  with  any  recommendations  to  the  State  agency 
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administering  or  supervising  the  administration  of  the  State 
plan : 

pi-ovide  that  no  payment  under  the  plan  for  any  care  or 
service  provided  to  an  individual  hy  a  physician^  dentist^  or  other 
individual  practitioner  shall  he  made  to  anyone  other  than  such 
individual  or  such  physician^  dentist^  or  practitioner^  except  that 
payment  may  he  made  {A)  to  the  employer  of  such  physician^ 
dentist^  or  practitioner  if  such  physician^  dentist^  or  practitioner  is 
required  as  a  condition  of  his  employment  to  turn  over  his  fee  for 
such  care  or  service  to  his  employer,  or  (B)  (where  the  care  or 
service  was  provided  in  a  hospital,  clinic,  or  other  facility)  to  the 
facility  in  lohich  the  care  or  service  was  provided  if  there  is  a  con- 
tractual arrangement  hetween  such  physician,  dentist,  or  practi- 
tioner and  such  facility  under  which  such  facility  submits  the  hill 
for  such  care  or  service; 
{S3)  provide — 

{A)  that  the  State  health  agency,  or  other  appropriate 
State  medical  agency,  shall  he  responsible  for  estahlishing  a 
plan,  consistent  with  regulations  prescribed  by  the  Secretary, 
for  the  review  hy  appropriate  professional  health  personnel 
of  the  appropriateness  and  quality  of  care  and  services  fur- 
nished to  recipients  of  medical  assistance  under  the  plan  in 
order  to  provide  guidance  with  respect  thereto  in  the  admin- 
istration of  the  plan  to  the  State  agency  established  or  desig- 
nated pursuant  to  paragraph  (6)  and,  where  applicable,  to 
the  State  agency  described  in  the  last  sentence  of  this  sub- 
section; and 

(B)  that  the  State  or  local  agency  utilized  hy  the  Secretary 
for  the  purpose  specified  in  the  first  sentence  of  section  186^ 
(a),  or,  if  such  agency  is  not  the  State  agency  which  is 
responsible  for  licencing  health  institutions,  the  State  agency 
responsible  for  such  licensing,  will  perform  for  the  State 
agency  administering  or  supervising  the  administration  of 
the  plan  approved  under  this  title  the  function  of  determin- 
ing whether  institutions  and  agencies  meet  the  requirements 
for  participation  in  the  program  under  such  plan; 
{3Jp)  provide  that  in  the  ca^e  of  any  individual  who  ha^  been 
determined  to  be  eligible  for  medical  assistance  under  the  plan, 
such  assistance  will  be  made  available  to  him  for  care  and  services 
included  under  the  plan  and  furnished  in  or  after  the  third  month 
before  the  month  in  which  he  made  application  for  such  assist- 
ance if  such  individual  was  {or  upon  application  would  have 
been)  eligible  for  such  assistance  at  the  time  such  care  and  serv- 
ices were  furnished; 

{35)  provide  that  the  State  agency  will  not  enter  into  any  con- 
tract related  to  the  administration  of  such  plan  unless  such  con- 
tract provides — 

{A)  that  the  contractor  agrees  that  such  State  agency,  the 
Secretary,  the  Inspector  General  for  Health  Administration, 
and  the  Comptroller  General  of  the  United  States  shall  have 
access  to  o/ad  the  right  to  examine — 

(^)  the  consolidated  cost  and  financial  data  of  such 
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contractor  {and  of  any  organization  ichich  is  7'elated 
through  common  ownership  and  control  to  such  contrac- 
tor)   lohenever  the  aggregate  contract  costs  exceed  i 
$25,000,  and 

{ii)  any  directly  pei^tinent  financial  hooks  and  related 
documents,  papers,  and  records  of  such  contractor  (and  , 
of  any  such  related  organization)   regardless  of  the  i 
amount  of  such  contract;  and 
{B)  that  the  contractor  agrees  to  include  in  all  his  suhcon- 
tracts  a  provision  to  the  effect  that  the  suh contractor  agrees 
that  the  consolidated  cost  and  financial  data  of  such  subcon- 
tractor (and  of  any  organization  related  to  such  suhcontrac- 
tor)  as  well  as  any  directly  pertinent  financial  hooks  and  re- 
lated documents,  papers,  and  records  of  such  suhcontractor 
{and  of  any  such  related  organization)  shall  he  suhject  to 
inspection  and  examination  in  the  manner  prescribed  in  suh- 
paragraph  {A);  , 
{S6)  effective  January  1,  1973,  provide  that  any  intermediate 
care  facility  receiving  payments  under  such  plan  must  supply  to 
the  licensing  agency  of  the  State  full  and  complete  information 
as  to  the  identity  {A)  of  each  person  having  {directly  or  indi- 
rectly) an  oivnership  interest  of  10  per  centum  or  more  in  such 
intermediate  care  facility,  {B)  iii  case  an  intermediate  care  facil- 
ity is  organized  as  a  corporation,  of  each  officer  and  director  of 
the  corporation,  and  {0)  in  case  an  intermediate  care  facility 
is  organized  as  a  partnership,  of  each  partner;  and  promptly 
report  any  changes  ivhich  would  affect  the  current  accuracy  of 
the  information  so  required  to  he  supplied;  and 

{37)  provide  that  within  90  days  folloicing  the  completion  of 
each  survey  of  any  health  care  facility,  lahorntoiy,  agency .  clime.  1 
or  organization,  hy  the  appropriate  State  agency  described  in  i 
paragraph  (9),  such  agency  shall  {in  accordance  with  regulations  \ 
of  the  Secretary)  niaJce  public  in  readily  available  form  and  place 
th'C  pertinent  findings  of  each  such  survey  relating  to  the  com- 
pliance of  each  such  health  care  facility,  lahoratory,  clinic,  agency,  \ 
or  organization  with  {A )  the  statutory  conditions  of  porticipation  ' 
imposed  under  this  title,  and  {B)  the  major  additional  conditions 
which  the  Secretary  finds  necessary  in  the  interest  of  health  and 
safety  of  individuals  who  are  furnished  care  or  services  by  any 
such  facility,  lahoratory.  clique,  agency,  or  organization. 
[Notwithstfindino:  paragraph  (5),  if  on  January  1.  1965,  and  on  the 
date  on  which  a  State  submits  its  plan  for  approval  under  this  title, 
the  State  agency  which  administered  or  supervised  the  administration 
of  the  plan  of  such  State  approved  under  title  X  (or  title  XVI,  insofar 
as  it  relates  to  the  blind)  was  different  from  the  State  agency  which 
administered  or  supervised  the  administration  of  the  State  plan 
approved  under  title  I  (or  title  XVI,  insofar  as  it  relates  to  the  aged), 
the  State  agency  which  administered  or  supervised  the  administration 
of  such  plan  approved  under  title  X  (or  title  XVI,  insofar  as  it  re- 
lates to  the  blind)  may  be  designated  to  administer  or  supervise  the 
administration  of  the  portion  of  the  State  plan  for  medical  assistance 
which  relates  to  blind  individuals  and  a  different  State  agency  may 
be  established  or  designated  to  administer  or  supervise  the  administra- 
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tion  of  the  rest  of  the  State  plan  for  medical  assistance ;  and  in  such 
case  the  part  of  the  plan  which  each  such  agency  administers,  or  the 
administration  of  which  each  such  agency  supervises,  shall  be  re- 
garded as  a  separate  plan  for  purposes  of  this  title  (except  for  pur- 
poses of  paragraph  (10) )  J 

For  purposes  of  paragraphs  (9)  (A),  (£9),  (32)^  and  {S3),  and  of 
section  1903 (i)  (^),  the  te?'m,  ''^skilled  nursing  facility''^  and  ''^nursing 
facility^''  do  not  include  a.  Christian  Science  sanatorium  operated,  or 
listed  and  certified,  hy  the  First  Church  of  Christ,  Scientist,  Boston, 
M  assachusetts. 

(b)  The  Secretary  shall  approve  any  plan  which  fulfills  the  condi- 
tions specified  in  subsection  (a)  of  this  section,  except  that  he  shall 
not  approve  any  plan  which  imposes  as  a  condition  for  eligibility  for 
medical  assistance  under  the  plan — 

( 1 )  an  age  requirement  of  more  than  65  years ;  or 

(2)  effective  July  1,  1967,  any  age  requirement  which  excludes 
any  individual  who  has  not  attained  the  age  of  [21]  22  and  is  or 
would,  except  for  the  provisions  of  section  [4:06 (a)  (2)]  kll{a) 
{1){A)  {ii)  of  this  title,  be  a  dependent  cliild  under  part  A  of  sub- 
chapter IV  of  this  chapter ;  or 

(3)  any  residence  requirement  which  excludes  any  individual 
who  resides  in  the  State ;  or 

(4)  any  citizenship  requirement  which  excludes  any  citizen  of 
the  United  States. 

(c)  Notwithstanding  subsection  (b),  the  Secretary  shall  not  ap- 
prove any  State  plan  for  medical  assistance  if  he  determines  that  the 
approval  and  operation  of  the  plan  will  result  in  a  reduction  in  aid  or 
assistance  in  the  form  of  money  payments  (other  than  so  much,  if  any, 
of  the  aid  or  assistance  in  such  form  as  was,  immediately  prior  to  the 
effective  date  of  the  State  plan  under  this  title,  attributable  to  medical 
needs)  provided  for  eligible  individuals  under  a  plan  of  such  State 
approved  under  title  I,  X,  XIV,  or  XVI,  or  part  A  of  title  IV. 

[(d)  Whenever  any  State  desires  a  modification  of  the  State  plan 
for  medical  assistance  so  as  to  reduce  the  scope  or  extent  of  the  care 
and  services  provided  as  medical  assistance  under  such  plan,  or  to 
terminate  any  of  such  care  and  services,  the  Secretary  shall,  upon  ap- 
plication of  the  State,  approve  any  such  modification  if  the  Governor  of 
such  State  certifies  to  the  Secretary  that — 

(1)  the  average  quarterly  amount  of  non-Federal  funds  ex- 
pended in  providing  medical  assistance  under  the  plan  for  any 
consecutive  four-quarter  period  after  the  quarter  in  which  such 
modification  takes  effect  will  not  be  less  than  the  average  quarterly 
amount  of  such  funds  expended  in  providing  such  assistance  for 
the  four-quarter  period  which  immediately  precedes  the  quarter 
in  which  such  modification  is  to  become  effective, 

(2)  the  State  is  fully  complying  with  the  provisions  of  its 
State  plan  (relating  to  control  of  utilization  and  costs  of  serv- 
ices) which  are  included  therein  pursuant  to  the  requirements  of 
subsection  (a)  (30), and 

(3)  the  modification  is  not  made  for  the  purpose  of  increas- 
ing the  standard  or  other  formula  for  determining  payments  for 
those  types  of  care  or  services  which,  after  such  modification, 
are  provided  under  the  State  plan, 
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and  if  the  Secretary  finds  that  the  State  is  complying  with  the  pro- 
visions of  its  State  plan  referred  to  in  clause  (2)  ;  except  that  noth- 
ing in  this  subsection  shall  be  construed  to  authorize  any  modifica- 
tion in  the  State  plan  of  any  State  which  would  terminate  the  care 
or  services  required  to  be  included  pursuant  to  subsection  (a)  (13) 
of  this  section.  Any  increase  in  the  formula  or  other  standaid  for 
determining  payments  for  those  types  of  care  or  services  which,  after  \ 
such  modification,  are  provided  under  the  State  plan  shall  be  made 
only  after  approval  thereof  by  the  Secretary.]  ' 

{e)  Xoticithstandhig  any  other  'prGvision  of  this  title,  effective  Jan- 
uary 7.  1911^.  each  State  plan  approved  under  this  title  must  provide 
that — 

(7)  each  family  ichich  was  eligible  for  assistance  pursua.nt  to 
part  A  of  title  IV  in  at  least  3  of  the  6  months  immediately  pre- 
ceding the  month  in  lohich  such  family  became  ineligible  for  such 
assistance  because  of  increased  income  from  employment  shall^ 
wl'ile  a  member  of  such  family  is  employed,  remain  eligible  for 
such  assistance  for  12  calendar  months  follovcing  the  month  in  ' 
udiich  such  family  would  otherioise  be  determined  to  be  ineligible  I 
for  such  assistance  because  of  the  income  and  resources  limitations 
contained  in  such  plan  ; 

{2)  upon  the  expiration  of  such  12  calendar  months,  any  such 
family  may  at  its  option  continue  to  be  eligible  for  medical  assist- 
ance upon  payment  of  a  monthly  premium^  to  the  State  agency  re- 
sponsible for  administration  of  the  plan^  in  an  amount  equM.1  to 
20  percent  of  the  pjortion  of  such  family^s  combined,  income  from 
■whatever  source  ichich  is  m  excess  of  $200  per  month,  except  that 
any  amounts  received  as  worh  bonus  payments  uiider  section 
lObOl  of  the  Internal  Revenue  Code  of  19oJf  shall  not  be  counted 
for  purposes  of  detei^mining  such  family^s  income;  and 

{S)  any  family  v:hich  was  not  eligible  for  medical  assistance 
under  such  State  vloi'ri  but  lohere  a  memher  of  such  family  began 
to  participate  in  the  em ployment  program  established  by  title  XX 
of  this  Act  may,  at  its  option,  become  eligible  for  medical  assistance 
under  such  State  plan  upon  payment  of  a.  monthly  premium  in 
the  same  manner  and  amount,  and  subject  to  the  same  conditions^ 
as  described  in  paTa.gra.ph  (2)  of  this  subsectio7i.  | 
(/)  Xotwifhstanding  any  other  provision  of  this  title^  except  as  i 
provided  in  subsection  (e)^no  State  shall  be  required  to  provide  med- 
ical assistance  to  any  aged^  blind,  or  disabled  individual  (as  defined  in 
title  XYI)  for  any  nwnth  unless  such  State  would  be  {ar  would  have 
been)  7'equired  to  provide  medical  assistance  to  such  individual  for  j 
such  month  had  its  plan  for  medical  assistance  approved  under  this  | 
title  and  in  effect  on  January  1,  1972,  been  in  effect  in  such  month, 
except  that  for  this  purpose  any  such  individual  shall  be  deemed  eli- 
gible for  medical  assistance  under  such  State  plan  if  (in  addition  to 
meeting  such  other  requirements  as  are  or  may  be  imposed  under  the 
State  plan)  the  income  of  any  such  individual  as  determined  in  accord- 
ance with  section  1903(f)  (after  deducting  such  individu-aVs  payment 
under  title  XVI  and  incuwed  expenses  for  medical  care  as  defined  in 
section  213  of  the  Internal  Revenue  Code  of  19-54)  is  not  in  excess  of 
the  standard  for  medi^^al  assistance  estahlished  under  the  State  plan 
as  in  effect  on  January  1, 1972. 
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Payment  to  States 

Sec.  1903.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
(except  as  otherwise  provided  in  this  section  [and  section  1117]) 
shall  pay  to  each  State  which  has  a  plan  approved  under  this  title, 
for  each  quarter,  [beginning  with  the  quarter  commencing  January  1, 
1966.] 

(1)  an  amount  equal  to  the  Federal  medical  assistance  per- 
centage (as  defined  in  section  1905(b),  subject  to  subsections  (g) 
and  (h)  of  this  section)  of  the  total  amount  expended  during  such 
quarter  as  medical  assistance  under  the  State  plan  (including 
expenditures  for  premiums  under  part  B  of  title  XVIII,  for 
individuals  who  are  recipients  of  [money  payments]  aJd  or  assist- 
ance under  a  state  plan  approved  under  title  I,  X,  XIV,  XV,  or 
XVI,  or  part  A  of  title  IV,  or  sufflemental  security  mcome  hene- 
fits  under  title  XVI  of  such  Act  (as  in  effect  after  December  31, 
1973)  assistance  to  needy  families  with  children  as  defined  in 
section  Jf05{b)  or  assistance  for  aged,  blind,  and  disabled,  under 
title  XX,  or  payments  for  foster  care  in  accordance  with  section 
JfiS,  and,  except  in  the  case  of  individuals  sixty-five  years  of  age  or 
older  who  are  not  enrolled  under  part  B  of  title  XVIII,  other 
insurance  premiums  for  medical  or  any  other  type  of  remedial 
care  or  the  cost  thereof)  ;  plus 

(2)  an  amount  equal  to  75  per  centum  of  so  much  of  the  sums 
expended  during  such  quarter  (as  found  necessary  by  the  Secre- 
tary for  the  proper  and  efficient  administration  of  the  State  plan) 
as  are  attributable  to  {A)  compensation  or  training  of  skilled  pro- 
fessional medical  personnel,  and  staff  directly  supporting  such 
personnel  of  the  State  agency  or  any  other  public  agency  [ ;  plus] 
and  {B)  reasonable  payment  for  professional  review  activities, 
performed  by  skilled  professional  medical  personnel  and  staff 
directly  supporting  such  personnel  pursuant  to  section  1902 {a) 
(£6)  and  {31),  regardless  of  whether  such  activities  are  per- 
formed by  State  agency  personnel  or  by  others  under  an  arrange- 
ment with  such  agency;  plus 

[(3)  an  amount  equal  to  50  per  centum  of  the  remainder  of  the 
amounts  expended  during  such  quarter  as  found  necessary  by  the  Sec- 
retary for  the  proper  and  efficient  administration  of  the  State  plan.] 
{3)  an  amount  equal  to  90  per  centum  of  so  much  of  the  sums 
expended  during  any  such  quarter  in  the  fiscal  year  ending 
June  30,  1972,  or  the  fiscal  year  ending  June  30,  1973,  as  are 
attributable  to  the  design,  development,  or  installation  of  cost  de- 
termination systems  for  State-oioned  general  hospitals  {except 
that  the  total  amount  paid  to  all  States  under  this  clause  for  either 
such  fiscal  year  shall  not  exceed  $150,000) ;  plus 

{If)  an  amount  equal  to  100  per  centum  of  the  sums  expended 
during  such  quarter  {as  found  necessary  by  the  Secretary  for  the 
proper  and  efficient  administration  of  the  State  playi)  which  are 
attributable  to  compensation  or  training  of  personnel  {of  the 
State  agency  or  any  other  public  agency)  responsible  for  inspect- 
ing public  or  private  institutions  {or  portions  thereof)  providing 
long-term  care  to  recipients  of  medical  assistance  to  determine 
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icliether  such  institutions  comply  with  health  or  safety  standards  i 
applicahle  to  such  institutions  under  this  Act;  plus  \ 

(5)  an  amount  equal  to  100  per  centum  of  the  sums  expetided  \ 
during  such  quarter  (as  found  necessary  hy  the  Secretary  for  the  i 
proper  and  efficient  administration  of  the  plan)  which  are  attrib-  ' 
■utahJe  to  the  offering^  arranging ^  arid  furnishing  {directly  or  on  i 
a  contract  hosts)  of  family  plannwg  services  and  supplies;  I 

C(4)3  {6)  an  amount  equal  to  50  per  centum  of  the  remainder  | 
of  the  amounts  expended  during  such  quarter  as  found  necessary 
by  the  Secretary  for  the  proper  and  efficient  administration  of  the  I 
State  plan. 

[(b)  (1)  Notwithstanding  the  preceding  provisions  of  this  section, 
the  amount  determined  under  such  provisions  for  any  State  for  any  j 
quarter  which  is  attributable  to  expenditures  with  respect  to  Individ-  i 
uals  65  years  of  age  or  older  who  are  patients  in  institutions  for  mental 
diseases  shall  be  paid  only  to  the  extent  that  the  State  makes  a  show- 
ing satisfactory  to  the  Secretary  that  total  expenditures  from  Federal,  | 
State,  and  local  sources  for  mental  health  services  (including  pay-  j 
ments  to  or  in  behalf  of  individuals  with  mental  health  problems) 
under  State  and  local  public  health  and  public  welfare  programs  for 
such  quarter  exceed  the  average  of  the  total  expenditures  from  such 
sources  for  such  services  under  such  programs  for  each  quarter  of  the 
fiscal  year  ending  June  30,  1965.  For  purposes  of  this  subsection,  ex- 
penditures for  such  services  for  each  quarter  in  the  fiscal  year  ending 
Jime  30,  1965,  in  the  case  of  any  State  shall  be  determined  on  the  j 
basis  of  the  latest  data,  satisfactory  to  the  Secretary,  available  to  him  ! 
at  the  time  of  the  first  determination  by  him  under  this  subsection  | 
for  such  State ;  and  expenditures  for  such  services  for  any  quarter  be-  | 
ginning  after  December  31,  1965,  in  the  case  of  any  State  shall  be 
determined  on  the  basis  of  the  latest  data,  satisfactory  to  the  Secre-  \ 
tary,  available  to  him  at  the  time  of  the  determination  under  this 
subsection  for  such  State  for  such  quarter ;  and  determinations  so  made 
shall  be  conclusive  for  purposes  of  this  subsection.] 

[(2)] (6)  (1)  Notwitlistanding  the  preceding  provisions  of  this  sec-  ; 
tion,  the  amount  determined  luider  subsection  (a)  (1)  for  any  State  for 
any  quarter  beginning  after  December  31,  1967,  shall  not  take  into  ac-  ' 
count  any  amounts  expended  as  medical  assistance  with  respect  to  | 
individuals  aged  65  or  over  which  Avould  not  have  been  so  expended  if 
the  individuals  involved  had  been  enrolled  in  the  insurance  program 
established  by  part  B  of  title  XVIII. 

(2)  For  limitation  on  Federal  participation  for  capital  expe'iiditures 
which  are  out  of  conformity  loith  a  comprehensive  plan  of  a  State  or 
areawide  planning  agency^  see  section  1122. 

[(c)  (1)  If  the  Secretary  finds,  on  the  basis  of  satisfactory  informa- 
tion furnished  by  a  State,  that  the  Federal  medical  assistance  percent- 
age for  such  State  applicable  to  any  quarter  in  the  period  beginning 
January  1,  1966,  and  ending  with  the  close  of  June  30,  1969,  is  less 
than  105  per  centum  of  the  Federal  share  of  medical  expenditures  by 
the  State  during  the  fiscal  year  ending  June  30,  1965  (as  determined 
under  paragraph  (2)),  then  105  per  centum  of  such  Federal  share 
shall  be  the  Federal  medical  assistance  percentage  (instead  of  the 
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percentage  determined  under  section  1905(b) )  for  such  State  for  such 
quarter  and  each  quarter  thereafter  occurring  in  such  period  and 
prior  to  the  first  quarter  with  respect  to  which  such  a  finding  is  not 
applicable. 

[(2)  For  purposes  of  paragraph  (1),  the  Federal  share  of  medical 
expenditures  by  a  State  during  the  fiscal  year  ending  June  30,  1965, 
means  the  percentage  which  the  excess  of — 

[(A)  the  total  of  the  amounts  determined  under  sections  3,  403, 
1003,  1403,  and  1603  with  respect  to  expenditures  by  such  State 
during  such  year  as  aid  or  assistance  under  its  State  plans  ap- 
proved under  titles  I,  IV,  X,  XIV,  and  XVI,  over 

[(B)  the  total  of  the  amounts  which  would  have  been  deter- 
mined under  such  sections  with  respect  to  such  expenditures  dur- 
ing such  year  if  expenditures  as  aid  or  assistance  in  the  form  of 
medical  or  any  other  type  of  remedial  care  had  not  been  counted, 
is  of  the  total  expenditures  as  aid  or  assistance  in  the  form  of 
medical  or  any  other  type  of  remedial  care  under  such  plans 
during  such  year.] 
[(d)]((?)  (i)  Prior  to  the  beginning  of  each  quarter,  the  Secretary 
shall  estimate  the  amount  to  which  a  State  will  be  entitled  under  sub- 
sections (a),  (b),  and  (c)  for  such  quarter,  such  estimates  to  be  based 
on  (A)  a  report  filed  by  the  State  containing  its  estimate  of  the  total 
sum  to  be  expended  in  such  quarter  in  accordance  with  the  provisions 
of  such  subsections,  and  stating  the  amount  appropriated  or  made 
available  by  the  State  and  its  political  subdivisions  for  such  expendi- 
tures in  such  quarter,  and  if  such  amount  is  less  than  the  State's 
proportionate  share  of  the  total  sum  of  such  estimated  expenditures, 
the  source  or  sources  from  which  the  difference  is  expected  to  be 
derived,  and  (B)  such  other  investigation  as  the  Secretary  may  find 
necessary. 

(2)  The  Secretary  shall  then  pay  to  the  State,  in  such  installments 
as  he  may  determine,  the  amounts  so  estimated,  reduced  or  increased 
to  the  extent  of  any  overpayment  or  underpayment  which  the  Secre- 
tary determines  was  made  under  this  section  to  such  State  for  any 
prior  quarter  and  with  respect  to  which  adjustment  has  not  already 
been  made  under  this  subsection.  Expenditures  for  which  payments 
were  made  to  the  State  under  subsection  (a)  shall  be  treated  as  an 
overpayment  to  the  extent  that  the  State  or  local  agency  administering 
such  plan  has  been  reimbursed  for  such  expenditures  by  a  third  party 
pursuant  to  the  provisions  of  its  plan  in  compliance  with  section 
1902(a) (25). 

(3)  The  pro  rata  share  to  which  the  United  States  is  equitably 
entitled,  as  determined  by  the  Secretary,  of  the  net  amount  recovered 
during  any  quarter  by  the  State  or  any  political  subdivision  thereof 
with  respect  to  medical  assistance  furnished  under  the  State  plan 
shall  be  considered  an  overpayment  to  be  adjusted  under  this 
subsection. 

(4)  Upon  the  making  of  an  estimate  by  the  Secretary  under  this 
subsection,  any  appropriations  available  for  payments  under  this  sec- 
tion shall  be  deemed  obligated. 

[(e)  The  Secretary  shall  not  make  payments  under  the  preceding 
provisions  of  this  section  to  any  State  unless  the  State  makes  a  satis- 
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factory  showing  that  it  is  making  efforts  in  the  direction  of  broadening  i 
the  scope  of  the  care  and  services  made  available  under  the  plan  and  in  | 
the  direction  of  liberalizing  the  eligibility  requirements  for  medical  | 
assistance,  with  a  view  toward  furnishing  by  July  1,  1977,  comprehen- 
sive care  and  services  to  substantially  all  individuals  w^ho  meet  the  ' 
plan's  eligibility  standards  with  respect  to  income  and  resources,  in-  | 
eluding  services  to  enable  such  individuals  to  attain  or  retain  inde-  j 
pendence  or  self -care.]  i 
[(f)3(6?)  (1)  (A)  Except  as  provided  in  paragraph  (4),  payment  ' 
under  the  preceding  provisions  of  this  section  shall  not  be  made  with  | 
respect  to  any  amount  expended  as  medical  assistance  in  a  calendar 
quarter,  in  any  State,  for  any  member  of  a  family  the  annual  income  of 
which  exceeds  the  applicable  income  limitation  determined  under  this 
paragraph. 

(B)  (i)  Except  as  provided  in  clause  (ii)  of  this  subparagraph,  the 
applicable  income  limitation  with  respect  to  any  family  is  the  amount 
determined,  in  accordance  with  standards  prescribed  by  the  Secre- 
tary, to  be  equivalent  to  1331/3  percent  of  the  highest  amount  which 
would  ordinarily  be  paid  to  a  family  of  the  same  size  without  any  in- 
come or  resources,  in  the  form  of  money  payments,  under  the  plan 
of  the  State  approved  under  part  A  of  title  IV  of  this  Act. 

(ii)  If  the  Secretary  finds  that  the  operation  of  a  uniform  maximum 
limits  payments  to  families  of  m.ore  than  one  size,  he  may  adjust  the 
amount  otherwise  determined  under  clause  (i)  to  take  account  of 
families  of  different  sizes. 

(C)  The  total  amount  of  any  applicable  income  limitation  deter- 
mined under  subparagraph  (B)  shall,  if  it  is  not  a  multiple  of  $100 
or  such  other  amount  as  the  Secretary  may  prescribe,  be  rounded  to 
the  next  higher  multiple  of  $100  or  such  other  amount,  as  the  case 
may  be. 

(2)  In  computing  a  family's  income  for  purposes  of  paragraph  (1), 
there  shall  be  excluded  any  costs  (whether  in  the  form  of  insurance 
premiums  or  otherwise)  incurred  by  such  family  for  medical  care  or 
for  any  other  type  of  remedial  care  recognized  under  State  law. 

(3)  For  purposes  of  paragraph  (1)(B),  in  the  case  of  a  family 
consisting  of  only  one  individual,  the  "highest  amount  which  would 
ordinarily  be  paid"  to  such  family  under  the  State's  plan  approved 
under  part  A  of  title  IV  of  this  Act  shall  be  the  amount  determined 
by  the  State  agency  (on  the  basis  of  reasonable  relationship  to  the 
amounts  payable  under  such  plan  to  families  consisting  of  two  or 
more  persons)  to  be  the  amount  of  the  aid  which  would  ordinarily  be 
payable  under  such  plan  to  a  family  (without  any  income  or  re- 
sources) consisting  of  one  person  if  such  plan  (without  regard  to 
section  408)  provided  for  aid  to  such  a  family. 

(4)  The  limitations  on  payment  imposed  by  the  preceding  provi- 
sions of  this  subsection  shall  not  apply  with  respect  to  any  amount 
expended  by  a  State  as  medical  assistance  for  any  individual  who, 
at  the  time  of  the  provision  of  the  m.edical  assistance  giving  rise  to 
such  expenditure — 

(A)  is  a  recipient  of  aid  or  assistance  under  a  plan  of  such 
State  which  is  approved  under  title  I,  X,  XIV,  XF,  or  XVI,  or 
part  A  of  title  IV  or  supplemental  security  income  henefds  irmler 
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title  XVI  of  such  act  {as  in  effect  after  Becemhev  31^  1973)^  or 
(B)  is  not  a  recipient  of  aid  or  assistance  under  such  a  plan 
but  (i)  is  eligible  to  receive  such  aid  or  assistance,  or  (ii)  would 
be  eligible  to  receive  such  aid  or  assistance  if  he  were  not  in  a 
medical  institution. 
{e){l)  With  respect  to  amounts  paid  for  the  following  services 
fmrnished  under  the  State  plan  after  June  30^  1973  {other  than  services 
furnished  pursuant  to  a  contract  with  a  health  maintenance  organiza- 
tion as  defined  in  section  1876)^  the  Federal  medical  assist ojnce  per- 
centage shall  he  decreased  as  follows  :  After  an  individual  has  received 
care  as  an  inpatient  in  a  hospital  {including  an  institution  for  tuber- 
culosis)^ skilled  nursing  facility  or  intermeddate  care  facility  on  60 
days^  or  in  a  hospital  for  mental  diseases  on  90  days  {whether  or  not 
such  days  are  consecutive)^  during  any  fiscal  year^  which  for  pur- 
poses of  this  section  means  the  four  calendar  quarters  ending  loith 
June  30^  the  Federal  medical  assistance  percentage  with  respect  to 
amounts  paid  for  any  such  care  furnished  thereafter  to  such  individual 
in  the  same  -fiscal  year  shall  he  decreased  hy  33y^  per  centum  thereof 
unless  the  State  agency  responsible  for  the  administration  of  the  plan 
makes  a  shoioing  satisfactory  to  the  Secretary  that^  with  respect  to 
each  calendar  quarter  for  which  the  State  submits  a  request  for  pay- 
ment at  the  full  Federal  medical  assistance  percentage  for  amounts 
paid  for  inpatient  hospital  services  {including  tuberculosis  hospitals)^ 
skilled  nursing  facility  services^  or  intermediate  care  facility  services 
furnished  beyond  60  days  {or  inpatient  mental  hospital  services  fur- 
nished beyond  90  days)^  there  is  in  operation  hi  the  State  an  effective 
program  of  control  over  utilization  of  such  services;  such  a  showing 
must  include  evidence  that — 

{A)  in  each  case  for  which  payment  is  made  under  the  State 
plan^  a  physician  certifies  at  the  time  of  admission^  or  if  later ^  the 
time  the  individual  applies  for  medical  assistance  under  the  State 
plan  {and  recertifies^  where  such  services  are  furnished  over  a 
period  of  time^  in  such  cases^  at  least  every  60  days^  and  accom- 
panied hy  such  supporting  material^  appropriate  to  the  case  in- 
volved^ as  may  be  provided  in  regulations  of  the  Secretary) ,  that 
such  services  are  or  were  required  to  he  given  on  an  inpatient  basis 
because  the  individual  needs  or  needed  such  services;  and 

{B)  in  each  such  case,  such  services  were  furnished  under  a 
plan  established  and  periodically  reviewed  and  evaluated  hy  a 
physician; 

(C)  such  State  has  in  effect  a  continuous  program  of  review  of 
utilization  pursuant  to  section  1902{a)  {30)  whereby  the  necessity 
for  admission  and  the  continued  stay  of  each  patient  in  such  insti- 
tution is  periodically  reviewed  and  evaluated  {with  such  fre- 
quency as  may  he  prescribed  in  regulations  of  the  Secretary)  hy 
medical  and  other  professional  personnel  who  are  not  themselves 
directly  responsible  for  the  care  of  the  patient  and  who^  are  not 
employed  by  or  financially  interested  in  any  such  institution;  and 
{D)  such  State  has  an  effective  program  of  medical  revieio  of 
'  the  care  of  patients  in  mental  hospitals,  slcilled  nursing  homes,  and 
intermediate  care  facilities  pursuant  to  section  1902 {a)  {26)  and 
{31)  whereby  the  professional  management  of  each  case  is  re- 


Sec.  1903(f) 


1092 


viewed  and  evaluated  at  least  annually  hy  independent  profes-  ^ 
sional  review  teams.  1 
In  dMermining  the  number  of  days  on  which  an  individual  has  received  \ 
services  described  in  this  subsection,  there  shall  not  be  counted  any  ' 
days  with  respect  to  lohich  such  individual  is  entitled  to  have  payments  \ 
made  {in  lohole  or  in  part)  on  his  behalf  under  section  1812. 

(2)  The  Secretary  shaU,  as  part  of  his  validation  procedures  under  j 
this  sxibsection^  conduct  sample  onsite  surveys  of  private  and  public  ■ 
institutions  in  lohich  recipients  of  medical  assistance  may  receive  care  \ 
and  services  under  a  State  plan  approved  under  this  title^  and  his  , 
findings  with  respect  to  such  surveys  {as  well  as  the  showings  of  the  \ 
State  agency  required  under  this  subsection)  shall  be  made  available 
for  vuhlic  inspection.  \ 

(/)  {!)  If  the  Secretary  determines  for  any  calendar  quarter  be-  \ 
ginning  after  June  30^  1973^  with  respect  to  any  State  that  there  does  \ 
not  exist  a  reasonable  cost  differential  between  the  statewide  average  \ 
cost  of  skilled  nursing  facility  services  and  the  statewide  average  cost  \ 
of  intermediate  care  facility  services  in  such  State ^  the  Secretary  may  \ 
reduce  the  amount  which  would  otherioise  be  considered  as  expendi-  | 
tures  umder  the  State  plan  by  an  amount  which  in  his  judgment  is  d  i 
reasonable  equivalent  of  the  difference  between  the  airwunt  of  the  ex- 
penditures by  such  State  for  intermediate  care  facility  services  and  the 
amount  that  loould  have  been  expended  by  such  State  for  such  services 
if  there  had  been  a  reasonable  cost  differential  between  the  statewide 
average  cost  of  skilled  nursing  facility  services  and  the  statewide  aver- 
age cost  of  intermediate  care  facility  services.  i 

{2)  In  determining  whether  any  such  cost  differential  in  any  State  | 
is  reasonable  the  Secretary  shall  take  into  consideration  the  range  of  \ 
such  cost  differentials  in  all  States. 

{3)  For  the  purposes  of  this  subsection^  the  term  '''cost  differentiaV  j 
for  any  State  for  any  quarter  means.,  as  determined  by  the  Secretary  \ 
on  the  basis  of  the  data  for  the  most  recent  calendar  quarter  for  lohich 
satisfaxitory  data  are  available.,  the  excess  of — 

{A)  the  average  amount  paid  in  such  State  {regardless  of  the 
source  of  payment)  per  inpatient  day  for  skilled  nursing  facility 
services^  over  \ 
{B)  the  average  amount  paid  in  such  State  {regardless  of  the  \ 
source  of  payment )  per  inpatient  day  for  intermediate  care  fac  ility  j 
services.  \ 

{Jf)  For  purposes  of  this  subsection^  the  term  '^cost'^  shall  mean  ' 
amounts  reimbursable  by  the  State  under  a  State  plan  approved  under 
this  title.  i 

{g)  {1)  With  respect  to  amounts  paid  for  the  following  services  \ 
fumished  under  the  State  plan  after  June  30, 1973  { other  than  services 
fmmished  pursuant  to  a  contract  with  a  health  maintenance  organiza- 
tion as  defined  in  section  1876).  the  Federal  medical  assistance  per- 
centage shall  be  decreased  as  follows :  After  an  individual  has  received  ' 
care  as  a7i  inpatient  in  a  hospital  {including  an  institution  for  tuber- 
culosis)^ skilled  nursing  home  or  intermediate  care  facilities  on  60 
days^  or  in  a  hosjrital  for  mental  diseases  on  90  days  {whether  or  not 
such  days  a/re  consecutive)  ^  during  any  fiscal  year^  which  for  purposes 
of  this  section  means  the  four  calendar  quarters  ending  with  June  30^ 
the  Federal  medical  assistance  percentage  with  respect  to  amounts 
paid  for  any  such  care  furnished  thereafter  to  such  individual  in  the 
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same  fiscal  year  shall  he  decreased  hy  33y^  per  centum  thereof  unless  the 
State  agency  resfonsible  for  tlie  administration  of  the  plan  makes  a 
showing  satisfactory  to  the  Secretary  that^  with  respect  to  each  calen- 
dar quarter  for  which  the  State  submits  a  request  for  payment  at  the 
full  Federal  medical  assistance  percentage  for  amounts  paid  for  in- 
patient hospital  services  {including  tuberculosis  hospitals)^  skilled, 
nursing  home  services^  or  intennediate  care  facility  services  furnished 
heyond  60  days  {or  inpatient  mental  hospital  services  furnished  he- 
yond  90  days)^  there  is  in  operation  in  the  State  an  effective  program 
of  control  over  utilization  of  such  services;  such  a  showing  must 
include  evidence  that — 

{A)  in  each  case  for  which  payment  is  made  under  the  State 
plan^  a  physician  certifies  at  the  time  of  admission^  or,  if  later ^  the 
time  the  individual  applies  for  m,edical  assistance  under  the  State 
plan  {and  recertifies^  where  such  services  are  furnished  over  a 
period  of  tiine,  in  such  cases^  at  least  every  60  days^  and  accom- 
panied iy  such  supporting  material^  appropriate  to  tlie  case  in- 
volved^ as  may  he  provided  in  regulations  of  the  Secretary)  ^  that 
such  services  are  or  were  required  to  he  given  on  an  inpatient  hasis 
hecause  the  individual  needs  or  needed  such  services;  and 

{B)  in  each  such  case,  such  services  loere  furnished  under  a 
plan  established  and  periodically  reviewed  and  evaluated  hy  a 
physician; 

(C)  such  State  has  in  effect  a  continuance  program  of  review 
of  utilization  pursuant  to  section  1902 {a)  {30)  loherehy  the  neces- 
sity for  admission  and  the  continued  stay  of  each  patient  in  such 
institution  is  periodically  reviewed  and  evaluated  {with  such  fre- 
quency as  may  he  prescrihed  in  regulations  of  the  Secretary)  hy 
medical  and  other  professional  personnel  who  are  not  themselves 
directly  responsihle  for  the  care  of  the  patient  and  ivho  are  not 
employed  hy  or  financially  interested  in  any  such  institution;  and 
{D)  such  State  has  an  effective  program,  of  medical  review  of 
the  care  of  patients  in  mental  hospitals,  skilled  nursing  homes,  and, 
intermediate  care  facilities  pursuant  to  section  1902 {a)  {26)  and 
{31)  wherehy  the  professional  management  of  each  case  is  re- 
vieived  and  evaluated  at  least  annually  hy  independent  profes- 
sional review  teams. 
In  deter-mining  the  numher  of  days  on  which  an  individual  has  re- 
ceived services  described,  in  this  suhsection,  there  shall  not  he  counted 
any  days  with  respect  to  which  such  individual  is  entitled  to  have  pay- 
ments made  {in  whole  or  in  part)  on  his  hehalf  under  section  1812. 

{2)  The  Secretary  shall,  as  part  of  his  validation  procedures  under 
this  subsection,  conduct  sam/ple  onsite  surveys  of  private  and  public 
institutions  in  which  recipients  of  m,edical  assistance  may  receive  care 
and,  services  under  a  State  plan  approved  under  this  title,  and  his  find- 
ings with  respect  to  such  surveys  {as  loell  as  the  shmoings  of  the  State 
agency  required  under  this  suhsection.)  shall  he  made  available  for 
pvbTic  inspection. 

{h)  {I)  If  the  Secretary  determines  for  any  calendar  quarter  hegin- 
ning  after  June  30, 1973.  with  respect  to  ami  State  that  there  does  not 
exist  a  reasonahle  cost  differential  hetiveen  the  state/wide  average  cost 
of  skilled,  nursing  hom,e  services  and  the  statevnde  average  cost  of 
intermed,iate  care  facility  services  in  such  State,  the  Secretary  mmj 
reduce  the  amount  which  %oould  otherwise,  he  considered,  as  expendi- 
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tares  under  the  State  plan  Ijy  an  amount  vjMch  in  his  judgment  is. a  \ 
reasonatJe  equivalent  of  the  difference  hetween  the  amount  of  the  | 
expenditures  hy  such  State  for  intermediate  care  facility  services  and  I 
the  amount  that  njould  have  heen  expended  hy  such  State  for  such  \ 
services  if  there  had  heen  a  reasonahle  cost  differential  hetween  the  \ 
statewide  average  cost  of  skilled  nursing  home  services  and  the  state-  \ 
'Wide  average  cost  of  intermediate  care  facility  services. 

(2)  In  determining  lohether  any  such  cost  differential  in  any  State 
is  reasonahle  the  Secretary  shall  take  into  consideration  the  range  of 
such  cost  differentials  in  all  States. 

(3)  For  the  purposes  of  this  suhsection^  the  term  '"^cost  differentiaV 
for  any  State  for  any  quarter  means.,  as  determined  hy  the  Secreto.ry  on 
the  hasis  of  the  data  for  the  most  recent  calendar  quarter  for  which 
satisfactory  data  are  acailahle^  the  excess  of — 

(^4)  tJie  average  amount  paid  in  such  State  (regardless  of  the 
source  of  payment)  per  inpatient  day  for  skilled  nursing  home 
serrices.  over 

(B)  the  average  amount  paid  in  such  State  (regardless  of  the 
source  of  payment)  per  inpatient  day  for  intermediate  care 
facility  services. 

(4)  For  purposes  of  this  suhsection^  the  term  ''"cosf  shall  mean 
amounts  reimhursahle  hv  the  State  under  a,  State  plan  approved  under 
this  title. 

(^)  Payment  under  the  preceding  provisions  of  this  section  shMl 
not  he  made — 

(1)  with  respect  to  any  amount  paid  for  items  or  services  fur- 
nished, binder  the  plan  after  Decemoher  Si,  1972,  to  the  extent  that 
such  amount  exceeds  the  charge  which  would  he  determined  to  he 
reasonahle  for  such  items  or  services  under  the  third^  fourth^  and 
fifth  sentences  of  section  181^2 (h)  (3)  ;  or 

(2)  with  respect  to  any  amount  paid  for  services  furnished  un- 
der the  plan  after  Decemher  31^  1972  hy  a  provider  or  other  person 
during  any  period  of  time.,  if  payment  may  not  he  made  under  title 
XV III  with  respect  to  services  furnished  hy  such  provider  or  per- 
son during  such  pemod'  of  time  solely  hy  reason  of  a,  determination 
hy  the  Secretary  under  section  1862(d)  (1)  or  under  clause  (Z>), 
(E) .  or  (F)  of  section  1866 (h)  (2) ;  or 

(3)  with  respect  to  any  amount  expended  for  inpatient  hospital 
services  furnished  under  the  plan  to  the  extent  that  such  amount 
exceeds  the  hospitaVs  customary  charges  ivith  respect  to  such  serv- 
ices or  (if  such  services  are  furnished  under  the  plan  hy  a  puhlic 
institution  free  of  charge  or  at  nominal  charges  to  the  public) 
exceeds  an  amount  determined  on  the  hasis  of  those  items  (specified 
in  regulations  prescrihed,  hy  the  Secretary)  included  in  the  deter- 
mination of  such  payment  tohich  the  Secretary  finds  will  provide 
fair  compensation  to  such  institution  for  such  services;  or 

(4)  tvith  respect  to  any  amount  expended  for  care  or  services 
,  furnished  under  the  plan  hy  a  hospital  or  skilled  nursing  facility 

unless  such  hospital  or  skilled  nursing  facility  has  in  effect  a 
utilization  review  plan  which  meets  the  requirements  im^posed  hy 
section  1861  (k)  for  purposes  of  title  XVIII ;  and  if  such  hospital 
or  skilled  nursing  home  has  in  effect  such  a  utilization  review 
plan  for  purposes  of  title  XVI I L  such  plan  shall  serve  as  the  plan 
required  hy  this  suhsection  (with  the  same  standards  ami  pro- 
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cedures  and  the  same  review  committee  or  group)  as  a  condition 
of  payment  under  this  title;  the  Secretary  is  authorized  to  loaive 
the  requirements  of  this  paragraph  if  the  State  agency  demon- 
strates to  his  satisfaction  that  it  has  in  operation  utilization  re- 
vieto  procedures  ichich  are  superior  in  their  effectiveness  to  the 
procedures  required  umler  section  1861  (k). 
(j)  (1)  Nottoithstanding  the  preceding  provisions  of  this  section^  no 
payment  shall  he  made  to  a  State  {except  as  provided  under  this  sub- 
section) with  respect  to  expenditures  incurred  hy  it  for  services  pro- 
vided hy  any  institution  during  any  period  that  an  order  for  suspen- 
sion of  payment  {as  authorized  hy  this  subsection)  is  effective  with 
respect  to  such  institution. 

{2)  The  Secretary  may  issue  a  suspension  of  payment  order  with  re- 
spect to  any  institution  if — 

{A)  such  institution  {i)  does  not  {at  the  time  such  order  is 
issued)  have  in  effect  an  agreement  with  the  Secretary  which  is 
entered  into  pursuant  to  section  1866;  and  {ii)  did  {prior  to  the 
time  such  order  is  issued)  have  in  effect  such  an  agreement;  and 

{B)  {i)  the  Secretary  has  heen  unaMe  to  collect  {or  make  satis- 
factory arrangement  for  the  collection  of)  amounts  due  on  ac- 
count of  overpayments  made  to  such  institution  under  title 
XVIII;  or  ' 

{ii)  the  Secretary  has  heen  unahle  to  ohtain  from  such  institu- 
tion the  data  and  information  necessary  to  enahle  him  to  deter- 
mine the  amount  {if  any)  of  the  overpayments  made  to  such 
institution  under  title  XVIII. 
{3)  Whenever  the  Secretary  issues  any  order  for  suspension  of  pay- 
ment under  this  subsection  with  respect  to  any  institution^  he  shall 
submit  a  notice  of  such  order  to  the  single  State  agency  {referred  to 
in  section  1902{a)  {5))  of  each  State  which  he  has  reason  to  believe 
does  or  may  utilize  the  services  of  such  institution  in  providing  medi- 
cal assistance  under  a  plan  approved-  under  this  title. 

{4)  Any  order  for  suspension  of  payment  issued,  ^oith  respect  to  any 
institution  under  this  subsection  shall  become  effective^  in  the  case  of 
any  State  plan  approved  under  this  title^  on  the  60th  day  after  the  date 
the  State  agency  {referred  to  in  section  1902 {a)  {5) )  administering  or 
supervising  the  administration  of  such  plan  receives  notice  of  such 
order  submitted  pursuant  to  paragraph  (-5) .  Any  such  order  shall  cease 
to  be  effective  at  such  time  as  the  Secretary  is  satisfied  that  the  institu- 
tion is  participating  in  substantial  "negotiations  which  seek  to  remedy 
the  conditions  which  gave  rise  to  his  order  of  suspension  of  payments^ 
or  that  the  amounts  {referred  to  in  paragraph  {2) )  are  no  longer  due 
from  such  institution  or  that  a  sath factory  arrangement  has  been  mode 
for  the  payment  by  such  institution  of  any  such  amounts.  Upon  the 
determination  of  the  Secretary  that  any  such  order  with  respect  to  any 
such  institution  shall  cease  to  be  effective^  he  shall  forthwith  notify 
each  State  agency  to  which  he  has  theretofore  submitted  notice  under 
paragraph  {3)  with  respect  to  such  institution. 

{5)  Whenever  any  order  which  has  been  issued  by  the  Secretary 
under  the  p^^eceding  provisions  of  this  subsection  with  respect  to  an 
institution  ceases  to  be  effective.,  any  payment  to  which  any  State 
would  {except  for  the  preceding  provisions  of  this  subsection)  have 
been  entitled  under  this  section  on  account  of  services  provided  by  such 
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institution  shall  he  made  to  such  State  for  the  month  in  lohich  such 
order  ceases  to  he  effective. 

{k)  The  Secretary  is  authorized  to  provide  at  the  request  of  any 
State  {and  without  cost  to  such  State)  such  technical  and  actuarial 
assistance  as  may  he  necessary  to  assist  such  State  to  contract  with  any 
health  maintenance  organization  which  meets  the  requirements  of  sec- 
tion 1876  for  the  purpose  of  providing  medical  care  and  services  to 
individuals  loho  are  entitled  to  medical  assistance  under  this  title?- 

Operation  of  State  Plans 

Sec.  1904.  If  the  Secretary,  after  reasonable  notice  and  opportunity 
for  hearing  to  the  State  agency  administering  or  supervising  the  ad- 
ministration of  the  State  plan  approved  under  this  title,  finds — 

(1)  that  the  plan  [has  been  so  changed  that  it]  no  longer 
complies  with  the  provisions  of  section  1902 ;  or 

(2)  that  in  the  administration  of  the  plan  there  is  a  failure 
to  comply  substantially  with  any  such  provision ; 

the  Secretary  shall  notify  such  State  agency  that  further  payments 
will  not  be  made  to  the  State  (or,  in  his  discretion,  that  payments  will 
be  limited  to  categories  under  or  parts  of  the  State  plan  not  alfected 
by  such  failure),  until  the  Secretary  is  satisfied  that  there  will  no 
longer  be  any  such  failure  to  comply.  Until  he  is  so  satisfied  he  shall 
make  no  further  payments  to  such  State  (or  shall  limit  payments  to 
categories  under  or  parts  of  the  State  plan  not  affected  by  such 
failure. ) 

Definitions 
Sec.  1905.  For  purposes  of  this  title — 

(a)  The  term  "medical  assistance"  means  payment  of  part  or  all 
of  the  cost  of  the  following  care  and  services  (if  provided  in  or  after 
the  third  month  before  the  month  in  which  the  recipient  makes  appli- 
cation for  assistance)  for  individuals,  and,  with  respect  to  physicians' 
or  dentists'  services,  at  the  option  of  the  State,  to  individuals  not 
receiving  aid  or  assistance  under  the  State's  plan  approved  under  title 
I,  X,  XIV,  XF,  or  XVI,  or  part  A  of  title  IV,  or  svppleni-ental  secu- 
rity income  henefits  under  title  XYI  {as  in  effect  after  December  Jl, 
197 J) ,  who  are 

(i)  under  the  age  of  21, 

(ii)  relatives  specified  in  section  406(b)(1)  with  whom  a 
child  is  living  if  such  child,  except  for  section  406(a)  (2),  is  (or 
would,  if  needy,  be)  a  dependent  child  under  part  A  of  title 
IV. 

(iii)  65  years  of  age  or  older, 

(iv)  blind, 

(v)  18  years  of  age  or  older  and  permanently  and  totally 
disabled,  or 

(vi)  persons  essential  (as  described  in  the  second  sentence  of 
this  subsection)  to  individuals  receiving  [aid  or  assistance  under 
State  plans  approved  under  title  I,  X,  XIV,  XV.  or  XVI,] 
henefits  under  title  XX^ 

but  whose  income  and  resources  are  insufficient  to  meet  all  of  such 
cost  


1  Effective  with  respect  to  services  provided  on  or  after  July  1,  1973. 
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(1)  inpatient  hospital  services  (other  than  services  in  an  in- 
stitution for  tuberculosis  or  mental  diseases) ; 

(2)  outpatient  hospital  services; 

(3)  other  laboratory  and  X-ray  services ; 

(4)  (A)  skilled  nursing  [homej  facility  services  (other  than 
services  in  an  institution  for  tuberculosis  or  mental  diseases)  for 
individuals  21  years  of  age  or  older;  (B)  effective  July  1,  1969, 
such  early  and  periodic  screening  and  diagnosis  of  indivduals 
who  are  eligible  under  the  plan  and  are  under  the  age  of  21  to 
ascertain  their  physical  or  mental  defects,  and  such  health  care, 
treatment,  and  other  measures  to  correct  or  ameliorate  defects  and 
chronic  conditions  discovered  thereby,  as  may  be  provided  in  reg- 
ulations of  the  Secretary;  and  (O)  family  planning  sei'vices  and 
sufplies  furnished  {directly  or  under  arrangements  loith  others) 
to  individuals  of  chiM-hearing  age  {including  minor's  who  can  he 
considered  to  he  sexually  active)  vjho  are  eligihle  under  the  State 
plan  and  loho  desire  such  services  and  supplies;  ^ 

(5)  physicians'  services  furnished  hy  a  physician  {as  defined  in 
section  1861  {r)  {1))^  whether  furnished  in  the  office,  the  patient's 
home,  a  hospital,  or  a  skilled  nursing  [home]  facility^  or 
elsewhere ; 

(6)  medical  care,  or  any  other  type  of  remedial  care  recognized 
under  State  law,  furnished  by  licensed  practitioners  within  the 
scope  of  their  practice  as  defined  by  State  law ; 

(7)  home  health  care  services ; 

(8)  private  duty  nursing  services ; 

(9)  clinic  services; 

( 10 )  dental  services ; 

(11)  physical  therapy  and  related  services; 

(12)  prescribed  drugs,  dentures,  and  prosthetic  devices;  and 
eyeglasses  prescribed  by  a  physician  skilled  in  diseases  of  the 
eye  or  by  an  optometrist,  whichever  the  individual  may  select ; 

(13)  other  diagnostic,  screening,  preventive,  and  rehabilitative 
services ; 

£(14)  inpatient  hospital  services  and  skilled  nursing  home  serv- 
ices for  individuals  65  years  of  age  or  over  in  an  institution  for 
tuberculosis  or  mental  diseases ;] 

{11},)  inpatient  hospital  services^  skilled  nursing  facility  serv- 
ices^ and  intermediate  care  facility  services  for  individuals  65 
years  of  age  or  over  in  an  institution  for  tuherculosis  or  mental 
diseases;  ^ 

[(16)3  {^'^)  intermediate  care  facility  services  (other  than  such 
services  in  an  institution  for  tuberculosis  or  mental  diseases)  for 
individuals  who  are  determined,  in  accordance  with  section  1902 
(a)  (31)  (A) ,  to  be  in  need  of  such  care ; 

{16)  effective  January  i,  1973^  inpatient  psychiatric  hospital 
services  for  individuals  under  21^  as  depned  in  suhsection  {e) ; 

[15]  {17)  any  other  medical  care,  and  any  other  type  of  re- 
medial care  recognized  under  State  law,  specified  by  the  Secre- 
tary; except  as  otherwise  provided  in  paragraph  (16),  such  term 
does  not  include — 

(A)  any  such  payments  with  respect  to  care  or  services  for 


lEffecitve  Jan.  1,  1973. 

^  Applicable  with  respect  to  services  furnished  after  Dec.  31,  1971. 
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any  individual  who  is  an  inmate  of  a  public  institution  (except 

as  a  patient  m  a  medical  institution) ;  or 

(B)  any  such  payments  with  respect  to  care  or  services  for  any 

individual  who  has  not  attained  65  years  of  age  and  who  is  a  pa- 

tient  m  an  institution  for  tuberculosis  or  mental  diseases;  [andl 
For  purposes  of  clause  (vi)  of  the  preceding  sentence,  a  person  shall 
be  considered  essential  to  another  individual  if  such  person  is  the 
spouse  of  and  is  living  with  such  individual,  the  needs  of  such  person 
are  taken  into  account  in  determining  the  amount  of  aid  or  assistance 
furnished  to  such  individual  (under  a  State  plan  approved  under 
title  I,  X,  XIV,  or  XVI),  and  such  person  is  determined,  under  such 
a  State  plan,  to  be  essential  to  the  well  being  of  such  individual. 

(b)  The  term  ''Federal  medical  assistance  percentage"  for  any 
State  shall  be  100  per  centum  less  the  State  percentage;  and  the 
State  percentage  shall  be  that  percentage  which  bears  the  same  ratio 
to  45  per  centum  as  the  square  of  the  per  capita  income  of  such  State 
bears  to  the  square  of  the  per  capita  income  of  the  continental  United 
States  (including  Alaska)  and  Hawaii;  except  that  (1)  the  Federal 
medical  assistance  percentage  shall  in  no  case  be  less  than  50  per  cen- 
tum or  more  than  83  per  centum,  and  (2)  the  Federal  medical  assist- 
ance percentage  for  Puerto  Rico,  the  Virgin  Islands,  and  Guam  shall 
be  50  per  centum.  The  Federal  medical  assistance  percentage  for  any 
State  shall  be  determined  and  promulgated  in  accordance  with  the 
provisions  of  subparagraph  (B)  of  section  1110(a)  (8)  [.  except  that 
the  Secretary  sliall  promulgate  such  percentage  as  soon  as  possible 
after  the  enactment  of  this  title,  which  promulgaticm  sliall  be  con- 
clusive for  each  of  the  six  quarters  in  the  period  beginning  January  1, 
1966,  and  ending  with  the  close  of  June  30, 1967]. 

(c)  For  purposes  of  this  title  the  term  "intermediate  care  facil- 
ity'' means  an  institution  which  (1)  is  licensed  under  State  law  to 
provide,  on  a  regular  basis,  health-related  care  and  services  to  indi- 
viduals who  do  not  require  the  degree  of  care  and  treatment  which 
a  hospital  or  skilled  nursing  home  is  designed  to  provide,  but  who 
because  of  their  mental  or  physical  condition  require  care  and  serv- 
ices (above  the  level  of  room  and  board)  which  can  be  made  available 
to  them  only  through  institutional  facilities,  (2)  meets  such  stand- 
ards prescribed  by  the  Secretary  as  he  finds  appropriate  for  the 
proper  provision  of  such  care,  and  (3)  meets  such  standards  of  safety 
and  sanitation  as  are  established  under  regulation  of  the  Secre- 
tary in  addition  to  those  applicable  to  nursing  homes  under  State 
law.  The  term  "intermediate  care  facility"  also  includes  any  skilled 
nursing  home  or  hospital  which  meets  the  requirements  of  the  pre- 
ceding sentence.  The  term  "intermediate  care  facility"  also  includes 
a  Christian  Science  sanatorium  operated,  or  listed  and  certified,  by 
the  First  Church  of  Christ,  Scientist,  Boston,  ]\Iassachusetts,  but  only 
with  respect  to  institutional  services  deemed  appropriate  by  the 
State.  With  respect  to  services  furnished  to  individuals  under  age 
65,  the.  term  "intermediate  care  facility"  shall  not  include,  except  as 
provided  in  subsection  (d),  any  public  institution  or  distinct  part 
thereof  for  mental  diseases  or  mental  defects. 

(d)  The  term  "intermediate  care  facility  services"  may  include 
services  in  a  public  institution  (or  distinct  part  thereof)  for  the  men- 
tally retarded  or  persons  with  related  conditions  if — 

(1)  the  primary  purpose  of  such  institution  (or  distinct  part 
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thereof)  is  to  provide  health  or  rehabilitative  services  for  men- 
tally retarded  individuals  and  which  meet  such  standards  as  may 
be  prescribed  by  the  Secretary ; 

(2)  the  mentally  retarded  individual  with  respect  to  whom  a 
request  for  payment  is  made  under  a  plan  approved  under  this 
title  is  receiving  active  treatment  under  such  a  program ;  and 

[(3)  the  State  or  political  subdivision  responsible  for  the  op- 
eration of  such  institution  has  agreed  that  the  non-Federal  ex- 
penditures with  respect  to  patients  in  such  institution  (or  dis- 
tinct part  thereof)  will  not  be  reduced  because  of  payments 
made  under  this  title.] 

(S)  the  State  or  political  subdivision  resfonsihle  for  the  opera- 
tion of  such  institution  has  agreed  that  the  non-Federal  expendi- 
tures in  any  calendar  quarter  prior  to  J anuary  i,  1975^  with  respect 
to  services  furnished  to  patients  in  such  institutions  {or  dlsthu-t 
parts  thereof)  in  the  State  icill  not^  because  of  payments  made 
under  this  title^  be  reduced  below  the  average  amount  expended 
for  such  services  in  such  institution  in  the  four  quarters  immedi- 
ately "preceding  the  quarter  in  which  the  State  in  which  such  in- 
stitution is  located  elected  to  make  such  services  available  under 
its  plan  approved  under  this  title, 
{e)  In  the  case  of  any  State  the  State  plan  of  which  {as  approved 
under  this  title)  — 

(i)  does  not  provide  for  the  payment  of  services  {other 
than  services  covered  und.er  section  1902 {a)  {12))  provided  by 
an  optometrist ;  but 

{2)  at  a  prior  period  did  provide  for  the  payment  of  services 
referred  to  in  paragraph  {!)  \ 
the  term  '"^physicians''  servlces^^  {as  used  in  subsection  {a)  {5))  shall 
include  services  of  the  type  which  an  optometrist  is  legally  authorized 
to  perform  where  the  State  plan  specifically  provides  that  the  term 
^''physicians'^  services''^  as  employed  in  such  pla7i^  includes  services 
of  the  type  which  an  ojAometrist  is  legally  authorized  to  perform^ 
and  shall  be  reimbursed  whether  furnished  by  a  p)hyslclan  or  an 
optometrist} 

(/)  For  purposes  of  this  title^  the  term  ^''sMUed  nursing  facility 
services^''  means  services  lohich  are  or  loere  required  to  be  given  an 
individual  who  needs  or  needed  on  a  dally  basis  skilled  nursing  care 
{provided  directly  by  or  requiring  the  supervision  of  skilled  nursing 
personnel)  or  other  skilled  rehahilitatl on  services  which  as  a  pract  'ical 
matter  can  only  be  provided  in  a  skilled  nursing  facility  on  an  in- 
patient basis. 

{g)  If  the  State  plan  includes  provision  of  chiropractors''  services.^ 
such  services  include  only — 

(i)  services  provided  hy  a  chiropractor  {A)  who  is  licensed 
as  such  by  the  State  and  {B)  who  meets  uniform  minim,um  stand- 
ards promulgated  by  the  Secretary  under  section  1861  {r)  {5) ;  and 
{2)  services  which  consist  of  treatment  by  means  of  manual 
manipulation  of  the  spine  which  the  chiropractor  is  legally  au- 
thorized, to  perform  by  the  State.^ 
{h)  {1)  For  purposes  of  paragraph  {16)  of  suh section  (a),  the  term 

1  Applies  to  services  performed  on  or  after  date  of  enactment. 

2  Applies  to  services  furnished  after  Dec.  31,  1972. 

3  Applies  to  services  furnished  after  June  oO,  1973. 
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'"inpatient  psychiatric  hospital  services  for  individuals  under  age 


{A)  inpatient  services  which  are  provided  in  an  institution 
which  is  accredited  as  a  psychiatric  hospital  hy  the  Joint  Com- 
mission on  Accreditation  of  Hospitals; 

(B)  inpatient  services  which^  in  the  case  of  any  individual^  in- 
volves active  treatment  {which  meets  such  standards^  as  rmy  l)e 
prescrihed  pursuant  to  title  XVIII  in  regulations  hy  the  Secre- 
tary) of  such  i7idividual;  and 

(O)  inpatient  services  lohich^  in  the  case  of  any  individual^  are 
provided  prior  to  {A)  the  date  such  individual  attains  age  ^i,  or 
(B)  in  the  case  of  an  individual  who  ivas  receiving  such  services 
in  the  period  immediately  preceding  the  date  on  which  he  at- 
tained age  21^  (i)  the  date  su^h  individual  no  longer  requires 
such  services,  or  (ii)  if  earlier,  the  date  such  individual  attains 
age  22; 

(2)  Such  term  does  not  include  services  provided  during  any  cal- 
endar quarter  under  the  State  plan  of  any  State  if  the  total  amount 
of  the  funds  expended,  during  su/)h  quarter,  hy  the  State  {and  the 
political  subdivisions  thereof)  from-  non-F ederol  funds  for  inpatient 
services  included  under  paragraph  {e)  {1),  and  for  active  vsychiairic 
care  and  treatment  provided  on  an  outpatient  hasis  f&r  eliqihle 
mentdlly  ill  children,  is  less  than  the  average  quarterly  amount  of 
the  f  unds  expended,  during  the  Jf-quarter  period  ending  Becemher  31, 
lf)7U  hy  the  State  {and  the  political  suhdivisions  thereof)  from  non- 
Federal  funds  for  such  services. 


[Sec.  1906.  For  the  purpose  of  advising  the  Secretary  on  matters  of 
general  policy  in  the  administration  of  this  title  (including  the  rela- 
tionship of  this  title  and  title  XVIII)  and  making  recommendations 
for  improvements  in  such  administration,  there  is  hereby  created  a 
Medical  Assistance  Advisory  Council  which  shall  consist  of  twenty-one 
persons,  not  otherwise  in  the  employ  of  the  United  States,  appointed 
by  the  Secretary  without  regard  to  the  provisions  of  title  5,  United 
States  Code,  governing  appointments  in  the  competitive  service.  The 
Secretary  shall  from  time  to  time  appoint  one  of  the  members  to  serve 
as  Chairman.  The  members  shall  include  representatives  of  State  and 
local  agencies  and  nongovernmental  organizations  and  groups  con- 
cerned with  health,  and  of  consumers  of  health  services,  and  a  major- 
ity of  the  membership  of  the  Advisory  Council  shall  consist  of  rep- 
resentatives of  consumers  of  health  services.  Each  member  shall  hold 
office  for  a  term  of  four  years,  except  that  any  member  appointed 
to  fill  a  vacancy  occurring  prior  to  the  expiration  of  the  term  for 
which  his  predecessor  was  appointed  shall  be  appointed  for  the 
remainder  of  such  term,  and  except  that  the  terms  of  office  of  the 
members  first  taking  office  shall  expire,  as  designated  by  the  Secretary 
at  the  time  of  appointment,  five  at  the  end  of  the  first  year,  five  at  the 
end  of  the  second  year,  five  at  the  end  of  the  third  year,  and  six  at  the 
end  of  the  fourth  year  after  the  date  of  appointment.  A  member  shall 
not  be  eligible  to  serve  continuously  for  more  than  two  terms.  The 
Secretary  may,  at  the  request  of  the  Council  or  otherwise,  appoint 
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such  special  advisory  professional  or  technical  committees  as  may  be 
useful  in  carrying  out  this  title.  Members  of  the  Advisory  Council 
and  members  of  any  such  advisory  or  technical  committee,  while 
attending  meetings  or  conferences  thereof  or  otherwise  serving  on 
business  of  the  Advisory  Council  or  of  such  committee,  shall  be 
entitled  to  receive  compensation  at  rates  fixed  by  the  Secretary,  but 
not  exceeding  $100  per  day,  including  travel  time,  and  while  so  serving 
away  from  their  homes  or  regular  places  of  business  they  may  be 
allowed  travel  expenses,  including  per  diem  in  lieu  of  subsistence,  as 
authorized  by  section  5703  of  title  5,  United  States  Code,  for  persons 
in  the  Government  service  employed  intermittently.  The  Advisory 
Council  shall  meet  as  frequently  as  the  Secretary  deems  necessary. 
Upon  request  of  five  or  more  members,  it  shall  be  the  duty  of  the 
Secretary  to  call  a  meeting  of  the  Advisory  Council.]  ^ 

Observance  of  Religious  Beliefs 

Sec.  1907.  Nothing  in  this  title  shall  be  construed  to  require  any 
State  which  has  a  plan  approved  under  this  title  to  compel  any 
person  to  undergo  any  medical  screening,  examination,  diagnosis,  or 
treatment  or  to  accept  any  other  health  care  or  services  provided  under 
such  plan  for  any  purpose  (other  than  for  the  purpose  of  discovering 
and  preventing  the  spread  of  infection  or  contagious  disease  or  for 
the  purpose  of  protecting  environmental  health),  if  such  person 
objects  (or,  in  case  such  person  is  a  child,  his  parent  or  guardian 
objects)  thereto  on  religious  grounds. 

State  Programs  for  Licensing  of  Administrators  of  Nursing 

Homes 

Sec.  1908.  (a)  For  purposes  of  section  1902(a)  (29),  a  "State  pro- 
gram for  licensing  of  administrators  of  nursing  homes"  is  a  program 
which  provides  that  no  nursing  home  within  the  State  may  operate 
except  under  the  supervision  of  an  administrator  licensed  in  the  man- 
ner provided  in  this  section. 

(b)  Licensing  of  nursing  home  administrators  shall  be  carried  out 
by  the  agency  of  the  State  responsible  for  licensing  under  the  healing 
arts  licensing  act  of  the  State,  or,  in  the  absence  of  such  act  or  such 
an  agency,  a  board  representative  of  the  professions  and  institutions 
concerned  with  care  of  chronically  ill  and  infirm  aged  patients  and 
established  to  carry  out  the  purposes  of  this  section. 

(c)  It  shall  be  the  function  and  duty  of  such  agency  or  board  to — 

( 1 )  develop,  impose,  and  enforce  standards  which  must  be  met 
by  individuals  in  order  to  receive  a  license  as  a  nursing  home 
administrator,  which  standards  shall  be  designed  to  insure  that 
nursing  home  administrators  will  be  individuals  who  are  of  good 
character  and  are  otherwise  suitable,  and  who,  by  training  or 
experience  in  the  field  of  institutional  administration,  are  quali- 
fied to  serve  as  nursing  home  administrators ; 

(2)  develop  and  apply  appropriate  techniques,  including  ex- 
aminations and  investigations,  for  determining  whether  an  indi- 
vidual meets  such  standards ; 


1  Repealed  effective  on  the  first  day  of  the  third  calendar  month  following  month  of 
■enactment. 
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(S)  issue  licenses  to  individuals  determined,  after  the  appli- 
cation of  such  techniques,  to  meet  such  standards,  and  revoke  or 
suspend  licenses  previously  issued  by  the  board  in  any  case  where 
the  individual  holding  any  such  license  is  determined  substan- 
tially to  have  failed  to  conform  to  the  requirements  of  such  stand- 
ards; 

(4)  establish  and  carry  out  procedures  designed  to  insure  that 
individuals  licensed  as  nursing  home  administrators  will,  during 
any  period  that  they  serve  as  such,  comply  with  the  requirements 
of  such  standards ; 

(5)  receive,  investigate,  and  take  appropriate  action  with  re- 
spect to,  any  charge  or  complaint  filed  with  the  board  to  the  effect 
that  any  individual  licensed  as  a  nursing  home  administrator  has 
failed  to  comply  with  the  requirements  of  such  standards ;  and 

(6)  conduct  a  continuing  study  and  investigation  of  nursing 
homes  and  administrators  of  nursing  homes  within  the  State  with 
a  view  to  the  improvement  of  the  standards  imposed  for  the 
licensing  of  such  achninistrators  and  of  procedures  and  methods 
for  the  enforcement  of  such  standards  with  respect  to  administra- 
tors of  nursing  homes  who  have  been  licensed  as  such. 

[(d)  Xo  State  shall  be  considered  to  have  failed  to  comply  with 
the  provisions  of  section  1902(a)  (29)  because  the  agency  or  board  of 
such  State  (established  pursuant  to  subsection  (b) )  shall  have  granted 
any  waiver,  with  respect  to  any  indi\'idual  who  during  all  of  the 
calendar  year  immediately  preceding  the  calendar  year  in  which  the 
recpirements  prescribed  in  section  1902(a)  (29)  are  first  met  by  the 
State,  has  served  as  a  nursing  home  administrator,  of  any  of  the 
standards  developed,  imposed,  and  enforced  by  such  board  pursuant 
to  subsection  (b)  (1)  other  than  such  standards  as  relate  to  good  char- 
acter or  suitability  if — 

(1)  such  waiver  is  for  a  period  which  ends  after  being  in  effect 
for  two  years  or  on  June  30,  1972,  whichever  is  earlier,  and 

(2)  there  is  provided  in  the  State  (during  all  of  the  period 
for  which  waiver  is  in  effect),  a  program  of  training  and  instruc- 
tion designed  to  enable  all  individuals,  with  respect  to  whom  any 
such  waiver  is  granted,  to  attain  the  qualifications  necessary  in 
order  to  meet  such  standards. 

(e)  (1)  There  are  hereby  authorized  to  be  appropriated  for  fiscal 
year  1968  and  the  four  succeeding  fiscal  years  such  sums  as  may  be 
necessary  to  enable  the  Secretary  to  make  grants  to  States  for  the  pur- 
pose of  assisting  them  in  instituting  and  conducting  programs  of 
training  and  instruction  of  the  type  referred  to  in  subsection  (d)  (2). 

(2)  Xo  grant  with  respect  to  any  such  program  shall  exceed  To  per 
centum  of  the  reasonable  and  necessary  cost,  as  determined  by  the 
Secretary,  of  instituting  and  conducting  such  program.] 

(d)  There  are  autliorized  to  he  o^ppropmated  for  fiscal  years  197S 
and  197 If.  such  spurns  as  may  he  necessary  to  enahle  the  Secretary  to  make 
grants  to  States  for  the  purpose  of  assisting  them  in  instituting  and 
conducting  programs  of  supplemental-  training  and.  instruction  for  per- 
sons icho  are  employed  as  administrators  of  intermediate  care  facilities 
in  order  to  enahle  such  administrators  to  comply  with  such  standards 
as  nw.y  he  prescrihed  hy  the  Secretary. 

n(f)](e)  For  the  purpose  of  advising  the  Secretary  and  the  States 
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in  carrying  out  the  provisions  of  this  section,  there  is  hereby  created  a 
National  Advisory  Council  on  Nursing  Home  Administration  which 
shall  consist  of  nine  persons,  not  otherwise  in  the  employ  of  the 
United  States,  appointed  by  the  Secretary  without  regard  to  the  pro- 
visions of  title  5,  United  States  Code,  governing  appointments  in  the 
competitive  service.  The  Secretary  shall  from  time  to  time  appoint 
one  of  the  members  to  serve  as  Chairman.  The  members  shall  include, 
but  not  be  limited  to,  representatives  of  State  health  officers,  State 
welfare  directors,  nursing  home  administrators,  and  university  pro- 
grams in  public  health  or  medical  care  administration. 

(2)  In  addition  to  the  function  stated  in  paragraph  (1)  of  this  sub- 
section, it  shall  be  the  function  and  duty  of  the  Council  (A)  to  study 
and  identify  the  core  of  knowledge  that  should  constitute  minimally 
the  training  in  the  field  of  institutional  administration  which  should 
qualify  an  individual  to  serve  as  a  nursing  home  administrator;  (B) 
to  study  and  identify  the  experience  in  the  field  of  institutional  ad- 
ministration that  a  nursing  home  administrator  should  be  required  to 
possess;  (C)  to  study  and  develop  model  techniques  for  determining 
whether  an  individual  possesses  such  qualifications;  (D)  to  study  and 
develop  model  criteria  for  granting  waivers  under  the  provisions  of 
subsection  (d)  ;  (E)  to  study  and  develop  suggested  programs  of  train- 
ing referred  to  in  subsection  (d)  ;  (F)  to  study,  develop,  and  recom- 
mend programs  of  training  and  instruction  for  those  desiring  to  pursue 
a  career  in  nursing  home  administration ;  (G)  to  complete  the  functions 
in  (A)  through  (E)  above  by  July  1, 1969,  and  submit  a  written  report 
to  the  Secretary  which  report  shall  be  submitted  to  the  States  to  assist 
them  in  carrying  out  the  provisions  of  this  section. 

(3)  Members  of  the  Council,  while  attending  meetings  or  confer- 
ences thereof  or  otherwise  serving  on  business  of  the  Council  shall  be 
entitled  to  receive  compensation  at  rates  fixed  by  the  Secretary,  but 
not  exceeding  $100  per  day,  including  travel  time,  and  while  so  serving 
away  from  their  homes  or  regular  places  of  business  they  may  be 
allowed  travel  expenses,  including  per  diem  in  lieu  of  subsistence,  as 
authorized  by  section  5703  of  title  5,  United  States  Code,  for  persons 
in  the  Government  service  employed  intermittently. 

(4)  The  Secretary  may  at  the  request  of  the  Council  engage  such 
technical  assistance  as  may  be  required  to  carry  out  its  functions ;  and 
the  Secretary  shall,  in  addition,  make  available  to  the  Council  such 
secretarial,  clerical,  and  other  assistance  and  such  pertinent  data 
obtained  and  prepared  by  the  Department  of  Health,  Education,  and 
Welfare  as  the  Council  may  require  to  carry  out  its  functions. 

(5)  The  Council  shall  be  appointed  by  the  Secretary  prior  to  July 
1, 1968,  and  shall  cease  to  exist  as  of  December  31, 1971. 

C(g)l  (/)      used  in  this  section,  the  term — 

(1)  "nursing  home"  means  any  institution  or  facility  defined  as 
such  for  licensing  purposes  under  State  law,  or,  if  State  law  does 
not  employ  the  term  nursing  home,  the  equivalent  term  or  terms 
as  determined  by  the  Secretary,  Imt  does  not  include  a  Christian 
Science  sanatorium  operated^  or  listed  and  certified^  hy  the  First 
Chvrch  of  Christy  Scientist,  Boston^  Massachusetts'^  \  and 

(2)  "nursing  home  administrator"  means  any  individual  who 
is  charged  with  the  general  administration  of  a  nursing  home 
whether  or  not  such  individual  has  an  ownership  interest  in  such 


1  Effective  on  date  of  enactment. 
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home  and  whether  or  not  his  functions  and  duties  are  shared  with 
one  or  more  other  individuals. 

Penalties  ^ 

Sec,  1909,  (a)  Whoever— 

(1)  knowingly  and  willfully  inakes  or  causes  to  he  made  any 
false  statement  or  representation  of  a  material  fact  in  any  appli- 
cation  for  any  hemflt  or  payment  under  a  State  plan  approved 
under  this  title  ^ 

{2)  at  any  time  knowingly  and  willfully  makes  or  causes  to  he 
mxide  any  false  statement  or  representation  of  a  material  fact  for 
icse  m  determining  rights  to  such  henefit  or  payment^ 

(S)  having  knowledge  of  the  occurrence  of  any  event  affecting 
{A)  his  initial  or  continued  right  to  any  such  henefit  or  payment, 
or  (B)  the  initial  or  continued  light  to  any  such  henefit  or  pay- 
ment of  any  other  individual  in  whose  hehalf  he  has  applied  for 
or  is  receiving  sueh  henefit  or  payment^  coneeals  or  fails  to  disclose 
such  event  with  an  intent  fraudulently  to  secure  such  henefit  or 
payment  either  in  a  greater  amount  or  quantity  than  is  due  or 
xohen  no  such  henefit  or  payment  is  authorized^  or 

{Jf)  having  made  appplication  to  receive  any  such  henefit  or 
payment  for  the  use  and  henefit  of  another  and  having  received  it^ 
knowingly  and  willfully  converts  such  henefit  or  payment  or  any 
part  thereof  to  a  use  other  than  for  the  use  and  henefit  of  such 
other  person^ 

shall  he  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  he 
fined  not  more  than  $10 WO  or  imprisoned  for  not  more  than  one  year^ 
w  hoth, 

(h)  Whoever  furnishes  items  or  services  to  an  individual  for  which 
payment  is  or  tna.y  he  made  in  whole  or  in  part  out  of  Federal  funds 
under  a  State  plan  approved  under  this  title  and  icho  solicits^  offers, 
or  receives  any — 

(1)  kickhack  or  hrihe  in  connection  with  the  furnishing  of  such 
items  or  services  or  the  making  or  receipt  of  such  payment^  or 

(2)  rehate  of  any  fee  or  charge  for  referring  any  such  individ- 
ual to  another  person  for  the  furnishing  of  such  items  or  services 

shall  he  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  he 
fined  not  more  than  $10,000  or  imprisoned  for  not  more  than  one  year^ 
or  hoth. 

(c)  WJioever  knowingly  and  willfully  makes  or  causes  to  he  mode, 
or  induces  or  seeks  to  induce  the  making  of.  any  false  statement  or  rep- 
resentation of  a  material  fact  with  respect  to  the  conditions  or  opera- 
tion of  any  institution  or  facility  in  order  that  such  institution  or  facil- 
ity may  qualify  {either  upon  initial  certification  or  upon  recertifica- 
tion)  as  a  hospital,  skilled  nursing  facility^  intermediate  care  facility, 
or  home  health  agency  (as  those  terms  are  employed  in  this  title)  shall 
he  guilty  of  a  misdemeanor  and  upon  conviction  thereof  shall  he  fined 
not  more  than  $2fi00  or  imprisoned  for  not  more  than  6  months,  or 
hoth. 

(d)  For  purposes  of  this  section  the  word  ^^whoeve?'^'  includes  corpo- 


iNot  applicable  to  any  acts,  statements,  or  representations  made  or  committed  prior 
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rations^  companies,  associations^  firms,  partnerships^  societies^  and  joint 
stock  companies^  as  well  as  individuals. 

Certification  and  Approval  of  Sfcilled  Nursing  Facilities 

Sec,  1910.  (a)  The  Secretary  shall  maJce  an  agreement  with  any 
State  which  is  able  and  willing  to  do  so  under  lohich  the  services  of  the 
State  health  agency  or  other  appropriate  State  or  local  agencies 
{whichever  are  utilized  hy  the  Secretary  pursuant  to  section  186 /^{a) ) 
will  he  utilized  hy  him  for  the  purpose  of  determining  lohether  an  in- 
stitution in  such  State  qualifies  as  a  skilled  nursing  facility  for  pur- 
poses of  section  1902(a)  (28),  To  the  extent  that  the  Secretary  finds  it 
appropriate,  any  institution  lohich  such  a  State  or  local  agency  certi- 
fies to  him  to  he  a  skilled  nursing  facility  may  he  treated  as  such  hy  the 
Secretary. 

(h)  The  Secretary  shall  advise  the  State  agency  administering  the 
medical  assistance  plan  of  his  approval  or  disapproval  of  any  institu- 
tion certified  to  him  as  a  qualified  skilled  nursing  facility  for  purposes 
of  section  1902(a)  (28)  and  specify  for  each  such  institution  the  period 
(not  to  exceed  tioelve  months)  for  which  approval  is  granted.,  except 
that  the  Secretary  may  extend  such  term  for  a  period  not  exceeding 
two  months^  where  the  health  and  safety  of  patients  will  not  he  jeop- 
ardized therehy^  if  he  finds  that  such  extension  is  necessary  to  prevent 
irreparahle  harm,  to  such  facility  or  hardship  to  the  individuals 
heing  fm^nished  itenfis  or  services  hy  such  facility  or  if  he  finds  it  im- 
practicable within  such  tioelve-month  period  to  determine  whether 
such  facility  is  complying  with  the  provisions  of  this  title  and  regula- 
tions thereunder.  The  State  agency  may  enter  into  an  agreement  for 
the  provision  of  services  and  the  making  of  payments  under  the  plan 
with  any  skilled  nursing  facility  approved  hy  the  Secretary  for  a 
period  not  to  exceed  the  period  of  approval  specified. 

(c)  The  Secretary  may  cancel  the  approval  of  any  skilled  nursing 
facility  at  any  time  if  he  finds  that  the  skilled  nursing  facility  fails 
to  meet  the  requirements  contained  in  section  1902(a)  (28)^  or  if  he 
finds  grounds  for  termination  of  his  agreement  with  sucti  institution 
pursuant  to  section  1866(h).  In  such  event  the  Secretary  shall  notify 
the  State  agency  and  the  skilled  nursing  facility  that  the  approval  of 
eligihility  of  such  institution  to  participate  in  the  programs  estahlished 
hy  this  title  and  title  XVIII  shall  terminated  at  such  time  as  may  he 
specified  hy  the  Secretary.  The  approval  of  eligihility  of  any  such  in- 
stitution to  participate  in  such  programs  may  not  he  reinstated  unless 
the  Secretary  finds  that  the  reason  for  termination  has  heen  removed 
and  there  is  reasonable  assurance  that  it  will  not  recur. 

(d)  Effective  July  7,  197 S.,  no  payment  may  he  made  to  any  State 
under  this  title  with  respect  to  skilled  nursing  facility  services  fur- 
nished hy  any  institution — 

(1)  which  does  not  have  in  effect  an  agreement  with  the  State 
agency  executed  pursuant  to  subsection  (h).,or 

(2)  whose  approval  of  eligihiHty  to  partici pate  in  thr  programs 
estahlished  hy  this  title  or  title  XT  III  has  been,  terminated  by  the 
Secretary  and  has  not  heen  reinstated,  except  that  payment  may 
he  made  for  up  to  30  days  with  respect  to  skilled  nursi)iq  facility 
services  furnished  to  any  eligible  individiial  irlio  was  admitted  to 
such  institution  prior  to  the  effective  date  of  such  termination. 
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TITLE  XX— FEDERAL  GUARANTEED  EMPLOYMENT 
OPPORTUNITY  PROGRAM  FOR  HEADS  OF  FAMILIES 
WITH  CHILDREN 

PART  A-^AUTHORIZATION  OF  APPROPRIATIONS 

Sec.  2001.  For  the  purpose  of  enabling  families  with  children  to 
achieve  self-sufficiency  through  e7nployment^  hy  placing  family  heads 
in  jobs  in  the  regular  economy  or  in  guaranteed  job  opportunities  loith 
the  Work  Administration^  and  by  providing  child  care  and  other 
services  necessary  for  placement  of  family  heads  in  such  jobs^  and  for 
the  purpose  of  making  low-wage  jobs  more  remunerative  for  family 
heads  through  a  program  of  wage  supplements^  there  are  authorized 
to  he  appropriated  for  each  -fiscal  year  such  sums  as  may  be  necessary 
to  carry  out  the  provisions  of  this  title. 

PART  B^GUARANTEED  EMPLOYMENT  OPPORTUNITY, 
WAGE  SUPPLEMENT,  AND  INSTITUTIONAL  TRAINING 

SUBPART  1— GUARANTEED  EMPLOYMENT 
OPPORTUNITY 

Eligibility 

Sec.  2010.  (a)  Every  individual  ivho  is  a  head  of  family  {as  defined 
in  section  2071  (/) ) ,  who  is  a  citizen  of  the  United  States  (or  an  alien 
lawfully  admitted  for  permanent  residence  in  the  United  States  or 
otherwise  permanently  residing  in  the  United  States  under  color  of 
law).,  and  who  files  an  application  in  accordance  ivith  regulations 
prescribed  by  the  Work  Administration^  shall  {subject  to  subsection 
{b))  he  eligible  to  be  provided  a  job  in  guaranteed  employment  {as 
defined  in  section  2071  {c))  in  accordance  with  the  provisions  of  this 
title. 

{b){l)  No  individual  shall  be  placed  in  a  job  in  guaranteed  em- 
ployment— 

{A)  for  any  week  for  which  he  is  a  substantially  full-time 
student; 

{B)  for  any  week  for  which  he  receives  unemployment  com- 
pensation under  any  State  or  Federal  unemployment  compensa- 
tion law; 

{0)  for  any  week  with  respect  to  which  the  family.,  of  which 
such  individual  is  the  head.,  receives  unearned  income  {as  defined 
in  section  2071  {i))  of  more  than  $58; 

(Z>)  during  any  calendar  year  for  which  the  family^  of  which 
such  individual  is  the  head^  has  received  h)com,e  of  more  than 
$5^600^  and  during  any  period  {consisting  of  not  less  than  one 
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week)  in  which  such  family  is  receiving  income  at  a  rate  of  more 
than  $5^600  per  year; 

(E)  if  such  individual  has  without  good  cause  voluntarily  left 
regular  employment^  for  any  week  which  hegins  loithin  the  60-day 
period  commencing  on  the  date  such  individual  so  left  such 
employment ; 

(F)  if  such  individual  has  teen  discharged  from  regular  em- 
ployment for  misconduct^  for  any  week  which  hegins  (i)  within 
the  60-day  period  commencing  on  the  date  such  individual  was  so 
discharged^  or  (ii)  within  such  longer  period  {which  commences 
on  such  date  hut  which  shall  not  exceed  6  months)  as  the  Wiork 
Administration  shall  p^'escrihe  in  cases  where  an  employee  is  dis- 
charged for  gross  or  malicious  misconduct; 

(G)  for  any  week  for  which  such  individual  is  unemployed  on 
a/icount  of  a  labor  dispute  at  the  establishment  where  he  was  last 
employed^  unless  such  individual  (i)  is  not  directly  interested  in 
and  has  not  participated  in  such  dispute^  and  (ii)  is  not  a  memher 
of  any  group  of  employees  which  is  directly  interested  in,  financ- 
ing, or  participating  in,  such  dispute; 

(H)  if  such  individual  has  refused  to  accept  regular  employ- 
ment to  which  he  was  referred  hy  the  Work  Administration,  for 
any  day — 

(i)  prior  to  the  second  day  following  the  date  he  so  refused 
to  accept  such  employment  {in  ca^e  such  individual  has  on 
only  one  occasion  so  refused  to  accept  such  employment) ; 

{ii)  during  the  7 -day  period  which  commences  on  the  date 
he  last  so  refused  to  accept  such  employment  {in  ca^e  such 
individual  has  only  on  two  occasions  so  refused  to  accept  su^h 
employment) ;  or 

{Hi)  during  the  30-day  period  which  commences  on  the 
date  he  last  so  refused  to  axicept  such  employment  {in  case 
such  individual  has  on  more  than  two  occasions  so  refused 
to  accept  such  employment). 
{2)  If  any  family  receives  unearned  income  on  other  than  a  weekly 
hasis,  the  Work  Administration  shall,  for  purposes  of  paragraph 
{1){C),  allocate  such  income  to  such  weeks  as  may  he  appropriate. 

{3)  No  individual  who  leaves  regular  employment  after  having  had 
approved  hy  the  Work  Administration  a  petition  to  do  so  under  suh- 
section  {c)  shall,  for  purposes  of  pamgraphs  {!)  {E)  and  {H), he  con- 
sidered^ hy  reason  of  leaving  such  einployment.  to  have  left  regular  ein- 
ploymeiit  loithout  good  cause  or  to  have  refused  to  accept  regular 
employment  to  which  he  was  referred  hy  the  Work  Administration. 

{c)  If  any  individual  is  dissatisfied  with  the  joh  in  regular  employ- 
ment to  which  he  has  heen  referred  hy  the  Work  Administration  he 
way.  after  having  com/pJeted>  30  days  of  service  in  such  joh,  file  with 
the  Work  Administration  {in  accordance  with  regulations  prescrihed 
hy  it)  a  petition  to  leave  such  joh.  If  the  Work  Administration  deter- 
mines, in  the  case  of  any  individual  who  has  filed  such  a  petition,  that 
such  joh  imposes  a  hardship  on  such  individual  or  is  not  consistent 
loith  'his  skills  and  ahilities,  in  light  of  the  employment  opportunities 
avail ahle  in  the  area  wherein  such  individual  resides,  it  may  approve 
such  petition.  Petitions  under  this  suhsection  shall  he  considered  in 
accordance  ivith  the  provisions  of  section  2059  {d) . 
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Work  Assignments 

Sec.  2011.  {a)  Every  eligible  individual  {as  prescribed  in  section 
2010)  shall  be  assigned  work  in  guaranteed  employment  not  later  than 
the  jirst  day  of  the  frst  icorkioeek  which  begins  after  the  date  such 
individual's  application  to  participate  in  guaranteed  employment  is 
approved  by  the  Work  Administration. 

(b)  In  the  case  of  a  family  which  does  not  include  any  child  under 
age  6^  the  work  schedule  for  an  eligible  individual  from  such  family.^ 
who  is  the  mother  of  a  child  in  such  family  (or^  if  there  is  no  such 
mother  in  such  family.,  is  the  father  of  a  child  in  such  family').,  shall 
be  so  arromged  as  not  to  require  such  individual  to  be  at  a  worksite 
lohere  he  cannot  supervise  children  in  the  family  during  hours  that 
they  are  not  in  school  unless — 

{1)  there  is  included  among  the  members  of  the  household  of 
such  individual  a  person  {other  than  such  eligible  individual)., 
loho  is  capable  of  providing  supervision  for  such  children  during 
such  hours; 

{2)  an  adult  person  {other  than  such  eligible  individu/il  and 
such  person)  is  available  to  provide  supervision  for  such  children 
during  such  hours;  or 

{3)  child  care  is  available  for  such  children  during  such  hours. 

Hours  of  Work  and  Rate  of  Pay 

Sec.  2012.  {a)  Each  individual  who  is  placed  in  guaranteed  employ- 
ment shall  {except  as  is  otherwise  provided  in  subsection  {c))  be  pro- 
vided the  opportunity  to  work  such  nuinber  of  hours  per  week  {at  a 
rate  of  pay  equal  to  three- fourths  the  miiiinmm  wage^  as  defined  in 
section  2071  {d))^  as  may  be  required  to  enable  him  to  earn  $Jf.8  per 
week. 

{b)  No  individual  shall  be  paid  for  any  hour  for  which  he  does  not 
actually  perform  {in  accordance  ivith  the  direction  of  his  supervisor) 
the  duties  to  which  he  is  assigned  {including  child-care^  household,  and 
similar  duties  lohich  he  is  assigned  to  perform  at  his  own  home). 

{c)  If  during  any  week  any  eligible  individual  performs  services 
{other  than  services  performed  under  guaranteed  employment)  as  an 
employee.,  the  number  of  hours  for  which  he  looidd  otherwise  have 
the  opportunity  to  work  under  guaranteed  em.ployment  for  such  week 
shall  be  reduced  by  the  number  of  hours  he  performs  such  services; 
except  that.,  in  determining  the  number  of  hours  during  any  %oeek  for 
which  such  individual  performs  such  services^  the  Work  Administra- 
tion may  disregard  not  more  than  20  hours  if  it  determines  that  there 
is  loork  available  for  such  individual  under  guaranteed  employment 
during  the  hours  for  7ohich  his  workweek  under  guaranteed  employ- 
ment would  otherwise  be  reduced. 

Participants  Not  Employees 

Sec.  2013.  Participants  in  guaranteed  employment  shall  not.,  by  rea- 
son of  the  services  performed  by  them  in  guaranteed  employment.,  be 
considered  to  be  em'ployees  loiihin  the  meaning  of  any  State  laio  or 
any  Federal  lata  {other  than  this  title)  which  defines.^  prescribes  con- 
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ditions  or  limitations  with  respect  to^  or  otherioise  regulates^  hours  of 
tcork.  rates  of  pay^  or  other  conditions  of  employment^  or  lohich  im- 
poses any  duty  upon  an  employer  with  respect  to  his  employees;  and 
such  participants  shall  not  he  entitled  to  any  remuneration  or  benefits ^ 
on  account  of  the  performance  of  such  services^  other  than  the  pay 
and  henefits  specifically  authorized  hy  this  title. 

Special  Provisions  for  Puerto  Rico 

Sec.  201  li..  (a)  Each  individual  in  Puerto  Rico  who  is  placed  in  guar- 
anteed employment  shall  {except  as  otherwise  provided  in  section 
2012 {c) )  he  provided  the  opportunity  to  work  each  loeeh  for  a  num- 
her  of  hours  equal  to  whichever  of  the  folloimng  is  the  smaller :  (1) 
40,  or  (2)  the  numher  which^  when  multiplied  hy  the  rate  of  pay  pre- 
scribed in  suhsection  (h),  produces  $48. 

(h)  The  rate  of  pay  for  hours  of  worh  in  guaranteed  employment 
in  Puerto  Rico  shall  he  equal  to  three-fourths  of  the  lowest  wage 
rate  prescribed  hy  an  industry  committee  under  section  5  of  the  Fair 
Lahor  Standards  Act  of  1938  {29  U.S.C.  205)  which,  when  combined 
with  all  other  lower  industry  committee  rates  for  Puerto  Rico.,  is  appli- 
cable to  at  least  5  per  centum,  of  the  total  work  force,  in  the  Common- 
wealth of  Puerto  Rico,  which  is  suhject  to  the  minimum  icage  rate  un- 
der such  Act. 

SUBPART  2— EMPLOYMENT  WITH  WAGE  SUPPLEMENT 

Eligibility 

Sec.  2030.  Every  individual  ivho  is  a  head  of  family  {as  defined 
in  section  2071  {f))  and  is  a  citizen  of  the  United  States  {or  an  alien 
lawfully  admitted  for  permanent  residence  in  the  United  States  or 
otherwise  permanently  residing  in  the  United  States  under  color  of 
law)  and  ivho — 

{a)  is  employed,  in  regular  employment  {as  defined  in  section 
2071  {b))  in  the  United  States  {hut  not  in  the  Commonwealth 
of  Puerto  Rico)  — 

(1)  lohich  is  compensated  at  a  rate  which — 

{A)  is  not  less  than  the  applicable  rate  {if  any)  re- 
quired under  Federal,  State,  or  local  law,  and 

{B)  is  less  than  {hut  not  less  than  three- fourths  of) 
the  minimum  wage  {as  defined  in  section  207 l{d) ),  and 

(2)  in  a  position  the  compensation  for  lohich — 

{A)  has  not,  during  the  three-month  period  preceding 
the  date  on  which  such  individual  is  placed  in  such 
position,  been  reduced,  or  {if  such  compensation  has 
been  reduced  during  such  period)  the  Worh  Administra- 
tion is  satisfied  {on  the  basis  of  evidence  presented  to  it) 
that  such  compensation  was  not  reduced  in  contempla- 
tion of  the  availability  of  the  payment  of  tvage  supple- 
ment benefits  under  this  subpart  tvith  respect  to  such 
position,  and 

{B)  is  not  reduced  during  the  period  that  such  indi- 
vidual is  employed  in  such  position,  unless  {i)  such 
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compensation  is  reduced  after  such  individual  has  heen 
employed  in  such  position  for  a  three-month  peHod^  or 
(ii)  the  Work  Administration  is  satisfied  (on  the  hasis 
of  evidence  presented  to  it)  that  the  reduction  in  such 
compensation  is  or  was  not  made  because  of  the  avail- 
ability of  the  payment  of  ivage  supplement  benefits  under 
this  part  with  respect  to  such  position; 
(b)  makes  application  {filed  in  such  form  and  manner  and 
with  such  official  as  may  be  prescribed  under  regulations  pre- 
scribed by  the  Work  Admifiistration)  for  wage  supplement 
benefits; 

shall  be  entitled  to  receive  the  ivage  supplement  payments  authorized 
by  this  part  for  each  loeek  that  the  conditions  of  clauses  (a)  and  (b) 
are  met^  commencing  with  the  iveek  following  the  week  in  which  his 
application  for  such  benefits  is  filed  with  the  Work  Administration. 

Amount  of  Wage  Supplement 

Sec.  2031.  (a)  For  each  week  any  individual  who  is  entitled  to  wage 
supplem,ent  benefits  under  this  subpart  shall  be  paid  a  wage  supple- 
ment equal  to  the  amount  produced  by  multiplying  (1)  the  number  of 
hours  (not  in  excess  of  JfO)  for  which  such  individual  performed  serv- 
ices (lohether  or  not  for  the  same  employer)  in  regular  employment 
{which  meets  the  requirements  of  section  20S0{a))  by  {2)  three- 
fourths  of  the  excess  of  {A)  the  minimum  wage  {as  defined  in  section 
2071  {d))  over  {B)  the  hourly  wage  {as  defined  in  subsection  {a)) 
paid  or  payable  to  such  individual  for  the  services  performed  by  him 
in  such  employment. 

{b)  The  term  ''^wage^\  as  used  in  subsection  {a)  {2)  {B),  shall  have 
the  meaning  assigned  to  such  term  by  section  3{m)  of  the  Fair  Labor 
Standards  Act  of  1938. 

SUBPART  3— INSTITUTIONAL  TRAINING 
Eligibility 

Sec.  204-1'  {a)  Any  individual  who  is  eligible  {under  section 
2010 {a) )  to  be  provided  a  job  in  guaranteed  employment  may  volun- 
teer to  participate  in  the  institutional  training  program  established 
under  section  2055. 

Applications  for  Training 

Sec.  201)2.  The  Work  Administration  shall  not  approve  the  applica- 
tion of  any  individual  for  institutional  training  unless — 

{a)  the  training  involved  can  be  completed  within  one  year 
after  it  is  commenced; 

{b)  the  Work  Administration  determines  that — 

(i)  such  individual  is  capable  of  successfully  completing 
such  training.,  and 

{2)  successful  completion  of  such  training  by  such  individ- 
ual will  enable  him  to  secure  a  job  in  regular  employment 
which  is  related  to  such  training  or  to  engage  in  self-employ- 
ment which  is  related  to  such  training. 
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Hours  of  Work  and  Training 

Sec.  204s.  (a)  Any  individvM  participating  in  institutional  trainingr 
shall  for  any  week  be  entitled  to  be  placed  in  a  job  in  guaranteed  em- 
ployment for  the  hours  in  such  loeek  in  lohich  he  is  not  engaged  in 
such  training;  except  that  during  no  such  week  slmll  the — 

(i)  number  of  hours  during  which  he  receives  such  train- 
ing; plus 

{2)  the  number  of  hours  during  which  he  performs  services  in 
regular  and  guaranteed  employment; 
exceed  JfO  hours. 

Training  Stipends 

Sec.  20JfJi..  (a)  Every  individual  participating  in  institutional  train- 

ing  under  this  subpart  shall  be  paid^  on  a  weekly  basis^  a  stipend  equal 
to  %  of  the  minimum  loage  {as  defined  in  section  2071(d) )  for  each 
hour  for  luhich  he  (1)  participates  in  such  training^  and  {2)  does  not 
receive  any  other  compensation. 

(b)  In  addition^  any  such  individual^  upon  the  successful  comple- 
tion of  institutional  training.,  shall  be  paid  an  amount  equul  to  10  per 
centum  of  the  total  amount  paid  to  him  as  stipends  under  subsection 
(a). 

PART  C-^DUTIES  OF  WORK  ADMINISTRATION 
In  General 

Sec.  2061.  (a)  It  shall  be  the  duty  and  responsibility  of  the  Work 
Administration  to  promote  the  economic  self-sufficiency  of  families 
with  children  by  providing  to  eligible  heads  of  such  families  employ- 
ment opportunities  and  the  sei'vices  necessary  to  take  advantage  of 
such  opportunities. 

(b)  In  carrying  out  the  duty  and  responsibility  imposed  by  subsec- 
tion {a).,tlie  W ork  Administration  shall — 

(1)  conduct  a  nationwide  program  to  develop  and  promote 
nevj  jobs  for  eligible  heads  of  families  with  children^  to  identify 
unfilled  jobs,  and  to  place  such  familiy  heads  in  such  jobs; 

(2)  develop.,  in  cooperation  loith  State  and  local  governments., 
projects  to  fill  unmet  public  needs  or  otherwise  to  serve  a  useful 
public  purpose; 

(S)  provide  guaranteed  job  opportunities  to  carry  out  such  proj- 
ects and  to  furnish  services  necessary  to  enable  such  family  heads 
to  undertake  employment; 

{If)  provide  and  arrange  for  child  care  and  other  supportive 
services  necessary  to  enable  such  family  heads  to  take  advantage 
of  employment  opportunities; 

(5)  arrange  transportation  assistance  where  necessary  to  pro- 
mote job  opportunities  in  regular  employment; 

(6)  provide  training  leading  to  jobs  ; 

(7)  provide  to  such  family  heads  the  benefits  authorized  under 
this  title; 

(8)  perform  such  other  functions  as  are  necessary  or  appro- 
priate to  achieve  the  purposes  of  this  title; 
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in  accordance  with  the  provisions  of  this  title  and  utilizing^  to  the 
maximum  extent  feasible^  eligible  family  heads  to  carry  out  such 
functions. 

Job  Development  and  Job  Placement  in  the  Regular  Economy 

Sec.  2052.  (a)  The  Work  Administration  shall  carry  out  a  ^program 
to  develop  and  solicit  job  opportunities  for  eligible  family  heads  with 
children.  In  carrying  out  such  program^  the  Work  Administration 
shall  cooperate  closely  with  employers,  employer  groups^  labor  orga- 
nizations^ and  other  public  and  private  organizations  interested  in  job 
development  programs^  in  each  area  of  the  Nation. 

(b)  The  Work  Administration  shall^  whenever  possihle^  place  an 
individual.,  who  is  an  eligible  applicant  for  or  participant  in  guar- 
anteed employment.,  in  regular  employment. 

(c)  The  Work  Administration.,  in  carrying  out  its  duties  under  this 
section.,  shall  cooperate  ivith  and  utilize  the  services  of  State  agencies 
maintaining  employment  offices  under  the  Wagner-Peyser  Act  (29 
U.S.O.  Jf9  et  seq.)  and  any  other  public  or  nonprofit  private  manpower 
agencies  or  organizations;  and  all  such  agencies  and  organizations 
which  are  supported  {loholly  or  in  part)  by  Federal  funds  shall  co- 
operate with  the  Work  Administration  in  the  carrying  out  of  its  duties 
under  this  section.  The  Work  Administration  is  further  authorized  to 
take  such  other  measures  as  it  deems  appropriate  to  facilitate  the 
placement  in  regular  employment  of  eligible  family  heads  loith  chil- 
dren; except  that  the  Work  Administration  shall  not  pay  any  fee  or 
similar  charge  to  any  employment  agency  for  its  services  in  placing 
any  individual  in  employment. 

(d)  To  the  maximum  extent  feasible,  the  Work  Administration  shall 
take  account  of  each  individuaVs  education,  prior  ivork  experience, 
aptitudes,  and  interests,  with  a  view  to  assigning  each  individual  to 
the  available  job  opportunity  for  which  he  is  most  suited  and  which 
will  be  most  likely  to  maximize  the  family  income  or  otherwise  best 
promote  the  well-being  of  his  family. 

(e)  (1)  In  order  to  increase  job  opportunities,  the  Work  Adminis- 
tration may  enter  into  contracts  ivith  regular  public  or  private  em- 
ployers under  which — 

{A)  participants  in  guaranteed  employment  will  be  assigned, 
on  a  temporary  basis,  to  provide  services  for  or  on  behalf  of  such 
employers, 

(B)  such  employers  will  pay  to  the  Work  Administration  an 
amount  equal  to — 

(i)  the  aggregate  value  of  the  wages  and  employment- 
related  benefits  to  be  provided  to  such  participants,  plus 

(ii)  a  reasonable  amount  to  compensate  the  Work  Admin- 
istration for  expenses  incurred  in  making  the  services  of  such 
participants  available  to  such  employers. 

{2)  The  value  of  the  wages  (as  referred  to  in  paragraph  (1)  (B) 
(i) )  attributable  to  any  partici,pant  shall  be  computed  on  the  basis  of 
the  prevailing  wage  (in  the  locality  concerned)  for  the  toork  to  be 
performed  by  him,  or,  if  higher,  the  loage  rate  (if  any)  which  the  em- 
ployer, on  whose  behalf  such  work  is  to  be  performed,  would  be  re- 
quired to  pay  under  applicable  Federal,  State,  or  local  laiv,  if  suk^h 
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participant  performed  such  work  as  an  employee  of  such  employer. 
The  value  of  employment-related  benefits  (as  referred  to  in  paragraph  I 
(1)  (B)  (i))  attrihutahle  to  any  participant  shall  he  equal  to  those  ' 
henefits  (if  any)  prevailing  {in  the  locality  concerned)  for  work  simi- 
lar to  thut  to  he  performed  hy  him^  or^  if  greater^  those  henefits  {if 
any)  lohich  the  employer^  on  whose  hehalf  such  work  is  to  he  per- 
formed^ would  he  required  under  applicdhle  Federal^  State^  or  local 
law  to  provide  to  such  participant^  if  such  participant  performed  such 
work  as  an  employee  of  such  employer. 

{S){A)  Any  participant  in  guaranteed  employment  who  is  assigned^ 
under  a  contract  entered  into  under  this  subsection,  to  perform  serv- 
ices for  any  employer  shall  receive  {or  have  paid  on  his  hehalf)^  for 
the  services  performed  hy  him  for  such  employer^  compensation  equal 
to  the  value  of  the  wages  a,nd  employment-related  henefits  {as  deter- 
mined umder  paragraph  {2) )  attrihutahle  to  the  services  performed  hy 
him. 

{B)  Suhject  to  paragraph  {3),  in  any  case  in  which  the  Work  Ad- 
ministration determines  that  it  is  impractical  to  provide  in  kind  to 
a  participant  the  employment-related  henefits  to  which  he  is  entitled 
under  the  preceding  provisions  of  this  suhsection,  the  Work  Adminis- 
tration may  pay  to  such  participant  a  dollar  amount  which  it  deter- 
mines to  he  equivalent  to  the  value  of  such  henefits. 

{Jf)  The  Work  Administration  shall  certify  to  the  Secretary  of  the 
Treasury  {for  purposes  of  the  administration  of  the  work  honus  pro- 
gram estahlished  hy  chapter  97  of  the  Internal  Revenue  Code  of  195Jt- 
and  in  accordance  icith  such  procedures  as  may  he  prescrihed  hy  the 
Secretary  of  the  Treasury)  with  respect  to  each  participant  who  per- 
forms., under  a  contract  entered  into  under  this  suhsection^  services  on 
hehalf  of  any  employer^  any  amount  which — 

{A)  is  paid  hy  the  Work  Adrainistration  under  this  suhsection 
to  such  participant  to  compensate  him  for  the  value  of  the  wages 
attrihutahle  to  the  performance  of  such  services  hy  him, 

{B)  does  not,  and  would  not  {if  such  services  had  heen  per- 
formed hy  such  participant  as  an  employee  of  such  employer), 
constitute  wages  {ivithin  the  meaning  of  section  209),  and 

{C)  would  {except  for  the  provisions  of  section  209 {g)  {2) 
and  {3),  section  209{h)  {2),  and  section  209{j))  constitute  wages 
{within  the  meaning  of  section  209) ,  if  such  services  had  heen  per- 
formed hy  such  participant  as  an  employee  of  such  employer. 

Guaranteed  Job  Program 

Sec.  2053.  {a)  The  Work  Administration  shall  develop  {whenever 
possihle  through  arrangements  with  puhlic  and  private  nonprofit 
agencies  and  organizations)  icork  projects,  which  serve  a  useful  puhlic 
purpose,  to  which  participants  in  guaranteed  employment  will  op. 
assigned.  .  . 

{'h)  The  Work  Administration  shall  not  develop  or  particzpate  %n 
any  work  project,  if  the  assignment  of  participants  in  guaranteed 
employment  to  work  in  such  project  would  result  in  {l)  the  displace- 
ment of  any  regular  employee  who  would  otherwise  he  engaged  m 
work  on  such  project,  or  {2)  in  the  perfoi^mance  of  services  which 
would  otherwise  he  performed  hy  regular  employees. 
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(e)  The  Work  Administration  shall^  in  assigning  individuals  to  any 
work  project  in  any  State^  comply  with  the  laws  of  such  State  which 
regulate  or  restrict  employrmnt  of  minors. 

Child  Care  and  Other  Supportive  Services 

Sec.  205 Jf.  (a)  (1)  If  any  individual  is  eligible  to  participate  in 
guaranteed  employment  and  desires  to  participate  in  the  employment 
and  training  program  established  by  this  title^  the  Work  Administra- 
tion shall  {in  case  such  individual  is  the  head  of  a  family  headed  by 
an  employable  person^  ivithin  the  meaning  of  section  Jfll  {g)  (1)  and 
(2)),  and  may  {in  case  sach  individual  is  the  head  of  any  other  fam- 
ily)-) provide  directly  or  through  an-angements  toith  others  {including 
arrangements  by  purchase)  such  child  care  and  supportive  services  as 
may  be  necessary  to  enable  such  indimdual  to  participate  in  the  em- 
ployment and  training  program  estaMished  by  this  title  and  to  accept 
or  retain  a  job  in  regular  employment. 

{2)  Child  care  services  provided  hy  the  Work  Administration  shall 
be  provided  by  its  Bureau  of  Child  Care  under  title  XXI. 

(b)  The  Work  Administration  shall  provide  appropriate  counsel- 
ing for  any  employ ahle  mother  {ivith  no  child  under  age  6)  who  is 
eligible  to  participate  in  guaranteed  employment  but  who  fails  or 
refuses  to  do  so.  if  her  failure  or  refusal  to  do  so  is  deterimental  to 
welfare  of  the  children  in  the  family.  During  the  period  that  she  so 
fails  or  refuses  to  participate  in  guaranteed  employment.,  the  Work 
Administration  majy^  for  the  period  that  such  individual  is  receiving 
such  counseling  {but  not  for  more  than  one  month).,  m,ake  payments 
to  such  individual  in  an  amount  equal  to  the  amount  of  the  payments 
which  tcould  have  been  payable  to  such  individual  if  she  loere  ^^artici- 
pating  full  time  in  guaranteed  employment. 

Institutional  Training 

Sec.  2055.  {a)  The  Work  Administration  is  authorized'  to  establish 
and  conduct  institutional  training  programs  for  individuals  whose 
application  for  such  training  has  been  approved  under  section  201^2; 
except  that  no  such  program  shall  involve  any  course  of  training 
lohich  is  greater  in  duration  than  one  year. 

{b)  If  any  such  individual  can  secure  appropriate  training  under 
any  program  conducted  by  a  jmblic  or  nonprofit  private  agency 
{other  than  the  Work  Administration).,  the  Work  Administration 
shall  refer  such  individual  for  training  under  such  program^  and  in 
any  such  case.,  all  of  the  costs  of  such  training  shall  be  borne  by  such 
other  program. 

Transportation  Assistance 

Sec.  205G.  {a)  Whenever  the  Work  Administration  determines  that 
a  job  opportunity  is  availaMe  in  regular  employment  for  a  participant 
in  gua'^anteed  employment.,  but  that  such  participant  is  prevented  from 
taking  advantage  of  such  opportunity  because  of  the  time  required  in 
commuting  betioeen  his  home  and  the  loorksite  of  such  job  is  exces- 
sive in  terms  of  the  normal  commuting  time  required  for  work  in  the 
labor  market  area.,  the  Work  Administration  is  authorized  to  make 
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such  arrangements  as  are  necessary  to  assist  in  reducing  the  commut- 
mg  time  for  such  jyarticipant  to  the  normal  commuting  time  required 
for  inork  in  the  lahor  market  area. 

(h)  The  Work  Administration,  in  providing  any  such  transporta- 
tion assistance  to  such  participants  shall  (except  in  wiusual  circum- 
stances where  such  assistance  is  necessary  to  provide  job  opportunities 
in  regular  employment  for  such  participants)  provide  such  assistance 
under  arrangements  whereby  such  participants  or  the  employer  or 
other  person  on  whose  behalf  such  participants  provide  services^  as- 
sume all  of  the  costs  of  providing  such  assistance. 

Payments  of  Benefits 

Sec.  2057.  (a)  (1)  The  Work  Adininistration  shall  pay  wage  sup- 
plement benefits  to  individuals  entitled  thereto  on  a  weekly  basis. 

{2)  {A)  The  Work  Administration  shall,  whenever  it  determines 
that  it  is  appropriate  to  do  so,  enter  into  an  agreement  with  a  State, 
or  with  an  agency  administering  the  unemployment  compensation  law 
of  a  State,  under  which  the  State  agency  shall— 

(i)  pay,  as  agent  of  the  Work  Administration,  wage  supple- 
ment benefits  to  individuals  who  are  entitled  thereto  and  who 
reside  in  the  State;  and 

(ii)  otherwise  carry  out  such  administrative  duties  in  connec- 
tion with  the  payment  of  wage  supplement  benefits  to  such  indi- 
viduals as  shall  be  specified  in  the  agreement, 

and  the  Work  Administration  shall  pay  to  such  agency  {in  advance 
or  by  way  of  reimbursement)  for  the  reasonable  and  necessary  costs 
incurred  by  the  State  agency  in  carrying  out  the  agreement. 

(B)  Each  such  agreement  shall  provide  the  terms  and  conditions 
under  which  it  may  be  amended  or  terminated;  except  that  no  such 
agreement  shall  be  effective  for  any  period  after  December  31,  191! I^. 

{b){l){A)  The  Work  Administration  shall  (subject  to  the  suc- 
ceeding sentence)  pay  to  each  eligible  family  head  (as  defined  in  para- 
graph (2) )  who  resides  in  a  State,  which  has  irwrea^ed  the  amount  of 
the  aid  (in  the  form  of  rrvoney  payments)  under  its  State  plan  (ap- 
proved under  part  A  of  title  IV)  to  compensate  recipients  of  aid  there- 
under for  the  loss  {by  reason  of  the  enactment  of  the  Social  Security 
Amendments  of  1972)  of  eligibility  for  food  stamps,  an  amount  equal 
to  the  amount  by  which  such  aid  has  been  increased  to  compensate  for 
such  loss,  in  the  case  of  families  {who  are  entitled  to  such  aid)  having 
the  same  family  income  and  the  same  number  of  members  as  the  num- 
ber of  family  members  in  the  family  of  such  eligible  family  head.  If 
the  amount  payable  under  the  preceding  sentence  to  any  eligible  fam- 
ily head  for  any  month  would  cause  the  family  total  income  (includ- 
ing svxih  amount)  of  the  family  of  which  such  family  head  is  a  mem- 
ber to  exceed  the  amount  of  aid  (in  the  form  of  money  payments) 
under  such  State  plan  to  a  family  {without  other  income  or  resources) 
of  the  same  size  as  that  of  the  family  of  such  family  head,  then  such 
amount  shall  be  reduced  (but  not  below  zero)  by  an  amount  equal  to 
the  excess  of  the  amount  such  income  over  the  amount  of  such  aid. 

(B)  Payments  to  which  any  eligible  family  head  is  entitled  under 
subparagraph  (A)  shall  be  paid  by  the  Work  Administration  on  a 
monthly  basis. 
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(2)  For  purposes  of  paragraph  (i),  the  term  '^eligible  family  head^^ 
?neans  an  individual  who — 

(A )  is  a  male  individual  who — 

(^)  is  participating  in  guaranteed  employment^ 
(ii)  is  participating  in  employment  with  loage  supple- 
ment^ or 

{Hi)  will^  for  the  calendar  year  involved^  he  eligible  for 
payments  under  the  work  bonus  program  established  by  chap- 
ter 97  of  the  Internal  Revenue  C ode  of  1951^ ;  and 
{B)  is  a  member  of  a  family  the  children  of  lohich  would  be 
eligible  for  aid  under  the  State  plan  {approved  under  part  A 
of  title  iV)  of  the  State  in  which  such  individual  resides  except 
for  the  fact  that  they  are  not  deprived  of  parental  support  or  care 
due  to  the  continued  absence  from  the  home  of  their  father. 

Development  of  Jobs  With  Work  Administration 

Sec.  2058.  The  Work  Administration  shall ^  in  securing  required 
personnel  for  the  administration  of  this  title^  give  priority  to  eligible 
applicants  for  or  participants  in  guaranteed  employment  and  to  indi- 
viduals who  have  successfully  completed  training  provided  under  this 
title. 

Factual  Determinations 

Sfc.  2059.  {a)  Subject  to  suhsection  {b)^  the  Work  Administration 
shall  make  all  factual  determinations  concerning  any  rights  or  claims 
of  any  individual  to  participate  in  or  receive  benefits  under  the  em- 
ployment and  training  program  established  by  this  title. 

{b)  {!)  Nothing  contained  in  subsection  {a)  shall  be  construed  to 
preclude  the  Work  Administration  from  delegating  to  a  State  the 
duty  and  power  to  make  determinations  respecting  entitlement  to  and 
amount  of  wage  supplement  benefits^  if  an  agreement  with  such  State 
has  been  entered  into  under  section  2057  {relating  to  State  administra- 
tion of  wage  supplement  benefits)  and  such  agreement  provides  for 
the  delegation  of  such  duty  and  poioer  to  such  State. 

{2)  If  any  determination.,  concerning  lohether  mi  individual  has 
left  employment  without  good  cause  or  has  been  discharged  for  mis- 
conduct^ has  been  made  by  a  State  agency  administering  a  State  law 
approved  under  section  330 Jf  of  the  Internal  Revenue  Code  of  195 1^, 
{relating  to  State  unemployment  compensation  laws).,  the  Work  Ad- 
ministration shall  adopt.,  as  its  own.,  such  determination. 

{c)  No  individual  shall  be  disqualified  from  participation  in  guar- 
anteed employment  because  he  has  refused  to  accept  new  work  under 
any  of  the  following  conditions : 

{A)  if  the  position  offered  is  vacant  due  directly  to  a  strike., 
lockout.,  or  other  labor  dispute., 

{B)  if  the  vmges.,  hours.,  or  other  conditions  of  work  offered  are 
substantially  less  favorable  to  the  individual  than  those  prevailing 
-  for  similar  work  in  the  locality.,  or 

{C)  if.,  as  a  condition  of  being  employed.,  the  individual  loould 
be  required  to  join  a  company  union  or  to  resign  from  or  refrain 
from  joining  any  bona  fide  labor  organization. 
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{d)  The  Work  Administration  shall  establish  a  panel,  which  shall 
include  participants  in  guaranteed  employment,  to  consider,  and  make 
recommendations  to  the  Work  Administration  with  respect  to,  any 
petition  filed  under  section  2010 {c) . 

Overpayments  and  Underpayments 

Sec.  2060.  Whenever  the  Work  Administration  finds  that  more  or 
less  than  the  correct  amount  of  benefits  has  been  paid  by  it  with  respect 
to  any  individual  participating  in  the  employment  and  training  pro- 
gram established  under  this  title,  proper  adjustment  or  recovery  shall, 
subject  to  the  succeeding  provisions  of  this  subsection,  be  made  by 
appropriate  adjustments  in  future  payments  to  such  individual  or  by 
recovery  from  or  payment  to  such  individual  {or  by  recovery  from 
his  estate).  The  Work  Administration  may  suspend  or  waive  the  col- 
lection of  any  overpayment  for  good  cause. 

PART  D— ESTABLISHMENT  AND  ORGANIZATION  OF 
WORK  ADMINISTRATION 

Establishment  and  Organization 

Sec.  2061.  (a)  There  is  hereby  created  a  body  corporate  to  be  known 
as  the  Work  Administration. 

(b)  (1)  The  powers  and  duties  of  the  Work  Administration  shall  be 
vested  in  a  Board  of  Directors  {hereinafter  in  this  title  referred  to  as 
the  ''^Board^'')  vjhich  shall  consist  of  three  members  {not  more  than  t%oo 
of  whom  shall  be  members  of  the  same  political  party) ,  to  be  appointed 
by  the  President,  by  and  loith  the  advice  and  consent  of  the  Senate. 

{2)  One  member  of  the  Board  shall,  at  the  time  of  his  appointment, 
be  designated  by  the  President  a^  the  Chairman  of  the  Board. 

{3)  Each  member  of  the  Board  shall  hold  office  for  a  term  of  three 
years,  except  that  any  member  appointed  to  fill  a  vacancy  which  occurs 
prior  to  tJie  expiration  of  the  term  for  which  his  predecessor  was  ap- 
pointed shall  be  appointed  for  the  remainder  of  such  term,  and  except 
that  the  terms  of  office  of  the  members  first  taking  office  shall  expire, 
as  designated  by  the  President  at  the  time  of  appointment,  one  on 
June  SO,  197 J},,  one  on  June  30, 1975,  and  one  on  June  30, 1976. 

{c)  Vacancies  in  tlie  membership  of  the  Board  shall  not  impair  the 
poioers  of  the  remaining  members  of  the  Board  to  exercise  the  poioers 
vested  in,  and  to  carry  out  the  duties  imposed  upon,  the  Work  Ad- 
ministration. 

{d)  Each  member  of  the  Board  shall,  during  his  tenure  in  office, 
devote  his  time  and  energies  to  the  work  of  the  Work  Administration 
and  shall  not,  during  such  tenure,  engage  in  any  other  business  or 
employment. 

{e)  {l)  The  Board  shall  have  the  poiver  to  appoint  {without  regard 
to  the  provisions  of  title  5,  United  States  Code,  governing  appoint- 
ments in  the  competitive  service)  such  personnel  as  it  deems  necessary 
to  enable  the  Work  Administration  to  carry  out  its  functions  under 
this  title.  All  personnel  shall  be  appointed  solely  on  the  ground  of  their 
fitness  to  perform  their  duties  and  without  regard  to  political  affilia- 
tion, sex,  race,  creed,  or  color.  The  Board  may  {without  regard  to  the 
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provisio7is  of  chapter  51  and  subchapter  III  of  chapter  58  of  title  <5, 
United  States  Code^  relating  to  classification  and  General  Schedule 
pay  rates)  fix  the  compensation  of  personnel.  The  amount  of  the  com- 
pensation payable  to  any  employee  shall  he  reasonably  related  to  the 
compensation  payable  to  State  employees  performing  similar  duties  in 
the  State  in  which  such  employee  is  employed  by  the  Work  Adminis- 
tration; except  that^  in  no  case  shall  the  amount  of  the  compensation 
payable  to  any  employee  be  greater  than  that  payable  to  Federal  em- 
ployees performing  similar  services.  For  purposes  of  the  preceding 
sentence.,  personnel  employed  in  the  principal  office  of  the  Work  Ad- 
ministration shall  be  deemed  to  be  performing  services  in  the  District 
of  Columbia  {which  shall  be  deemed  to  be  a  State  for  such  purposes)^ 
and  personnel  performing  services  in  more  than  one  State  shall  be 
deemed  to  be  employed  in  the  State  in  which  their  principal  office  or 
place  of  work  is  located, 

{2)  The  Board  is  authorized  to  obtain  the  services  of  experts  and 
consultants  on  a  temporary  or  intermittent  basis  in  accordance  with 
the  provisions  of  section  3109  of  title  5,  United  States  Code^  but  at  rates 
not  to  exceed  the  per  diem  equivalent  of  the  rate  authorized  for  GS-18 
by  section  5332  of  such  title. 

Duties  and  Powers 

Sec.  2062.  It  shall  be  the  duty  and  function  of  the  Work  Administra- 
tion to  establish  and  carry  out  {in  accordance  loith  the  provisions  of 
this  title)  the  programs  and  activities  authorized  under  this  title.,  arid 
the  Work  Administration.,  in  carrying  out  its  duties  and  functions^ 
shall  have  the  poioer — 

(i)  to  adopt.^  alter.,  and  use  a  corporate  seal.,  which  shall  be 
judicially  noticed; 

{2)  to  adopt.,  amend.,  and  repeal  bylaios  designed  to  enable 
it  to  carry  out  its  duties  and  functions; 

{3)  in  its  corporate  name.,  to  sue  and  be  sued^  and  to  complain 
and  to  defend^  in  any  court  of  competent  jurisdiction  (State  or 
Federal) ,  but  no  attachment.,  injunction,  or  similar  process^  mesne 
or  finals  shall  be  issued  against  the  property  of  the  Work  Admin- 
istration or  against  the  Work  Administration  loith  respect  to  its 
property; 

{Jf)  to  conduct  its  business  in  any  State; 

(5)  to  enter  into  and  perform  contracts^  leases^  cooperative 
agreements^  or  other  transactions^  on  such  terms  as  it  may  deem 
appropriate.,  with  {%)  any  agency  or  instrumentality  of  the  United 
States.,  {ii)  any  State.,  or  any  agency.,  instrumentality,,  or  politcal 
subdivision  thereof.,  or  {Hi)  any  other  person  or  agency; 

{6)  to  execute.,  in  accordance  with  its  bylaws,  all  instruments 
necessary  or  appropriate  to  the  exercise  of  its  poivers; 

(7)  to  acquire  {by  purchase.,  gifl->  devise.,  lease,  or  sublease), 
■and  to  accept  jurisdiction  over  and  to  hold  and  oion,  and  dispose 
of  by  sale,  lease,  or  sublease,  real  or  personal  property,  or  any 
interest  therein,  for  its  corporate  purposes; 

(8)  to  accept  gifts  or  donations  of  services,  or  of  property 
(whether  real.,  personal,  or  mixed,  or  tohether  tangible  or  intangi- 
ble), in  aid  of  any  of  the  purposes  of  this  title; 
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(9)  to  enter  into  arrangements  under  lohich  the  Work  Admini- 
stration loill^  in  carrying  out  its  duties  and  functions^  utilize  {on 
a  reimbursable  or  other  basis)  the  services  of  any  agency  or  pro- 
gram of  the  United  States  or  of  any  State^  or  any  political  sub- 
division thereof ; 

{10)  to  study  and  evaluate  its  activities  under  this  title;  and 
{11)  to  do  any  and  all  things  necessary^  convenient^  or  desira- 
ble^ to  carry  out^  in  ax)cordance  with  the  provisions  of  this  title^  the 
programs^  activities^  duties^  and  functions  authorized  or  required 
by  this  title. 

Location  of  Offices 

Src.  2063.  {a)  The  principal  office  of  the  Work  Administration  shall 
be  located  in  the  District  of  Columhia.  For  purposes  of  venue  m  civil 
actions.,  the  Work  Administration  shall  be  deemed  to  be  a  resident  of 
the  District  of  Columbia. 

{b)  The  Work  Administration  shall  establish  offices  in  each  major 
urban  area,  and  in  such  other  areas  as  it  deems  to  be  necessary  in  order 
effectively  to  carry  out  its  duties  and  functions. 

Taxation 

Sec.  206 Jf.  The  Work  Administration.,  its  property.,  assets,  and  in- 
come shall  be  exempt  from  taxation  of  any  and  every  type  and  form, 
whether  imposed  by  the  United  States,  or  by  any  State,  or  any  political 
subdivision  thereof. 

Reports  to  Congress 

Sec.  2065.  The  Work  Administration  shall  not  later  than  January 
30,  1975^  and  not  later  than  January  30  of  each  year  thereafter,  sub- 
mit to  the  Congress  a  full  and  complete  written  report  on  its  activities 
during  the  preceding  calendar  year.  There  shall  be  included  in  such 
report  such  data,  and  information  as  may  be  required  fully  to  apprise 
the  Congress  of  the  action  {if  any)  which  the  Work  Administration 
has  taken  to  improve  the  employment  and  training  program  con- 
ducted by  the  Work  Administration,  together  vnth  a  statement  regard- 
ing the  future  plans  {if  any)  of  the  Work  Administration  to  improve 
such  program. 

Applicability  of  Other  Laws 

Sec.  2066.  {a)  Except  as  is  otherwise  provided  in  this  part,  the 
Work  Administration,  as  a  u)holly  oumed  Government  corporation^ 
shall  be  subject  to  the  Government  Corporation  Control  Act  {31 
U.S.C.  841-871). 

{b)  The  provisions  of  section  364^  of  the  Revised  Statutes  as 
amended  {31  U.S.C.  529),  relating  to  advances  of  public  moneys  and 
certain  other  payments,  shall  not  be  applicable  to  the  Work  Admin- 
istration. 

{c)  The  provisions  of  section  3709  of  the  Revised  Statutes,  as 
amended  {^1  U.S.C.  5),  or  other  provisions  of  law  relating  to  com- 
petitive bidding,  shall  not  be  applicable  to  the  Work  Administration. 

{d)  Except  as  otherwise  provided  in  this  title,  all  Federal  laws  deal- 
ing generally  with  agencies  of  the  United  States  shall  be  deemed  to  be 
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applicable  to  the  Work  Administration^  and  all  laws  dealing  generally 
with  officers  and  employees  of  the  United  States  shall  he  deemed  to  he 
applicahle  to  officers  and  employees  of  the  Work  Administration  {hut 
not  to  individuals  providing  services  to  the  Work  Administration 
while  they  are  participants  in  the  employment  and  training  program 
established  pursuant  to  this  title ) . 

(e)  All  general  Federal  penal  statutes  relating  to  larceny^  embezzle- 
ment^ conversion^  or  to  the  improper  handling^  retention^  use^  or  dis- 
posal of  moneys  or  property  of  the  United  States  shall  apply  to 
moneys  and  property  of  the  WorJc  Administration. 

Collection  and  Publication  of  Statistical  Data 

Sec.  2067.  The  Work  Administration  shall  collect^  classify,^  and 
publish^  on  a  monthly  and  annual  basis,  statistical  data  relating  to 
its  operations  and  the  number  of  individuals  participating  in  the 
employment  and  training  program  conducted  by  the  Work  Adminis- 
tration., the  number  of  participants  in  each  type  of  employment  or 
training  provided  under  the  program.,  and  such  other  data  as  may 
be  relevant  in  indicating  the  type,  kirid,  and  extent  of  the  functions 
performed  and  services  provided  by  the  Work  Administration. 

National  Advisory  Council 

Sec.  206S.  (a)  (1)  For  the  purpose  of  providing  advice  and  recom- 
mendations for  the  consideration  of  the  Board  in  matters  of  general 
policy  of  the  Work  Administration  in  carrying  out  its  purposes  and 
f  unctions,  and  loith  respect  to  improvements  in  the  adininistration 
by  the  Work  Administration  of  the  provisions  of  this  title,  there  is 
hereby  created  a  Work  Administratio?i  National  Advisory  Council 
(hereinafter  in  this  title  referred  to  as  the  ^'National  Advisory 
Council). 

(2)  The  National  Advisory  Council  shall  be  composed  of  the  tioelve 
individuals,  who  shall  be  appointed  by  the  Board  (without  regard  to 
the  provisions  of  title  5,  United  States  Code,  governing  appointments 
In  the  competitive  service),  and  who  are  not  otherwise  in  tlie  employ 
of  the  United  States. 

(3)  The  members  of  the  National  Advisory  Council  shall  be  so  se- 
lected as  to  include  representatives  of  private  industry,  labor  organi- 
zations. State  and  local  governments,  nonprofit  organizations  which 
provide  employment,  social  service  organizations,  and  minority  groups. 

(b)  Each  memher  of  the  National  Advisory  Council  shall  hohl 
office  for  a  term  of  three  years,  except  that  any  member  appointed  to 
fill  a  vacancy  occurring  prior  to  the  expiration  of  the  term  for  lohich 
his  predecessor  was  appointed  shall  be  appointed  for  the  remainder 
of  such  term,  and  except  that  the  terms  of  office  of  the  members  first 
taking  office  shall  expire,  as  designated  by  the  Board  at  the  time  of 
appointment,  four  at  the  end  of  one  year  after  the  date  on  which  they 
were  appointed,  four  at  the  end  of  two  years  after  the  date  on  which 
they  were  appointed,  and  four  at  the  end  of  three  years  after  the  date 
on  lohich  the/fi  were  appointed. 

{c)  The  National  Advisory  Council  is  authorized  to  engage  such 
technical  assistance  as  may  be  required  to  enable  it  to  carry  out  its 
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functions^  and  the  Board  shalh  in  addition,  make  available  to  the 
Natiomil  Advisory  Council  such  secretarial^  clerical  and  other  assist- 
ance and  such  pertinent  data  prepared  hy  the  Work  Administration 
as  such  Council  may  require  to  carry  out  its  functions, 

(d)  Members  of  the  Council  shall^  while  serving  on  the  business 
of  the  Council^  be  entitled  to  receive  compensation  at  the  rate  of  $100 
j)er  day^  including  traveltime ;  and  while  serinng  aioay  from  their 
homes  or  regular  places  of  business^  they  shall  be  allowed  travel  ex- 
penses^ including  per  diem,  in  lieu  of  subsistence^  as  authorized  by 
section  5703  of  title  5,  United  States  Code^  for  persons  in  the  Govern- 
ment service  em^ployed  intermittently. 

Local  Advisory  Councils 

Sec.  2069.  {a)  The  Work  Administration  shall  establish  in  each 
geographic  area  served  by  an  office  of  the  Work  Administration^  a 
Work  Administration  Local  Advisory  Council  {hereinafter  in  this  title 
referred  to  as  a  ''''Local  Advisory  CounciV) . 

{b)  It  shall  be  the  duty  and  function  of  each  Local  Advisory  Coun- 
cil^ within  the  geographic  area  with  respect  to  which  it  is  established^ 
to  identify  and  advise  the  local  office  of  the  Corporation  of  the  job 
openings  available  or  likely  to  become  available  in  such  area^  and  to 
encourage  the  establishment  and  development  of  job  opportunities 
within  such  area  for  individuals  who  reside  in  such  area  and  who  are 
participating  in  the  employment  and  training  program  established 
under  this  title. 

(c)  (1)  Members  of  any  Local  Advisory  Council  shall  be  residents 
of  the  geographic  area  with  respect  to  which  such  Council  is  appointed. 

(2)  The  members  of  each  Local  Advisory  Council  sliall  (A)  be  so 
selected  as  to  include  representatives  of  private  industry^  labor  orga- 
nization^^ State  or  local  governments,  nonprofit  organizations  which 
provide  employment^  social  service  organizations^  and  minority 
groups^  and  (B)  serve  ivithout  compensation. 

PART  E^DEFINITIONS 

Definitions 

Sec.  207 L  For  purposes  of  this  title — 

(a)  The  term  ''''Work  Administration^"*  means  the  administrative 
body  established  under  section  2061. 

(b)  The  term  '•''regular  employment''''  means  any  employment  pro- 
vided by  a  private  or  public  employer.^  but  does  not  include  guaranteed 
employm>ent. 

{c)  The  term  '''•guaranteed  employment'^''  means  employment  pro- 
vided {in  accordance  with  the  provisions  of  this  title)  by  the  Work 
Administration^  but  does  not  include  employment  by  such  Administra- 
tion at  a  rate  in  excess  of  that  specified  in  section  2012. 

(d)  The  term  ''minimum  wage''''  means  the  hourly  wage  rate  speci- 
fied in  section  6 (a)  (1)  of  the  Fair  Labor  Standards  Act  of  1938  {29 
U.S.C.  206 {a)  (-?)),  or  $2.00  per  hour.,  lohichever  is  less. 

{e)  The  term  '•'family''''  means  two  or  more  individuals — 

{!)  each  of  whom  {in  the  case  of  adult  individuals)  is  the 
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parent  {or  stepparent)^  grandparent  {or  stepgrandparent) ^ 
brother  {or  stepbrother)^  sister  {or  stepsister)^  uncle,  aunt,  first 
cousin,  nephew,  or  niece,  of  a  child  referred  to  in  clause  {2) ; 

{2)  at  least  one  of  whom  is  a  child  who  is  in  the  care  of  or  de- 
pendent upon  another  of  such  individuals  who  bears  to  such  child 
one  of  the  relationjships  specified  in  clause  {1) ;  and 

{3)  who  are  living  in  a  place  of  residence  in  the  United  States 
maintained  by  one  or  more  of  them  as  his  or  their  own  home, 
except  that  no  child  loho  is  living  aivay  from  home  tohile  attending 
school  shall,  by  reason  of  clause  (^) ,  be  excluded  as  a  member  of  a  fam- 
ily on  account  of  his  absence  from  the  family  residence, 

(/)  The  term  ''''head  of  family'''',  when  used  in  reference  to  any  fam- 
ily, means — 

{1)  in  case  there  is  included  among  tlie  memhers  of  the  family 
an  individual,  loho  is  tlie  father  of  a  child  who  is  <a  member  of  the 
family,  such  individual  {unless. he  is  disabled) ; 

{2)  in  case  there  is  no  individual  in  the  family  loho  meets  the 
criteria  specified  in  clause  {!)  and  tliere  is  included  among  the 
memhers  of  the  family  an  individual^  who  is  the  motlier  of  a  child 
toho  is  a  member  of  the  family,  such  individual  {unless  she  is  dis- 
abled) : 

{3)  in  case  there  is  no  individual  in  a  family  who  meets  the 
criteria  specified  in  clause  {!)  or  {2) ,  any  other  individual  tvho  is 
mem,ber  of  such  family  {other  than  a  child  or  an  indiv'idual  who 
is  disabled)  and  loho  undertakes  to  provide  for  the  support  of  the 
children  tcho  are  members  of  such  family :  except  that  {A)  not 
more  than  one  such  individual  shall,  at  any  time,  be  regarded  as 
the  head,  of  family  of  tlie  family  of  %ohich  he  is  a  memher,  and 
{B)  no  such  individual  shall  be  regarded  as  the  head  of  family  of 
any  family  if  the  Work  Administration  determines  that  there  is 
no  child  in  such  family  other  than  a  child  which  has  been  placed 
in  such  family  in  order  to  enable  a  member  thereof  to  participate 
in  the  employment  and  training  program  established  under  this 
title. 

{g)  The  term  ^''child''^  means  an  individual  %olio  is  unmarried  omd 
ivho — 

{1 )  has  not  attained  the  age  of  18;  or 

{2)  has  attained  such  age  but  has  not  attained  the  age  of  21  and 
is  a  ''''full-time  studenV  {as  such  term  is  applied  for  purposes  of 
section  202  {d)). 

{h)  The  term,  ''^disahled''\  when  used  in  reference  to  any  individual, 
means  the  inahility  of  such  ind'ividual  to  engage  in  any  substantial 
gainful  activity  by  reason  of  any  medically  determinable  physical 
or  mental  impairment. 

{i)  The  term  ^''unearned  income''''  includes — 

(i)  any  payments  received  as  an  annuity,  pension,  retirement, 
or  disability  benefit  {including  veterans''  compensation  and  pen- 
sions, workmen's  compensation  payments,  monthly  insurance  bene- 
fits under  title  II,  railroad  retirement  annuities  and  pensions,  and 
benefits  under  any  Federal  or  State  unemployment  compensation 
lata) ; 

{2)  prizes  and  axoards; 


Sec.  2071  (j) 


1124 


[J)  the  proceeds  of  any  life  i7isurance  folicy  to  the  extent  that  j 

they  exceed  the  amount  expended  hy  inenibers  of  the  family  con-  j 
cerned  for  expenses  of  the  insured  indimdiiaVs  last  illness  and 

hurial;  \ 

{Jf)  gifts  {cash  or  otherwise) ,  support  and  alimony  payments ; 

and  j 

(5)  rents ^  dividends^  interest^  and  royalties.  \ 

(j)  The  term  ^'United  States''"',  when  used  in  a  geographic  sense,  | 

means  the  50  States,  the  District  of  Columhia,  the  Commonwealth  of  \ 

Puerto  Rico,  the  Virgin  Islands,  and  Guam.  \ 

\ 

I 
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Findings  and  Declaration  of  Purpose 

Sec.  210L  (a)  The  Congress  finds  and  declares  that — 

(7)  the  present  lack  of  adequ-ate  child  care  services  is  detri- 
mental to  the  welfare  of  families  and  children  in  that  it  limits  op- 
portunities of  parents  for  employment  or  self -improvement^  and 
often  results  in  inadequate  care  arrangements  for  children  whose 
parents  are  unable  to  find  appropriate  care  for  them; 

(2)  low-income  families  and  dependent  families  are  severely 
handicapped  in  their  efforts  to  attain  or  maintain  economic  inde- 
pendence hy  the  unavailability  of  adequate  child  care  services; 

(3)  many  other  families,  especially  those  in  which  the  mother  is 
employed,  have  need  for  child  care  services,  either  on  a  regular 
basis  or  from  time  to  time;  and 

(4)  there  is  presently  no  single  agency  or  organization,  public 
or  priva.te,  lohich  is  carrying  out  the  responsibility  of  meeting  the 
Nationh  needs  for  adequate  child  care  services. 

(b)  It  is  therefore  the  purpose  of  this  title  to  promote  the  availa- 
bility of  adequate  child  care  services  throughout  the  Nation  by  pro- 
viding for  the  estahlishment  of  a  Bureau  of  Child  Care  which  shall 
have  the  responsibility  and  authority  to  meet  the  Nation^ s  unmet  needs 
for  adequate  child  care  services,  and  which,  in  meeting  such  needs^ 
will  give  special  consideration  to  the  needs  for  such  services  by  families 
in  which  the  mother  is  employed  or  preparing  for  employ  merit,  and 
will  promote  the  well-being  of  all  children  by  assuring  that  the  child 
care  services  provided  will  be  appropriate  to  the  particular  needs  of 
the  children  receiving  such  services. 

(1125) 
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Establishment  and  Organization  of  Bureau  of  Child  Care 

Sec.  2102.  (a)  In  order  to  carry  out  the  purposes  of  this  title^  there  is 
herehy  established  as  a  division  of  the  Work  Administration  {estab- 
lished under  title  XX  of  this  Act)  a  Bureau  of  Child  Care  {herein- 
after in  this  title  referred  to  as  the  ''Bureau^''). 

{b)  {1)  The  powers  and  duties  of  the  Bureau  shall  be  vested  in  a 
Director  who  shall  be  appointed  by  the  President^  by  and  with  the 
advice  and  consent  of  the  Senate. 

(2)  The  Director  shall  have  the  poiver  to  appoint  {vjithout  regard 
to  the  provisions  of  title  5,  United  States  Code.,  governing  appoint- 
ments in  the  competitive  service)  such  personnel  as  he  deems  necessary 
to  enable  the  Bureau  to  carry  out  its  functions  under  this  title.  All  per- 
sonnel shall  be  appointed  solely  on  the  ground  of  their  fitness  to  per- 
form their  duties  and  without  regard  to  political  affiliation.,  sex^  race., 
creed.,  or  color.  The  Director  may  {without  regard  to  the  provisions 
of  chapter  51  and  subchapter  III  of  chapter  53  of  title  5,  United  States 
Code.,  relating  to  classification  and  General  Schedule  pay  rates)  fix 
the  compensaiion  of  personnel.  The  amount  of  the  compensation  pay- 
able to  any  employee  shall  be  reasonably  related  to  the  compensation 
payable  to  State  employees  performing  similar  duties  in  the  State  in 
which  such  employee  is  employed  by  the  Bureau;  except  that.,  in  no 
case  shall  the  amount  of  the  compensation  payable  to  any  employee  be 
greater  than  that  payable  to  Federal  employees  performing  similar 
services.  For  purposes  of  the  preceding  sentence.,  personnel  employed  in 
the  principal  office  of  the  Bureau  shall  be  deemed  to  be  performing 
services  in  the  District  of  Columbia  {which  shall  be  deemed  to  be  a 
State  for  such  purposes)^  and  personnel  performing  services  in  more 
than  one  State  shall  be  deemed  to  be  employed  in  the  State  in  which 
their  principal  office  or  place  of  work  is  located. 

{3)  The  Director  is  authorized  to  obtain  the  services  of  experts  and 
consultants  on  a  temporary  or  intermittent  basis  in  accordance  loith 
the  provisions  of  section  3109  of  title  5,  United  States  Code^  but  at 
rates  for  individuals  not  to  exceed  the  per  diem  equivalent  of  the  rate 
authorized  for  GS-18  by  section  5332  of  such  title. 

(4)  The  Director  shall  establish^  within  the  Bureau,  an  Office  of 
Program  Evaluation  and  Auditing  the  functions  of  which  shall  be  to 
assure  that  standards  established  under  this  title  with  respect  to  child 
care  services  and  facilities  providing  such  services  will  be  met.,  and 
that  funds  of  or  under  the  control  of  the  Bureau  will  be  properly  used. 
The  Director  shall  utilize  such  Ofjice  to  carnj  out  the  duties  {relating 
to  evaluation  of  facilities)  imposed  upon  him  under  section  210 If  {c) 
{2). 

Duties  and  Powers 

Sec.  2103.  {a)  It  shall  be  the  duty  and  function  of  the  Bureau  to 
meet  the  needs  of  the  Work  Administration  for  child  care  services  and, 
to  the  maxi7num  extent  economically  feasible,  the  needs  of  the  Nation 
for  child  care  services. 

{b)  {1)  In  carrying  out  such  duty  and  function,  the  Bureau  shall, 
through  utilization  of  existing  facilities  for  child  care  and  otherwise, 
provide  {or  arrange  for  the  provision  of)  child  care  services  in  the 
various  communities  of  each  State.  Such  child  care  services  shall  in- 
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dude  the  various  types  of  care  included  in  the  term  ^^child  care  serv- 
ices'^ (as  defined  in  section  2118(h) )  to  the  extent  that  the  needs  of  the 
various  coinmunities  may  require. 

(2)  The  Bureau  shall  charge  and  collect  a  reasonable  fee  for  the 
child  care  services  provided  hy  it  (whether  directly  or  through  ar- 
rangements with  others) .  The  fee  so  charged  for  any  particular  type  of 
child  care  services  provided  in  any  facility  shall  he  uniform  for  all 
children  receiving  such  types  of  services  in  such  facility.  Any  such 
fee  so  charged  may  he  paid  in  whole  or  in  part  hy  any  person  (in- 
cluding the  Bureau.,  as  provided  in  suhsection  (e)^or  any  other  puhlic 
agency)  which  agrees  to  pay  such  fee  or  a  part  thereof. 

(S)  The  Bureau  shall  not  enter  into  any  arrangement  with  any  per- 
son under  lohich  the  facilities  or  services  of  such  person  ivill  he  util- 
ized hy  the  Bureau  to  provide  child  care  services  unless  such  person 
agrees  (A)  to  accept  any  child  referred  to  such  person  hy  the  Bureau 
for  child  care  services  on  the  same  hasis  and  under  the  same  conditions 
as  other  children  applying  for  such  services^  and  (B)  to  accept  pay- 
ment of  all  or  any  part  of  the  fee  imposed  for  such  services  from  any 
puhlic  agency  vjhich  shall  agree  to  pay  such  fee  or  a  part  thereof  from 
Federal  funds. 

(c)  In  providing  child  care  services  in  the  various  communities  of 
the  Nation^  the  Bureau  shall  accord  first  priority  (1)  to  the  needs  for 
child  care  services  of  families  on  hehalf  of  whom  child  care  services 
will  he  paid  in  whole  or  m  part  from  funds  appropriated  to  carry  out 
title  XX  and  section  2109  of  this  title  and  who  are  in  need  of  such 
services  to  enahle  a  mcember  thereof  to  accept  or  continue  in  employ- 
ment or  participate  in  training  to  prepare  such  member  for  employ- 
ment^ and  (2)  to  arranging  for  care  in  facilities  providing  hours  of 
child  care  swfficient  to  meet  the  child  care  needs  of  children  whose 
mothers  are  employed  full  time. 

(d)  In  providing^  for  child  care  services  the  Bureau  shall  first  place 
children  in  facilities  lohich  receive  funds  from  sources  other  than 
funds  made  available  under  this  title  including^  if  the  parents  of  such 
children  agree.,  child  development  programs. 

(e)  (1)  From  the  sums  available  to  carry  out  the  provisions  of  this 
title  for  each  fiscal  year.,  the  Bureau  is  authorized  to  assist  loio-income 
families  in  meeting  the  costs  of  child  care  services  where  such  services 
are  necessary  to  enahle  an  adult  member  of  such  family  to  engage  in 
employment. 

(2)  The  amount  of  the  subsidy  provided  to  any  family  under  this 
subsection  shall  be  determined  in  accordance  with  a  schedule  estab- 
lished hy  the  Director.,  after  taking  into  account  the  number  of  fami- 
lies needing  such  assistances  the  amount  of  assistance  needed  by  such 
families^  and  the  amount  of  the  funds  available  for  the  provision  of 
such  assistance.  Such  schedule  shall  (A)  provide  that  the  amount  of 
subsidy  payable  to  any  family  shall  be  equal  to  a  per  centum  of  the 
costs  incurred  hy  such  family  for  the  child  care  services  with  respect 
to  which  such  subsidy  is  paid.,  (B)  he  related  to  ability  of  such  family 
to  pay  the  costs  of  such  services  (as  determined  hy  family  size  and 
income)^  and  (C)  he  designed  to  assure  that  the  amount  of  the  subsidy 
payable  to  any  family  is  not  greater  than  the  minimum  amount  neces- 
sary to  enable  such  family  to  secure  such  services. 
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(/)  In  carrying  out  its  duties  and  functions  under  this  title,  the 
Bureau  shall  have^  in  addition  to  the  powers  it  has  as  a  division  o  f  the 
Work  Administration^  power — 

{!)  to  acquire  (by  purchase^  .^z'/z^,  devise^  lease^  or  sublease) ,  a?id 
to  accept  jurisdiction  over  and  to  hold  and  own,  and  dispose  of 
by  sale^  lease,  or  sublease,  real  or  personal  property,  including  but 
not  limited  to  a  facility  for  child  care,  or  any  interest  therein  for 
its  purposes; 

{2)  to  operate,  manage,  superintend,  and  control  any  facility 
for  child  care  under  its  jurisdiction  and  to  repair,  inainiain,  and 
otherwise  keep  up  any  such  facility;  and  to  establish  and  collect 
fees,  rentals,  or  other  charges  for  the  use  of  such  facility  or  the 
receipt  of  child  care  services  provided  therein; 

(3)  to  provide  child  care  services  for  the  public  directly  or  by 
agreement  or  lease  with  any  person,  agency,  or  organization,  arid 
to  make  rules  and  regulations  concerning  the  handling  of  re- 
ferrals and  applications  for  the  admission  of  children  to  receive 
such  services:  and  to  establish  and  collect  fees  o.nd  other  charges, 
including  reimhursem£,nt  allowances,  for  the  provision  Df  child 
care  services:  Provided,  That,  in  determining  how  its  funds  shall 
be  used  for  the  provision  of  child  care  services  within  a  com- 
mfunity,  the  Bureau  shall  take  into  account  any  comprehensive 
planning  for  child  care  vMch  has  been  done,  and  shall  generally 
restrict  its  direct  operation  of  programs  to  situations  in  which 
public  or  private  agencies  are  unable  to  develop  adequate  child 
care ; 

{!<.)  to  provide  advice  and  technical  assistance  to  persons  desir- 
ing to  enter  into  an  agreement  with  the  Bureau  for  the  provision 
of  child  care  services  to  assist  them  in  developing  their  capabili- 
ties to  provide  such  services  under  such  an  agreement; 

(5)  to  prepare,  or  cause  to  be  prepared,  plans,  specifications, 
designs,  and  estim/ites  of  costs  for  the  construction  and  equipm.cnt 
of  facilities  for  child  care  services  in  which  the  Bureau  provides 
child  care  directly; 

(6)  to  construct  and  equip,  or  by  contract  cause  to  be  con- 
structed and  equipped,  facilities  (other  than  home  child  care  fa- 
cilities) for  child  care  services:  Provided,  That  the  Bureau  shall 
take  into  account  any  comprehensive  planning  for  child  care  that 
has  been  done ; 

(7)  to  train  persons  for  employment  in  providing  child  care 
services,  with  particular  emphasis  on  training  participants  in  the 
employment  program,  under  title  XX: 

(8)  to  procure  insurance,  or  obtain  indemnification,  against  any 
loss  in  connection  with  the  assets  of  the  Bureau  or  any  liability 
in  connection  tcith  the  activities  of  the  Bureau,  such  insurance  or 
indemnification  to  be  procured  or  obtained  in  such  amounts,  and 
from  such  sources,  as  the  Board  deems  to  be  appropriate; 

(9)  to  cooperate  with  any  organization,  puhlic  or  private,  the 
objectives  of  which  are  similar  to  the  purposes  of  this  title;  and 

(10)  to  do  any  and  all  things  ner-fssary.  convenient,  or  desir- 
able to  carry  out  the  purposes  of  this  title,  and  for  the  exercise 
of  the  powers  conferred  upon  the  Bureau  in  this  title. 
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Standards  for  Child  Care 

Sec.  210Jf.  (a)  In  order  to  assure  that  adequate  standards  of  staiJing, 
healthy  sanitation^  safety^  and  fire  protection  are  met^  the  Bureau  shall 
not  provide  or  arrange  for  the  provision  of  child  care  of  any  type  or 
in  any  facility  unless  the  applicable  requirements  set  forth  in  the  suc- 
ceeding provisions  of  this  section  are  met  with  respect  to  such  care 
and  the  facility  in  which  such  care  is  offered, 

{h){l)  The  ratio  of  the  number  of  children  receiving  child  care^  to 
the  number  of  qualified  staff  members  directly  engaged  in  providing 
such  care  {whether  as  teachers'*  aids  or  in  another  capacity)  shall  be 
such  as  the  Director  may  determine  to  be  appropriate  for  the  type  of 
child  care  provided  and  the  age  of  the  children  involved^  but  in  nx) 
case  shall  the  Director  require  a  ratio  of  less  than — 

{A)  eight  to  one^  in  case  such  care  is  provided  in  a  home  child 

care  facility;  or 

(B)  ten  to  one^  in  case  such  care  is  provided  in  a  day  nursery 

facility^  nursery  school^  child,  development  center^  play  group 

facility^  or  preschool  child  care  center. 
For  purposes  of  applying  the  ratios  set  forth  in  clauses  {A)  and  (B) 
of  the  preceding  sentence^  any  child  under  age  three  shall  be  considered 
as  tivo  children. 

{2)  In  the  case  of  any  facility  {other  than  a  facility  to  which  para- 
graph {!)  is  applicable)  the  ratio  of  the  number  of  children  receiving 
child  care  therein  to  the  number  of  qualified  staff  members  providing 
such  care  shall  not  be  greater  than  such  ratio  as  the  Director  may  de- 
termine to  be  appropriate  to  the  type  of  child  care  provided  and  the 
age  of  the  children  involved^  except  that  such  ratio  shall  not  be  greater 
than  twenty-five  to  one. 

{3)  As  used  in  this  subsection^  the  term  qualified  staff  member^^ 
means  an  individual  who  has  received  training  in,  or  demonstrated 
ability  in,  the  care  of  children. 

{c){l)  Any  facility  in  which  the  Bureau  provides  child  care 
{whether  directly  or  through  arrangements  with  others)  must — 

{A)  {i)  in  the  case  of  facilities  that  are  not  homes,  meet  such 
provisions  of  the  Life  Safety  Code  of  the  National  Fire  Protection 
Association  {Twenty-first  edition,  1967)  as  are  applicable  to  the 
type  of  facility;  except  that  the  Bureau  may  waive  for  such  pe- 
riods as  it  deems  appropriate,  specific  provisions  of  such  code 
which,  if  rigidly  applied,  would  result  in  unreasonable  hardship 
upon  the  facility,  but  only  if  the  Bureau  makes  a  determination 
{and  keeps  a  written  record  setting  forth  the  basis  of  such  deter- 
mination) that  such  waiver  will  not  adversely  affect  the  health 
and  safety  of  the  children  receiving  care  in  such  facility  and  {ii) 
in  the  case  of  facilities  that  are  homes,  meet  requirements  adopted 
by  the  local  area  {or  a  comparable  area,  if  none  have  been  adopted 
for  the  local  area)  for  application  to  general  residential 
occupancy; 

{B)  contain  {or  have  available  to  it  for  use)  adequate  indoor 
and  outdoor  space  for  children  for  the  number  and  ages  of  the 
children  served  by  such  facility;  have  separate  rooms  or  areas 
for  cooking^  and  have  separate  rooms  for  toilets; 


Sec.  2104(d) 


1130 


(C)  have  floors  and  walls  of  a  type  which  can  he  cleaned  and 
maintained  and  which  contain  or  are  covered  with  no  substance 
which  is  hazardous  to  the  health  or  clothing  of  children; 

{D)  have  such  ventilation  and  temperature  control  facilities 
as  may  he  necessary  to  assure  the  safety  and  reasonable  comfort 
of  each  child  receiving  care  therein; 

(E)  provide  safe  and  comfortahle  facilities  for  the  variety  or 
activities  children  engage  in  lohile  receiving  care  therein; 

(F)  provide  special  arrangements  or  accommodations^  for  chil- 
dren who  become  ill^  which  are  designed  to  provide  rest  and  quiet 
for  ill  children  while  protecting  other  children  from  the  risk  of 
infection  or  contagion;  and 

{G)  make  availahle  to  children  receiving  care  therein  such  toys, 
games,  hooks,  equipment,  and  other  material  as  are  appropriate 
to  the  type  of  facility  involved  and  the  ages  of  the  children  receiv- 
ing care  therein. 

(2)  The  Director,  in  determining  lohether  any  particular  facility 
meets  mJnimum  requirements  imj)osed  by  paragraph  (1)  of  this  sub- 
sectimi,  shall  evaluate,  not  less  often  than  once  each  year,  on  the  basis 
of  inspections  made  by  personnel  employed  by  the  Bureau  or  by  others 
through  arrangements  with  the  Bureau,  such  facility  separately  and 
shall  make  a  determination  with  respect  to  such  facility  after  taking 
into  account  the  location  and  type  of  care  p)rovided  by  such  facility  as 
well  as  the  age  group  served  by  it. 

(d)  The  Bureau  shall  not  provide  {directly  or  through  arrange- 
ments with  other  persons)  child  care  in  a  child  care  facility  or  home 
child  care  facility  unless — 

(7)  such  facility  requires  that,  in  order  to  receive  child  care 
provided  by  such  facility,  a  child  must  have  been  determined  by  a 
physician  [after  a  physical  examination)  to  be  in  good  health  and 
must  have  been  immunized  against  such  diseases  and  icithiii  such 
prior  period  as  the  Director  may  prescribe  in  order  adequately 
to  protect  the  children  receiving  care  in  such  facility  from  com- 
municable disease  {except  that  no  child  seeking  to  enter  or  receiv- 
ing care  in  such  a  facility  shall  he  required  to  undergo  any  medical 
examination,  immunization,  or  physical  evaluation  or  treatment 
{except  to  the  extent  necessary  to  protect  the  public  from-  epidemics 
of  contagious  diseases)  if  his  parent  or  guardian  objects  thereto 
in  loriting  on  religious  grounds) ; 

{2)  such  facility  provides  for  the  daily  evaluation  of  each 
child  receiving  care  therein  for  indications  of  illness; 

(3)  such  facility  provides  adequate  and  nutritious  {though 
not  necessamly  hot)  meals  and  snacks,  which  are  prepared  in  a 
safe  and  sanitary  manner; 

(4)  such  facility  has  in  effect  procedures  designed  to  assure 
that  each  staff  member  thereof  is  fully  advised  of  the  hazards  to 
children  of  infection  and  accidents  and  is  instructed  loith  respect 
to  measures  designed  to  avoid  or  reduce  the  incidence  or  severity 
of  such  hazards ; 

(5)  such  facility  has  in  effect  procedures  under  which  the  staff 
members  of  such  facility  {including  voluntary  and  part-time  staff 
members)  are  required  to  undergo,  prior  to  their  initial  employ- 
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ment  and  periodically  thereafter^  medical  assessments  of  their 
physical  and  mental  competence  to  provide  child  care; 

(6)  such  facility  keeps  and  maintains  adequate  health  records 
on  each  child  receiving  care  in  such  facility  and  on  each  staff 
member  (including  any  voluntary  or  part-time  staff  member)  of 
such  facility  who  has  contact  with  children  receiving  care  in  such 
facility;  and 

(7)  such  faciltiy  has  in  effect^  for  the  children  receiving  child 
care  services  provided  by  such  facility^  a  program  under  which 
emergency  medical  care  or  first  aid  loill  be  provided  to  any  such 
child  loho  sustains  injury  or  becomes  ill  while  receiving  such  serv- 
ices from  such  facility^  the  parent  of  such  child  {or  other  proper 
person)  will  be  promptly  notified  of  such  injury  or  illness,  and 
other  children  receiving  such  services  in  such  facility  will  be 
adequately  protected  from  contagious  disease. 

{e)  The  Bureau  shall  not  provide  {directly  or  through  arrange- 
ments loith  other  persons)  child  care^  in  any  child  care  facility  or 
home  child  care  facility^  to  any  child  unless  there  is  offered  to  the 
parent  or  parents  with  whom  such  child  is  living  {or,  if  such  chiM 
is  not  living  with  a  parent^  the  guardian  or  other  adult  person  loith 
lohom  such  child  is  living)  the  opportunity  of  {A)  meeting  and  con- 
sulting^ from  time  to  time^  with  the  staff  of  such  facility  on  the  de- 
velopment of  such  child^  and  {B)  observing,  from  time  to  time,  such 
child  tvhile  he  is  receiving  care  in  such  facility. 

(/)  Any  nursery  school,  ki7idergarien,  or  child  development  center 
in  which  care  is  provided  must  meet  applicable  State  or  local  educa- 
tional standards. 

Physical  Structure  and  Location  of  Child  Care  Facilities 

Sec.  2105.  (a)  There  may  be  utilized,  to  provide  child  care  author- 
ized by  this  title,  new  buildings  especially  constructed  as  child  care 
facilities,  as  well  as  existing  buildings  which  are  appropriate  for  such 
purpose  {including,  but  not  limited  to,  schools,  churches,  social  centers, 
apartment  houses,  public  housing  units,  office  buildings,  and  factories) . 

{b)  The  Director,  in  selecting  the  location  of  any  facility  to  provide 
child  care  under  this  title,  shall,  to  the  maximum  extent  feasible,  give 
consideration  to  such  factors  as  whether  the  site  selected  therefor — 
{!)  is  conveniently  accessible  to  the  children  to  be  served  by 
such  facility,  in  terms  of  distance  from  the  homes  of  such  children 
as  loell  as  the  length  of  traveltirne  {on  the  part  of  such  children 
and  their  parents)  involved; 

{2)  is  sufficiently  accessihle  from,  the  place  of  employment  of 
the  parents  of  such  children  so  as  to  enable  such  parents  to  par- 
ticipate in  such  programs,  if  any,  as  are  offered  to  parents  by 
such  facility ;  and 

{3)  is  conveniently  accessible  to  other  facilities,  programs,  or 
resources  which  are  related  to,  or  beneficial  in,  the  development  of 
the  children  of  the  age  group  served  by  such  facility. 
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Exclusiveness  of  Federal  Standards;  Penalty  for  False 
Statement  or  Misrepresentation 

Sec.  2106.  (a)  Any  facility  in  which  child  care  services  are  provided 

hy  the  Bureau  {lohether  directly  or  through  arrangements  with  other 
persons)  shall  not  he  suhject  to  any  licensing  or  similar  requirements 
imposed  hy  any  State  {or  political  subdivisions  thereof) ,  and  shall  not 
he  subject  to  any  healthy  fire,  safety^  sanitary^  or  other  requirements  \ 
imposed  hy  any  State  {or  political  suhdivision  thereof)  with  respect  1 
to  facilities  providing  child  care. 

{h)  If  any  State  {or  political  suhdivision  thereof)^  group^  organi- 
zation^ or  individual  feels  that  the  standards  imposed^  or  proposed  to 
he  imposed^  hy  the  Bureau  under  section  '210If  {c)  {1)  for  child  care  fa-  j 
cilities  {or  any  type  of  class  of  child  care  facilities)  are  less  protective 
'of  the  welfare  of  children  than  those  im.posed  on  such  facilities  hy 
such  State  {or  political  suhdivision  thereof.,  as  the  case  may  he),  such 
State  {or  political  suhdivision  thereof),  group,  organization,  or  in- 
dividual may,  hy  filing  a  request  ivith  the  Bureau,  ohtain  a  hearing  i 
071  the  matter  of  the  standards  imposed  or  proposed  to  he  imposed  hy 
the  Bureau  with  respect  to  such  facilities. 

{c)  Whoever  knowingly  and  willfully  makes  or  causes  to  he  made,  i 
or  induced  or  seeks  to  induce  the  making  of,  any  false  statement  or 
representation  of  a.  material  fact  loith  respect  to  the  conditions  or 
operation  of  any  facility  in  order  that  such  facility  may  qualify  as 
a  facility  in  lohich  child  care  services  are  provided  hy  the  Bureau 
{whether  directly  or  through  arrangements  with  other  persons)  shall  \ 
he  guilty  of  a  misdemeanor  and  upon  convictioii  thereof  shall  he  fined  \ 
not  more  than  $2,000  or  imprisoned  for  not  more  than  six  months,  or  \ 
hoth,  and-  any  such  facility  shall  he  ineligihle,  for  two  years  following 
surh  conviction,  to  participate  in  any  child  care  program  that  is  in 
lohole  or  in  part  funded  hy  the  United  States.  I 

Reconsiderettion  of  Certain  Decisions 

Sec.  2107.  Whenever  any  group  or  organization  has  presented  to  the 

Bureau  a-  proposal,  under  which  sirch  group  or  organization  would 
provide  child  care  services  on  hehalf  of  the  Bureau,  which  has  heen  \ 
rejected  hy  the  Biireau,  such  group  or  organization,  upon  request  fled  \ 
wilh  the  Director  may  have  a  reco7isideration  of  such  proposal  hy  the 
Bureau. 

Confidentiality  of  Certain  Information 

Sec.  2108.  The  Bureau  shall  impose  such  safeguards  with  respect  to  \ 
information  held  hy  it  concerning  applicants  for  and  recipients  of 
child  care  as  are  necessary  or  appropriate  to  assure  that  su^h  infor- 
mation ivill  he  used  only  for  purposes  directly  connected  with  the 
administration  of  this  title,  that  the  privacy  of  such  applicants  or  i 
recipients  loill  he  protected,  and  that,  when  such  information^  is  used 
for  statistical  purposes,  it  will  he  used  in  such  manner  as  not  to  identify 
the  particular  individuals  involved. 
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Authorization  of  Appropriations 

Sec.  2109.  In  addition  to  such  sums  as  may  he  availahle  to  the 
Bureau  from  the  Child  Care  Fund  established  under  section  2110^ 
there  is  hereby  authorized  to  be  appropriated  to  carry  out  the  provi- 
!  sions  of  this  title^  for  the  fiscal  year  beginning  July  7,  1972^  the  sum 
j  of  $800 poo. 000^  and  for  each  fiscal  year  thereafter.,  such  sums  as  may 
i   he  necessary. 

I  Revolving  Fund 

'  Sec.  2110.  (a)  There  is  hereby  established  in  the  Treasury  a  revolv- 
ing fund  to  be  known  as  the  Federal  Child  Care  Fund  {hereinafter  in 
I  this  title  referred  to  as  the  '"''FunxT^)  which  shall  he  available  to  the 
'  Bureau  wnthout  fiscal  year  limitation  to  carry  out  its  purposes.,  func- 
I   tions^  and  duties  under  this  title. 

( 6 )  There  shall  be  deposited  in  the  Fund — 

(1 )  funds  appropriated  under  section  2109 ;  and 

(2)  the  proceeds  of  all  fees,  rentals,  charges,  interest,  or  other 
receipts  (including  gifts)  received  by  the  Bureau. 

(c)  Except  for  experiditures  frmn  the  Federal  Child  Care  Capital 
I  Fund  {estahlished  by  section  2111  {d) )  and  expenditures  from  appro- 
priated funds,  all  expenses  of  the  Bureau  {including  salaries  and  other 
personnel  expenses)  shall  be  paid  from  the  Fund. 

{d)  If  the  Bureau  determines  that  the  moneys  in  the  fund  are  in 
excess  of  the  current  needs  of  the  Bureau,  it  may  invest  such  amounts 
therefrom  as  it  deems  advisable  in  obligations  of  tlie  United  States  or 
obligations  the  payment  of  principal  and  interest  of  lohich  is  guaran- 
I   teed  by  the  United  States. 

Revenue  Bonds  of  Bureau 

Sec.  2111.  {a)  The  Bureau  is  authorized  {after  consultation  with  the 
Secretary  of  the  Treasury)  to  issue  and  sell  bonds,  notes,  and  other 
evidences  of  indebtedness  {hereafter  in  this  section  collectively  re- 
ferred to  as  '^bonds'''')  whenever  the  Director  determines  that  the  pro- 
ceeds of  such  bonds  are  necessary,  together  with  other  moneys  avail- 
able for  operation  of  the  Bureau  from  the  Fund,  to  provide  funds 
sufficient  to  enable  the  Bureau  to  carry  out  its  purposes  and  functions 
under  this  title  with  respect  to  the  acquisition,  planning,  construction, 
remodeling,  or  renovation  of  facilities  for  child  care  or  sites  for  such 
facilities;  except  that  {1)  no  such  bonds  shall  be  sold  j)fior  to  July  1, 
1975,  {2)  no  more  than  ,$50,000,000  of  such  bonds  shall  be  issued  and 
sold  during  any  fiscal  year,  and  {3)  the  outstanding  balance  of  all 
bonds  so  issued  and  sold  shall  not  at  any  one  time  exceed  $250,000,000. 

{b)  Any  such  bonds  may  be  secured  by  assets  of  the  Bureau,  includ- 
ing, but  not  limited  to,  fees,  rentals,  or  other  charges  ivhich  the  Bureau 
!  receives  for  the  v^e  of  any  facility  for  child  care  lohich  the  Bureau 
;  owns  or  in  which  the  Bureau  has  an  interest.  Any  such  bonds  are  not, 
j  and  shall  not  for  any  purpose  be  regarded  as,  obligations  of  tJie  United 
I  States. 

I  {c)  Any  such  bonds  shall  bear  such  rate  of  interest,  have  such 
\  dates  of  maturity,  be  in  such  denominations,  he  in  such  form,  carry 
I   such  registration  privileges,  he  executed  in  such  manner,  he  payable 
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on  such  terms^  conditions^  and  at  such  place  or  pla^es^  and  he  subject  to 
such  other  terms  amd  conditions^  as  the  Director  may  prescribe. 

(d)  (1)  There  is  hereby  established  in  the  Treasury  a  fund  to  be 
known  as  the  ''Federal  Child  Care  Capital  Fund''''  {hereinafter  in  this 
title  referred  to  as  the  ''Capital  FunxT'')^  which  shall  be  available  to 
the  Bureau  without  fiscal  year  limitations  to  carry  out  the  purposes 
and  functions  of  the  Bureau  with  respect  to  the  a/^quisition^  planning^ 
construction^  remodeling^  renovation^  or  initial  equipping  of  facilities 
for  child  care  services^  or  sites  for  su^h  facilites. 

(2)  The  proceeds  of  any  bonds  issued  and  sold  pursuant  to  this  sec- 
tion shall  be  deposited  in  the  Capital  Fund  and  shall  be  available  only 
for  the  purposes  and  functions  referred  to  in  paragraph  (1)  of  this 
subsection. 

Collection  and  Publication  of  Statistical  Data 

Sec.  2112.  The  Bureau  shall  collect^  classify^  and  publish^  on  a 
monthly  and  annual  basis^  statistical  data  relating  to  its  operation  and 
child  care  provided  {directly  or  indirectly)  by  the  Bureau  together 
loith  such  other  data  as  may  be  relevant  to  the  purposes  and  functions 
of  the  Bureau. 

Reports  to  Congress 

Sec.  2113.  {a)  The  Director  shall^  not  later  than  January  SO  follow- 
ing the  close  of  the  first  session  of  each  Congress  {commencing  with 
January  30,  1974),  submit  to  the  Congress  a  written  report  on  the 
activities  of  the  Bureau  during  the  period  ending  with  the  close  of 
the  session  of  Congress  last  preceding  the  submission  of  the  report 
and  beginning,  in  the  case  of  the  first  such  report  so  submitted,  with 
the  date  of  enactment  of  this  title,  and  in  the  case  of  any  such  report 
thereafter,  with  the  day  after  the  last  day  covered  by  the  last  preceding 
report  so  submitted.  As  a  separate  part  of  any  such  report,  there  shall 
be  included  such  data  and  information  as  may  be  required  fully  to 
apprise  the  Congress  of  the  actions  which  the  Bureau  has  taken  to 
improve  the  quality  and  availability  of  child  care  services,  together 
with  a  statement  regarding  the  future  plans  {if  any)  of  the  Bureau  \ 
to  f  urther  im-prove  the  quality  of  such  services.  \ 

{b)  The  Director  shall  conduet,  on  a  continuing  basis,  a  study  of  I 
the  standards  for  child  care  under  section  210h,  and  shall  report  to  the  \ 
Congress,  not  later  than  January  1,  1977,  the  results  of  such  study, 
together  with  his  recommendations  {if  any)  with  respect  to  changes 
which  should  be  made  in  establishing  such  standards. 

Applicability  of  Other  Laws 

Sec.  211Jf.  {a)  Except  as  otherwise  provided  in  this  title,  the  Bureau 
shall  be  subject  to  such  laws  as  are  applicable  to  the  'Work  Adminis- 
tration established  under  title  XX. 

{b)  The  provisions  of  section  3709  of  the  Revised  Statutes,  as 
amended  {1^1  U.S.C.  5),  or  other  provisions  of  law  relating  to  com-  \ 
petitive  bidding,  shall  not  be  applicable  to  the  Bureau;  nor  shall  any  ' 
otlier  provision  of  law  limiting  the  authority  of  instrumentalities 
of  the  United  States  to  enter  into  contract  be  applicable  to  the  Bureau 
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in  respect  to  contracts  entered  into  hy  the  Bureau  for  the  provision 
of  child  care  services  in  a  home  child  care  facility^  temporary  child 
care  home,  or  a  night  care  home. 

(<?)  The  provisions  of  the  Public  Buildings  Act  of  1959  {1^0  U.S.C. 
601-615)  shall  not  apply  to  the  acquisition,  construction^^  remodeling, 
renovation,  alteration,  or  repair  of  any  building  of  the  Bureau  or  to 
the  acquisition  of  any  site  for  any  such  building  for  use  as  a  child  care 
facility. 

Research  and  Demonstrations 

Sec,  2115.  The  Secretary,  in  the  administration  of  section  Jf26, 
shall  consult  with  and  cooperate  with  the  Bureau  with  a  view  to  pro- 
viding for  the  conduct  of  research  and  demonstrations  which  will  be 
applicable  to  child  care  services. 

National  Advisory  Council  on  Child  Care 

Sec.  2116.  (a)  (1)  For  the  purpose  of  providing  advice  and  recom- 
mendations for  the  consideration  of  the  Director  of  the  Bureau  in 
matters  of  general  policy  in  carrying  out  the  purposes  and  functions 
of  the  Bureau,  and  with  respect  to  improvements  in  the  administra- 
tion by  the  Bureau  of  its  purposes  and  functions,  there  is  hereby  cre- 
ated a  National  Advisory  Council  on  Child  Care  {hereinafter  in  this 
section  referred  to  as  the  ^^CounciV). 

(2)  The  Council  shall  be  composed  of  the  Secretary  of  Health,  Edu- 
cation, and  Welfare,  the  Secretary  of  Labor,  the  Secretary  of  Housing 
and  Urban  Development,  and  eight  individuals,  who  shall  be  ap- 
pointed by  the  Director  {without  regard  to  the  provisions  of  title  5, 
United  States  Code,  governing  appointments  in  the  competitive 
service),  and  who  are  not  otherwise  in  the  employ  of  the  United 
States. 

{S)  Of  the  appointed  members  of  the  Council,  not  more  than  three 
shall  be  selected  from  individuals  who  are  representatives  of  social 
workers  or  child  welfare  workers  or  nonprofit  organizations  or  are 
from  the  field  of  ed.ucation,  and  the  remaining  appointed  members 
shall  be  selected  from  individuals  who  are  representatives  of  con- 
sumers of  child  care  {but  not  including  more  than  one  individual  who 
is  a  representative  of  any  organization  which  is  composed  of  or  rep- 
resents recipients  of  such  assistance). 

{b)  Each  appointed  member  of  the  Council  shall  hold  office  for  a 
term  of  three  years,  except  that  any  member  appointed  to  fill  a  vacancy 
occurring  prior  to  the  expiration  of  the  term  for  lohich  his  successor 
vms  appointed  shall  be  appointed  for  the  remainder  of  such  term,  and 
except  that  the  terms  of  office  of  the  appointed  members  first  taking 
office  shall  expire,  as  designated  by  the  Director  at  the  time  of  appoint- 
ment, four  on  June  30,  197 Ji,  four  on  June  SO,  1975,  and  four  on 
June  30, 1976. 

{c)  The  Council  is  authorized  to  engage  such  technical  assistance 
as  m,a,y  be  required  to  carry  out  its  functions,  and  the  Director  shall, 
in  addition,  make  available  to  the  Council  such  secretarial,  clerical, 
and  other  assistance  and  such  pertinent  data  prepared  by  the  Bureau 
as  the  Council  may  require  to  ca/rry  out  its  functions. 
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(d)  Appointed  menibers  of  the  Council  shall^  while  serving  on  the 
htisiness  of  the  Council^  be  entitled  to  receive  compensation  at  the  rate 
of  $100  per  day^  including  traveltime ;  and  while  so  serving  away 
from  their  homes  or  regular  places  of  business,  they  shall  be  allowed 
travel  expenses^  including  per  diem,  in  lieu  of  subsistence,  as  authorized 
by  section  570S  of  title  5,  United  States  Code^  for  persons  in  the  Gov- 
ernment service  employed  intermittently. 

Cooperation  With  Other  Agencies 

Sec.  2117,  {a){l)  The  Bureau  is  authorized  to  enter  into  agree- 
ments with  public  and  other  nonprofit  agencies  or  organizations  where- 
by children  receiving  child  care  provided  by  the  Bureau  {whether 
directly  or  through  arrangements  with  other  persons)  will  be  pro- 
vided other  services  conducive  to  their  healthy  education^  recreation^ 
or  development. 

(^)  Any  such  agreement  with  any  such  agency  or  organization 
shall  provide  that  such  agency  or  organization  shall  pay  the  Bureau 
in  advance  or  by  way  of  reimbursement.,  for  any  expenses  incurred  by 
it  in  providing  any  services  pursuant  to  such  agreement. 

{b)  The  Bureau  may  also  enter  iiito  cooperative  arrangements 
with  the  State  health  authority  and  the  State  agency  primarily  respon- 
sible for  State  supervision  of  public  schools  to  utilize  such  agencies 
in  the  provision  of  health  services  and  education  for  children  receiv- 
ing child  care. 

Definitions 

Sec.  2118.  For  purposes  of  this  title — 

(a)  The  term  ^^Bureau^'  means  the  Bureau  of  Child  Care  estab- 
lished pursuant  to  section  2102. 

(b)  The  teivn  '^child  care  services"'^  means  the  provision.,  by  the  per- 
son undertaking  to  ca;re  for  any  child,  of  such  personal  care,  protec- 
tion, ami  supe?'vision  of  each  child  receiving  such  care  as  may  be  re- 
quired to  meet  the  child  care  needs  of  such  child,  including  services 
p)rovided  by — 

(7)  a  child  care  facility; 

(2)  a  home  child  care  facility: 

(S)  a  temporary  child  facility; 

(4)  an  individual  as  a  provider  of  at-home  child  care; 

(5)  a  night  care  facility;  or 

(6)  a  boarding  facility. 

(c)  The  term  ''child  care  facility^''  means  any  of  the  following 
facilities : 

{1)  day  nursery  facility ; 

(2)  nursery  school; 

(3)  kindergarten; 

(4-)  child  development  center; 

(5)  play  group  facility; 

(6)  preschool  child  care  center; 

(7)  school  age  child  care  center; 

(<$)  summer  day  care  program  facility; 
but  only  if  such  facility  offers  child  care  services  to  not  less  than  six 
children;  and  in  the  case  of  a  kindergarten,  nursery  school,  or  other 
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daytime  program^  such  facility  is  not  a  facility  which  is  operated  hy  a 
public  school  system^  and  the  services  of  which  are  generally  available 
loithout  charge  throughout  a  school  district  of  such  system. 

(d)  The  term  ''''home  child  care  facility'''^  means — 
{!)  a  family  day  care  home; 

{2)  a  group  day  care  home; 

{3)  a  family  school  day  care  home;  or 

(1)  a  group  school  age  day  care  home. 

(e)  The  term  ^''temporary  child  care  facility''''  means — 
{!)  a  temporary  child  eare  home; 

(2)  a  temporary  child  care  center;  or 

(S)  other  facility  (including  a  family  home^  or  extended  or 
modified  family  home)  which  provides  care^  on  a  temporary  basis, 
to  transient  children. 
(/)  The  term  '■'at-home  child  care''''  means  the  provision,  to  a  child 
in  his  own  home,  of  child  care  services,  by  an  individual.^  loho  is  not  a 
member  of  such  child^  family  or  a  relative  of  such  child,  while  such 
child''s  parents  are  absent  from  the  home, 

(g)  The  term  ''night  care  facility''''  means — 
{1)  a  night  care  home; 

(2)  a  night  care  center;  or 

{3)  other  facility  {including  a  family  home,  or  extended  or 
modified  family  horne)  which  provides  care,  during  the  night,  of 
children  whose  parents  are  absent  from  their  home  and  who  need 
supervision  during  sleeping  hours  in  order  for  their  parents  to  be 
gainfully  employed. 

(h)  The  term  "boarding  facility''''  means  a  fcmlity  {including  a 
boarding  home,  boarding  center,  family  home,  or  exteiuied  or  modi- 
fied family  home)  which  provides  child  care  for  children  on  a  twenty - 
four  hour  per  day  basis  {except  for  periods  when  the  children  are 
attending  school)  for  periods,  in  the  case  of  any  child,  not  longer  than 
one  month. 

(^)  The  term  ""day  nursery''^  means  a  facility  which,  during  not  less 
than  five  days  each  iceek,  provides  child  care  to  children  of  preschool 
age. 

{j)  The  term  ""nursery  schooV  means  a  school  tohich  accepts  for 
enrollment  therein  only  children  between  two  and  six  years  of  age, 
which  is  established  and  operated  primarily  for  educational  purposes 
to  meet  the  developmental  needs  of  the  children  enrolled  therein. 

{k)  The  term  '•'kindergarten'^  means  a  facility  which  accepts  for 
enrollment  therein  only  children  betioeen  four  and  six  years  of  age, 
which  is  established  and  operated  primarily  for  educational  purposes 
to  m,eet  the  developmental  needs  of  the  children  enrolled  therein. 

{I)  The  term  "child  development  center^''  means  a  facility  which 
accepts  for  enrollment  therein  only  children  of  preschool  age,  which  is 
established  and  operated  primarily  for  educational  purposes  to  meet 
the  developmental  needs  of  the  children  enrolled  therein,  a,nd  tohich 
provides  for  the  children  enrolled  therein  care  services,  or  instruction 
for  not  less  than  five  days  each  week. 

(m)  The  term  "play  group  facility''''  means  a  facility  v^hich  accepts 
as  m,embers  thereof  children  of  preschool  age,  which  provides  care  or 
services  to  the  members  thereof  for  not  more  than  three  hours  in  any 
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day^  and  which  is  established  and  operated  primarily  for  recreational 
purposes. 

(n)  The  term  '•''preschool  child  care  center''''  means  a  facility  which 
accepts  for  enrollment  therein  children  of  preschool  age^  and  lohich 
provides  child  care  to  children  enrolled  therein  on  a  full-day  basis 
for  at  least  five  days  ea/^h  week. 

(o)  The  term  ''''school  age  child  care  center''''  means  a  facility  which 
accepts  for  enrollment  therein  only  children  of  school  age^  and  which 
provides  child  care  for  the  children  enrolled  therein  during  the  portion 
of  the  day  when  they  are  not  attending  school  for  at  least  five  days 
each  week. 

(p)  The  term  ^'siknmer  day  care  program''^  means  a  facility  which 
provides  child  care  for  children  during  summer  vacation  periods^  and 
which  is  established  and  operated  primarily  for  recreational  purposes; 
but  such  term  does  not  include  any  program  which  is  operated  by  any 
public  agency  if  participation  in  such  program  is  without  charge  and 
is  generally  available  to  residents  of  any  political  subdivision. 

(q)  The  term  '^family  day  care  home^''  means  a  family  hdme  in  which 
child  care  is  provided^  during  the  day.,  for  not  more  than  eight  chil- 
dren {including  any  children  under  age  fourteen  who  are  members  of 
the  family  living  in  such  home  or  who  reside  in  such  home  on  a  full- 
time  basis). 

(r)  The  term  '"'group  day  care  home''''  means  an  extended  or  modified 
family  residence  which  offers.,  during  all  or  part  of  the  day.,  child  care 
for  not  less  than  seven  children  {not  including  any  child  or  children 
who  are  members  of  the  family.,  if  any.,  offering  such  services). 

{s)  The  term  ''''family  school  age  day  care  home''''  means  a  family 
home  which  offers  child  care  for  not  more  than  eight  children^  all  of 
school  age.,  during  portions  of  the  day  when  such  children  are  not  at- 
tending school. 

{t)  The  term  ''''group  school  age  day  care  hdme''''  means  an  extended 
or  mod'ificd  fomUy  residence  v^hich  offers  family-like  child  care  for  not 
less  than  seven  children  {not  counting  any  child  or  children  who  are 
members  of  the  family.,  if  any.,  offering  such  services)  during  portions 
of  the  day  when  such  children  are  not  attending  school. 

{u)  The  term  ''''temporary  child  care  home'''  means  a  family  home 
which  offers  child  care.,  on  a  temporary  basis.,  for  not  more  tlian  eight 
children  {including  any  children  under  age  fourteen  who  are  members 
of  the  family.,  if  any.,  offering  sueh  care) . 

{v)  The  term  ''''temporary  child  care  center''''  means  a  facility  {other 
than  a  family  home)  which  offers  child  care.,  on  a  temporary  basis ^  to 
not  less  than  seven  children. 

{w)  The  term  ''''night  care  home^''  means  a  family  horfie  which  offers 
child  care^  during  the  night.,  for  not  more  than  eight  children  {includ- 
ing any  children  under  age  fourteen  who  are  members  of  the  family 
offering  such  care). 

(x)  The  term  '''boarding  home''''  means  a  family  home  which  pro- 
vides child  care  {including  room  and  board)  to  not  more  than  six  chil- 
dren {including  any  children  under  age  fourteen  loho  are  members  of 
the  family  offering  such  care) . 

(?y)  The  term  ''boarding  center''''  means  a  summer  camp  or  other 
facility  {other  than  a  family  home)  which  offers  child  care  {including 
room  and  board)  to  not  less  than  seven  children. 
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(z)  The  term  ^''facility''\  as  used  in  connection  with  the  temns  ''''child 
care^\  ''''home  child  care^\  '"''temporary  child  care''\  ''''night  care^\  or 
''''hoarding  care^\  shall  refer  only  to  buildings  and  grounds  {or  por- 
tions thereof)  actually  used  {whether  exclusively  or  in  part)  for  the 
provision  of  child  care  services. 

s{c  sfc  ^  ^ 

SOCIAL  SECURITY  AMENDMENTS  OF  1967 

*  *  *  *  *  *  * 

Incentives  for  Economy  While  Maintaining  or  Improving  Quality  in  the 
Provision  of  Health  Services 

Sec.  402.  [(a)  The  Secretary  of  Health,  Education,  and  "Welfare 
is  authorized  to  develop  and  engage  in  experiments  under  which 
physicians  who  would  otherwise  be  entitled  to  receive  payment  on  the 
I  basis  of  reasonable  charge,  and  organizations  and  institutions  which 
I  would  otherwise  be  entitled  to  reimbursement  or  payment  on  the  basis 

of  reasonable  cost,  for  services  provided — 
I  (1)  under  title  XVIII  of  the  Social  Security  Act, 

(2)  under  a  State  plan  approved  under  title  XIX  of  such 
Act,  or 

(3)  under  a  plan  developed  under  title  V  of  such  Act,  and 
which  are  selected  by  the  Secretary  in  accordance  with  regu- 
lations established  by  the  Secretary,  would  be  reimbursed  or  paid 

'         in  any  manner  mutually  agreed  upon  by  the  Secretary  and  the 
physician,  organization,  or  institution.  The  method  of  payment 
(in  the  case  of  physicians)  or  reimbursement  (in  the  case  of  an 
organization  or  institution)  which  may  be  applied  in  such  experi- 
ments shall  be  such  as  the  Secretary  may  select  and  may  be  based 
on  charges  or  costs  adjusted  by  incentive  factors  and  may  include 
specific  incentive  payments  or  reductions  of  payments  for  the 
performance  of  specific  actions  but  in  any  case  shall  be  such  as 
he  determines  may,  through  experiment,  be  demonstrated  to  have 
the  effect  of  increasing  the  efficiency  and  economy  of  health  serv- 
!         ices  through  the  creation  of  additional  incentives  to  these  ends 
I         without  adversely  affecting  the  quality  of  such  services. J 
1       {a)  {!)  The  Secretary  of  Healthy  Education^  and  Welfare  is  author- 
i   ized^  either  directly  or  through  grants  to  public  or  nonprofit  private 
agencies^  institutions^  and  organizations  or  contracts  with  public  or 
private  agencies^  institutions^  and  organizations^  to  develop  and  engage 
in  experiments  and  demonstration  projects  for  the  following  purposes : 
{A)  to  determine  whether^  and  if  so  which^  changes  in  methods 
I         of  payment  or  reimbursement  {other  than  those  dealt  with  in  sec- 
I         tion  222  {a)  of  the  Social  Security  Amendments  of  1972)  for  health 
1         care  and  services  under  health  programs  established  by  the  Social 
I         Security  Act,  including  a  change  to  methods  based  on  negotiated 
I         rates,  would  have  the  effect  of  increasing  the  efficiency  and  econ- 
1         omy  of  health  services  under  such  programs  through  the  creation 
I         of  additional  incentives  to  these  ends  without  adversely  affecting 
the  quality  of  such  services; 
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(B)  to  determine  whether  payments  for  services  other  than 
those  for  which  payment  may  he  made  under  such  programs  {and 
v)hich  are  incidental  to  services  for  irhich  payment  may  he  made 
under  such  programs)  loould,  in  the  judgment  of  the  Secretary^ 
result  in  more  economical  provision  and  more  effective  utiliza- 
tion of  services  for  ichich  p>a/yment  may  he  made  under  such 
program^  where  such  services  are,  furnished  hy  organizations 
and,  institutions  'which  have  the  capability  of  providing — 

(i)  comprehensive  health  care  services, 

(ii)  mental  health  care  services  {as  defined  hy  section 
401  {c)  of  the  Mental  Retardation  Facilities  and  Community 
Health  Centers  Construction  Act  of  1963) , 

{iii)  amhulatory  health  care  services  {^Including  surgical 
services  provided  on  an  outpatient  hasls),  or 

{iv)  institutional  services  which  may  suhstltute^  at  lower 
cost,  for  hospital  care; 
{C)  to  determine  whether  the  rates  of  payment  or  relmhurse- 
ment  for  health  care  services^  approved  hy  a  State  for  purposes 
of  the  administration  of  one  or  more  of  its  laws^  when  utilized 
to  determine  the  amount  to  he  paid  for  services  furnished  in  such 
State  under  the  health  programs  esiahllshed,  hy  the  Social  Secur- 
ity Act,  would  have  the  effect  of  reducing  the  costs  of  such  pro- 
grams without  adversely  affecting  the  quality  of  such  services; 

{D)  to  detei^ine  'whether  payments  under  such  programs 
hased  on  a  single  comhined  rate  of  reimhursement  or  charge  for 
the  teaching  activities  and  patient  care  tvhich  residents^  interns, 
and,  supervising  physlcmns  render  in  connection  urith  a,  graduate 
medical  education  program,  in  a,  patient  facility  would  result  in 
more  equitable  and  economicnl  patient  care  arrangements  tvith- 
out  ndversely  affecting  the  quality  of  such  care ; 

{E)  to  determine  ivhether  coverage  of  intermediate  care  facil- 
ity services  and  homem,aher  services  would,  provide  suitahle  al- 
ternatives to  posthospltal  heneflts  presently  provided  under  title 
XVIII  of  the  Social  Secumty  Act;  such  experiment  and  demon- 
stration projects  may  include : 

(^)  counting  each  day  of  care  in  an  intermediate  care  facil- 
ity as  one  day  of  care  in  a  skilled  nursing  facility,  if  such  care 
'was  for  a  condition  for  which  the  indivichml  iras  hospitalized. 

{il)  covering  the  services  of  homemakers  for  a  maximum 
of  21  days^  if  institutional  services  are  not  medically 
appropriate^ 

(Hi)  determining  whether  sur^h  coveraqe  would  reduce 
lonp-range  costs  hy  reducing  the  lengths  of  stay  in  hospitals 
and  skilled  nursing  facilities,  and 

(iv)  estahlishing  alternative  eliaihillt->i  reauirements  and 
determining  the  prohable  cost  of  applying  each  alternatl^^e, 
if  the  project  suggests  that  such  extension  of  coverage  woidd 
he  desirable: 

(F)  to  determine  whether,  and  if  so  n^hich  type  of.  fixed  price 
or  performance  incentive  contract  woidd  have  the  effect  of  in- 
ducing to  the  greatest  degree  effective,  efficient,  and  economical 
perfonnance  of  agencies  and  crganizations  making  payment 
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under  agreements  or  contracts  icith  the  Secretary  for  health  care 
and  services  under  health  programs  established  hy  the  Social 
Security  Act;  and 

(G)  to  detet^ine  under  ivhat  circumstances  payment  for  serv- 
ices woidd  he  appropriate  and  the  most  appropriate^  equitable^ 
and  noninflationary  methods  and  amounts  of  reimbursement 
under  health  care  programs  established  by  the  Social  Security 
Act  for  services,  lohich  are  performed  ind^ependently  by  an  assist- 
ant  to  a  physician^  including  a  nurse  practitioner  {rvhether  or  not 
performed  in  the  office  of  or  at  a  pla^e  at  lohich  such  physician  is 
physically  present) ,  and — 

(^)  which  such  assistant  is  legally  authorized  to  perform 
by  the  State  or  political  subdivision  icherein  such  services 
are  performed ;  and 

(ii)  for  tvhich  su^h  physician  assumes  full  legal  and  ethi- 
cal responsibility  as  to  the  necessity^  propriety^  and  quality 
thereof. 

For  purposes  of  this  subsection^  ''''health  programs  established  by  the 
Social  Security  Acf'  ineans  the  program  established  by  title  XVIII 
of  such  Act^  a  program  established  by  a  plan  of  a  State  approved 
under  title  XIX  of  such  Act,  and  a  program  established  by  a  plan  of 
a,  State  approved  under  title  V  a  f  smh  A ct. 

{2)  Grants^  payments  under  contracts^  and  other  expenditures  made 
for  eQ'periments  and  demonstration  projects  under  paragraph  (7) 
shall  be  made  in  appropriate  part  from  the  Federal  Hospital  Insur- 
ance Trust  Fund  {established  by  section  1817  of  the  Social  Security 
Act)  and  the  Federal  Supplementary  Medical  Insurance  TruM  Fund 
established  by  section  ISJfl  of  the  Social  Security  Act)  and  front 
funds  appropriated  under  titles  V  cmd  XIX  of  such  Act.  Grants  and 
payments  under  contracts  may  be  made  either  in  advance  or  by  vmy 
of  reimbursement,  as  may  be  determined  by  the  Secretary^  and  shall 
be  made  in  such  installments  and  on  such  conditions  a.H  the  Secretary 
finds  necessary  to  carry  out  the  purpose  of  this  section.  With  respect 
to  any  such  grant,  payment,  or  other  expenditure,  the  amount  to  be 
paid  from  each  of  such  trust  funds  (and.  from,  funds  appropriated 
under  such  titles  V  and  XIX)  shall  be  determined  by  the  Secretary, 
giving  due  regard  to  the  purposes  of  the  experiment  or  project 
in  volved. 

(b)  In  the  case  of  any  experiment  or  demonstration  project  under 
subsection  (a),  the  Secretary  niay  waive  compliance  with  the  require- 
ments of  titles  XVIII,  XIX,  and  V  of  the  Social  Security  Act  insofar 
as  such  requirements  relate  to  reimbursement  or  payment  on  tlie  basis 
of  reasonable  cost,  or  (in  the  case  of  physicians)  on  the  basis  of  rea- 
sonable charge  or  in  reimburse^nsnt  or  payment  only  for  such 
services  or  items  as  mmj  be  specified,  in  the  experiment',  and  costs 
incurred  in  such  experiment  or  demonstration  project  in  excess  of  the 
costs  which  would  otherwise  be  reimbui'sed  or  paid  under  such  titles 
may  be  reimbursed  or  paid  to  the  extent  that  such  waiver  a})plies  to 
them  (which  such  excess  being  borne  by  the  Secretary).  No  experi- 
ment or  demonstration  project  shall  be  engaged  in  or  developed  under 
subsection  (a)  until  the  Secretary  obtains  the  advice  and  reconunenda- 
tions  of  specialists  who  are  competent  to  evaluate  the  proposed  experi- 
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iiicnt  or  demonstration  project  as  to  the  soundness  of  its  objectives, 
t  lio  possibilities  of  securing  productive  results,  the  adequacy  of  re- 
Si)urces  to  conduct  the  proposed  experiment  or  demonstration  project^ 
and  its  relationship  to  other  similar  experiments  and  projects  already 
M)mr)leted  or  in  process. 

*  *  *  *  *  *  * 


INTERNAL  REVENUE  CODE  OF  1954 

******* 


INTERNAL  REVENUE  TITLE 


Subtitle  A.  Income  taxes. 

Subtitle  B.  Estate  and  gift  taxes. 

Subtitle  C.  Employment  taxes. 

Subtitle  D.  Miscellaneous  excise  taxes. 

Subtitle  E.  Alcohol,  tobacco,  and  certain  other  excise  taxes. 

Subtitle  F.  Procedure  and  administration. 

Subtitle  G.  The  Joint  Committee  on  Internal  Revenue  Taxation. 

Subtitle  H.  Financing  of  Presidential  Election  Campaigns. 

Subtitle  I.  Work  Bonus  Program. 


Subtitle  A — Income  Taxes 

Chapter  1.  Normal  taxes  and  surtaxes. 
Chapter  2.  Tax  on  self-employment  income. 

Chapter  3.  Withholding  of  tax  on  nonresident  aliens  and  foreign 
corporations  and  tax-free  covenant  bonds. 

Chapter  4.  Rules  applicable  to  recovery  of  excessive  profits  on 
government  contracts. 

Chapter  5.  Tax  on  transfers  to  avoid  income  tax. 

Chapter  6.  Consolidated  returns. 


(CHAPTER  1— NORMAL  TAXES  AND  SURTAXES 


Subchapter   A.  Determination  of  tax  liability. 

Subchapter  B.  Computation  of  taxable  income. 

Subchapter   C.  Corporate  distributions  and  adjustments. 

Subchapter  D.  Deferred  compensation,  etc. 

Subchapter   E.  Accounting  periods  and  methods  of  accounting. 

Subchapter   F.  Exempt  organizations. 

Subchapter  G.  Corporations  used  to  avoid  income  tax  on  share- 
holders. 

Subchapter  H.  Banking  institutions. 
Subchapter    I.  Natural  resources. 

Subchapter    J.  Estates,  trusts,  beneficiaries,  and  decedents. 

Subchapter  K.  Partners  and  partnerships. 

Subchapter   L.  Insurance  companies. 

Subchapter  M.  Regulated  investment  companies. 

Subchapter  N.  Tax  based  on  income  from  sources  within  or 

without  the  United  States. 
Subchapter   O.  Gain  or  loss  on  disposition  of  propert}^. 
Subchapter   P.  Capital  gains  and  losses. 

Subchapter  Q.  Readjustment  of  tax  between  years  and  special 
limitations. 

Subchapter  R.  Election  of  certain  partnerships  and  proprietor- 
ships as  to  taxable  status. 

Subchapter  S.  Election  of  certain  smaU  business  corporations 
as  to  taxable  status. 

Subchapter  T.  Cooperatives  and  their  patrons. 
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Subchapter  A — Determination  of  Tax  Liability 

Part     I.  Tax  on  individuals. 
Part    II.  Tax  on  corporations. 
Part  III.  Changes  in  rates  during  a  taxable  year. 
Part  IV.  Credits  against  tax. 
Part    V.  Tax  surcharge. 
Part  VI.  Minimum  tax  for  tax  preferences. 
******* 

PART  IV— CREDITS  AGAINST  TAX 

Subpart  A.  Credits  allowable. 

Subpart  B.  Rules  for  computing  credit  for  investment  in  certain 

depreciable  property. 
Subpart  C.  Rules  for  computing  credit  for  expenses  of  [work 

incentive!  guaranteed  employment  programs. 

Subpart  A — Credits  Allowable 

Sec.  31.  Tax  withheld  on  wages. 

Sec.  32.  Tax  withheld  at  source  on  nonresident  aliens  and  foreign 
corporations  and  on  tax-free  covenant  bonds. 

Sec.  33.  Taxes  of  foreign  countries  and  possessions  of  the  United 
States. 

Sec.  35.  Partially  tax-exempt  interest  received  by  individuals. 
Sec.  36.  Credits  not  allowed  to  individuals  paying  optional  tax 

or  taking  standard  deduction. 
Sec.  37.  Retirement  income. 

Sec.  38.  Investment  in  certain  depreciable  propert}^ 
Sec.  39.  Certain  uses  of  gasoline,  special  fuels,  and  lubricating  oil. 
Sec.  40.  Expenses  of  [work  incentive]  guaranteed  employment 
programs. 

Sec.  41.  Contributions  to  candidates  for  public  office. 
Sec.  Il2.  ^Af  ork  bonus. 
Sec.  [423  43.  Overpayments  of  tax. 
******* 
SEC.  31.  TAX  WITHHELD  ON  WAGES. 

(a)  Wage  Withholding  for  Income  Tax  Purposes. — 

(1)  In  general. — The  amount  withheld  under  section  3402  as 
tax  on  the  wages  of  any  individual  shall  be  allowed  to  the  recipient 
of  the  income  as  a  credit  against  the  tax  imposed  by  this  subtitle. 

(2)  Year  of  credit. — The  amount  so  withheld  during  any 
calendar  year  shall  be  allowed  as  a  credit  for  the  taxable  year 
beginning  in  such  calendar  year.  If  more  than  one  taxable  yea,T 
begins  in  a  calendar  year,  such  amount  shall  be  allowed  as  a  credit 
for  the  last  taxable  year  so  beginning. 

(b)  Credit  for  Special  Refunds  of  Social  Security  Tax. — 

(1)  In  general. — The  Secretary  or  his  delegate  may  prescribe 
regulations  providing  for  the  crediting  against  the  tax  imposed 
by  this  subtitle  of  the  amount  determined  by  the  taxpayer  or  the 
Secretary  (or  his  delegate)  to  be  allowable  under  section  6413(c) 
or  (e)  as  a  special  refund  of  tax  imposed  on  wages.  The  amount 
allowed  as  a  credit  under  such  regulations  shall,  for  purposes  of 
this  subtitle,  be  considered  an  amount  withheld  at  source  as  tax 
under  section  3402. 

(2)  Year  of  credit. — Any  amount  to  which  paragraph  (1) 
applies  shall  be  allowed  as  a  credit  for  the  taxable  year  beginning  in 
the  calendar  year  during  which  the  wages  were  received.  If  more 
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than  one  taxable  yesiV  begins  in  the  calen<lar  3^ear,  such  amount 
shall  be  allowed  as  a  credit  for  the  last  taxable  year  so  beginning. 

:i:  4:  ^  H:  H: 

SEC.  37.   RETIREMENT  INCOME. 

[(a)  General  Rule. — In  the  case  of  an  individual  who  has  re- 
ceived earned  income  before  the  beginning  of  the  taxable  3^ear,  there 
shall  be  allowed  as  a  credit  against  the  tax  imposed  by  this  chapter 
for  the  taxable  3'ear  an  amount  equal  to  17  percent,  in  the  case  of  a 
taxable  year  beginning  in  1964,  or  15  percent,  in  the  case  of  a  tax- 
able year  beginning  after  December  31,  1964,  of  the  amount  re- 
ceived by  such  individual  as  retirement  income  (as  defined  in  sub- 
section (c)  and  as  limited  by  subsection  (d)) ;  but  this  credit  shall  not 
exceed  such  tax  reduced  by  the  credits  allowable  under  section  32(2) 
(relating  to  tax  withheld  at  source  on  tax-free  covenant  bonds),  sec- 
tion 33  (relating  to  foreign  tax  credit),  and  section  35  (relating  to 
partially  tax-exampt  interest) . 

[(b)  Individual  Who  Has  Received  Earned  Income. — For  pur- 
poses of  subsection  (a),  an  individual  shall  be  considered  to  have 
received  earned  income  if  he  has  received,  in  each  of  any  10  calendar 
years  before  the  taxable  year,  earned  income  (as  defined  in  subsection 
(g))  in  excess  of  $600.  A  widow  or  widower  whose  spouse  had  received 
such  earned  income  shall  be  considered  to  have  received  earned  income. 

[(c)  Retirement  Income. — For  purposes  of  subsection  (a),  the 
term  ''retirement  income"  means — 

[(1)  in  the  case  of  an  individual  who  has  attained  the  age  of  65 
before  the  close  of  the  taxable  .year,  income  from — 

[(A)  pensions  and  annuities  (including,  in  the  case  of  an  in- 
dividual who  is,  or  has  been,  an  employee  within  the  meaning  of 
section  401(c)(1),  distributions  by  a  trust  described  in  section 
401(a)  which  is  exempt  from  tax  under  section  501(a)), 
[(B)  interest, 
[(C)  rents, 
[(D)  dividends,  and 

[(E)  bonds  described  in  section  405(b)(1)  which  are  received 
under  a  qualified  bond  purchase  plan  described  in  section  405(a) 
or  in  a  distribution  from  a  trust  described  in  section  401(a)  which 
is  exempt  from  tax  under  section  501(a),  or 

[(2)  in  the  case  of  an  individual  who  has  not  attained  the  age  of 
65  before  the  close  of  the  taxable  year,  income  from  pensions  and 
annuities  under  a  public  retirement  system  (as  defined  in  subsection 

to  the  extent  included  in  gross  income  without  reference  to  this  section,, 
but  only  to  the  extent  such  income  does  not  represent  compensation 
for  personal  services  rendered  during  the  taxable  year. 

[(d)  Limitation  on  Retirement  Income. — For  purposes  of  sub- 
section (a),  the  amount  of  retirement  income  shall  not  exceed  $1,524 
less — 

[(1)  in  the  case  of  any  individual,  any  amount  received  by  the 
individual  as  a  pension  or  annuity — 

[(A)  under  title  II  of  the  Social  Security  Act, 

[(B)  under  the  Railroad  Retirement  Acts  of  1935  or  1937,  or 

[(C)  otherwise  excluded  from  gross  inome,  and 
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(2)  in  the  case  of  any  individual  who  has  not  attained  age  72 
before  the  close  of  the  taxable  year — 

[(A)  if  such  individual  has  not  attained  age  62  before  the  close 
of  the  taxable  year,  any  amount  of  earned  income  (as  defined  in 
subsection  (g))  in  excess  of  $900  received  b}^  such  individual  in 
the  taxable  year,  or 

(B)  if  such  individual  has  attained  age  62  before  the  close  of  the 
taxable  year,  the  sum  of  (i)  one-half  the  amount  of  earned  income 
received  by  such  individual  in  the  taxable  year  in  excess  of  $1,200 
but  not  in  excess  of  $1,700,  and  (ii)  the  amount  of  earned  income 
so  received  in  excess  of  $1,700. 
[(e)  Rule  for  Application  of  Subsection  (d)(1). — Subsection 
(d)  (1)  shall  not  apply  to  any  amount  excluded  from  gross  incom^e  under 
section  72  (relating  to  annuities),  101  (relating  to  life  insurance  pro- 
ceeds), 104  (relating  to  compensation  for  injuries  or  sickness),  105 
(relating  to  amounts  recieved  under  accident  and  health  plans),  402 
(relating  to  taxability  of  beneficiary  of  employees'  trust),  or  403  (relat- 
ing to  taxation  of  employee  annuities). 

[(f)  Public  Retirement  System  Defined. — For  purposes  of 
subsection  (c)(2),  the  term  ^'public  retirement  s^^stem"  means  a 
pension,  annuity,  retirement,  or  similar  fund  or  system  established  by 
the  United  States,  a  State,  a  Territory,  a  possession  of  the  United 
States,  any  political  subdivision  of  any  of  the  foregoing,  or  the  District 
of  Columbia. 

[(g)  Earned  Income  Defined. — For  purposes  of  subsections  (b) 
and  (d)  (2),  the  term  '^earned  income"  has  the  meaning  assigned  to 
such  term  in  section  911(b),  except  that  such  term  does  not  include 
any  amount  received  as  a  pension  or  annuity. 

[(h)  Nonresident  Alien  Ineligible  for  Credit. — No  credit  shall 
be  allowed  under  subsection  (a)  to  any  nonresident  alien, 
[(i)  Special  Rules  for  Certain  Married  Couples. — 

[(1)  Election. — A  husband  and  wife  who  make  a  joint  return 
for  the  taxable  3^ear  and  both  of  whom  have  attained  the  age  of  65 
before  the  close  of  the  taxable  year  may  elect  (at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  b};^  regulations  pre- 
scribes) to  determine  the  amount  of  the  credit  allowed  by  subsection 
(a)  by  applying  the  provisions  of  paragraph  (2). 

[(2)  Special  rules. — If  an  election  is  made  under  paragraph  (1) 
for  the  taxable  yesir,  for  purposes  of  subsection  (a) — 

[(A)  if  either  spouse  is  an  mdividual  who  has  received  earned 
income  within  the  meaning  of  subsection  (b),  the  other  spouse 
shall  be  considered  to  be  an  individual  who  has  received  earned 
income  within  the  meaning  of  such  subsection;  and 

[(B)  subsection  (d)  shall  be  considered  as  providing  that  the 
amount  of  the  combined  retirement  income  of  both  spouses  shall 
not  exceed  $2,286,  less  the  sum  of  the  amounts  specified  in 
paragraphs  (1)  and  (2)  of  subsection  (d)  for  each  spouse, 
[(j)  Cross  Reference. — 

[For  disallowance  of  credit  where  tax  is  computed  by  Secretary 
or  his  delegate,  see  section  60 14 (a). 3 
(a)  General  Rules. — 

(1)  Joint  peturns. — In  the  case  oi  a  joint  return — 

{A)  if  either  spouse  has  attained  the  age  of  65  before  the  close  of  the 
taxable  year,  or 
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(B)  ij  neither  sjwuse  has  attained  the  age  of  65  before  the  close 

oj  the  taxable  year  but  one  or  both  spouses  have  public  retirement 

system  pension  income  for  the  taxable  year, 
there  shall  be  allowed  as  a  credit  against  the  tax  imposed  by  this  chapter 
for  the  taxable  year  an  amount  equal  to  15  percent  of  the  retirement 
income  {as  limited  by  subsection  (b))  received  by  the  husband  and  wife 
during  the  taxable  year. 

(2)  Other  returns. — In  the  case  of  a  return  by  an  unmarried  indi- 
vidual and  of  a  separate  return  by  a  married  individual — 

(^4)  if  the  individual  has  attained  the  age  of  65  before  the  close 

of  the  taxable  year,  or 

(B)  if  the  individual  has  not  attained  the  age  of  65  before  the  close 

of  the  taxable  year  but  has  public  retirement  system  pension  income 

for  the  taxable  year, 
there  shall  be  allowed  OrS  a  credit  against  the  tax  imposed  by  this  chapter 
for  the  taxable  year  an  amount  equal  to  15  percent  of  the  retirement 
income  {as  limited  by  subsection  (6))  received  by  the  individual  during 
the  taxable  year. 

{b)  Limitation  of  Retirement  Income. — ■ 

(i)  In  general. — The  amount  of  retirement  income  which  may  be 
taken  into  account  for  purposes  of  subsection  {a)  shall  not  exceed  the 
following  amounts  {reduced  as  provided  in  paragraph  {2)): 
{A)  $2,500,  m  the  case  of  an  unmarried  individual, 
(B)  $2,5CC,  m  the  case  of  a  joint  return  where  only  one  spouse  is 
an  eligible  individual, 

{C)  $3,750,  in  the  case  of  a  joint  return  where  both  spouses  are 
eligible  individuals,  or 

{D)  $1,875,  in  the  case  of  separate  return  by  a  married  individual. 
{2)  Reduction. — Except  as  provided  in  paragraphs  {S)  and  {4),  the 
reduction  under  this  paragraph  in  the  case  of  any  individual  is — 

{A)  any  amount  received  by  such  individual  as  a  pension  or 
annuity — 

(i)  under  title  II  of  the  Social  Security  Act, 
{ii)  under  the  Railroad  Retirement  Act  of  1935  or  1937,  or 
{Hi)  otherwise  excluded  from  gross  income,  plus 
{B)  in  the  case  of  any  individual  who  has  not  attained  age  72 
before  the  close  of  the  taxable  year — 

(?')  except  as  provided  in  clause  {ii),  one-half  the  amount  of 
earned  income  received  by  such  individual  in  the  taxable  year  in 
excess  of  $2,000,  or 

{ii)  if  such  individual  ha^  not  attained  age  62  before  the  close 
of  the  taxable  year,  and  if  such  individual  {or  his  spouse  under 
age  62)  is  an  eligible  individual  as  defined  in  subsection  {d)  {4)  {B), 
any  amount  of  earned  income  in  excess  of  $1,000  received  by 
such  individual  in  the  taxable  year. 
{3)  Special  rules  for  determining  the  reduction  provided  in 
paragraph  {2)  .— 

{A)  Joint  returns. — In  the  case  of  a  joint  return,  the  reduction 
under  paragraph  {2)  shall  be  the  aggregate  of  the  amounts  resulting 
from  applying  paragraph  {2)  separately  to  each  spouse. 

{B)  Separate  returns  of  married  individuals. — In  the  case 
of  a  separate  return  of  a  married  individual,  paragraph  {2)  {B)  {i) 
shall  be  applied  by  substituting  "$1,000''  for  "$2,000'',  and  para- 
graph {2)  {B)  {ii)  shall  be  applied  by  substituting  "$500"  for  "$1,000". 
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(C)    No    REDUCTION   FOR    CERTAIN    AMOUNTS    EXCLUDED  FROM 

GROSS  INCOME. — No  reduction  shall  he  made  under  paragraph  {2)  {A) 
for  any  amount  excluded  from  gross  income  under  section  12  (relating 
to  annuities),  101  {relating  to  lifr  insurance  proceeds),  104  {relating 
to  compensation  for  injuries  or  sickness),  105  {relating  to  amounts  re- 
ceived under  accident  and  health  plans) ,  4-C2  {relating  to  taxability  oj 
beneficiary  of  employees^  trust),  or  403  {relating  to  taxation  of  em- 
ployee annuities). 

{4)  Special  rule  for  certain  individuals  receiving  public 
RETIREMENT  SYSTEM  PENSION  INCOME. — In  the  casc  of  a  joiut  rctum 
where  one  spouse  is  an  eligible  individual  as  defined  in  subsection  {d) 
{4)  {A)  and  the  other  spouse  is  an  eligible  individual  as  defined  in  sub- 
section {d){4){B),  there  shall  be  an  additional  reduction  under  para- 
graph {2)  in  an  amount  equal  to  the  excess  {if  any)  of  $1 ,25C  over  the 
amount  of  the  public  retirement  system  pension  income  of  the  spouse  who 
is  an  eligible  individual  as  defined  m  subsection  {d)  {4)  {B) . 
(c)  Retirement  Income. — For  purposes  of  this  section — 

{1)  In  general. — Except  cbs  provided  in  paragraph  {2),  the  term 
^'retirement  income''  means  income  from — 

{A)  pensions  and  annuities  {induding  public  retirement  system 
pension  income  and  including,  in  the  case  of  an  individual  who  is,  or 
has  been,  an  employee  within  the  meaning  of  section  401{c){l), 
distributions  by  a  trust  described  in  section  401  {a)  which  is  exempt 
from  tax  under  section  601  {a)),  . 

(B)  interest, 

(C)  rents, 

{D)  dividends,  and 

(E)  bonds  described  in  section  405{b){l)  which  are  received  under 
a  qualified  bond  purchase  plan  described  in  section  405 {a)  or  in  a 
distribution  from  a  trust  described  in  section  401  {a)  which  is 
exempt  from  tax  under  section  501  {a), 
to  the  extent  included  in  gross  income  without  reference  to  this  section, 
but  only  to  the  extent  such  income  does  not  represent  compensation  for 
personal  services  rendered  during  the  taxable  year. 

{2)  Certain  individuals  under  age  66. — In  the  case  of — 

{A)  a  return  by  an  unmarried  individual  who  has  not  attained  the 
age  of  65  before  the  close  of  the  taxable  year, 

{B)  a  separate  return  by  a  married  individual  who  has  not  attained 
the  age  of  65  before  the  close  of  the  taxable  year,  and 

{C)  a  joint  return  if  neither  spouse  has  attained  the  age  of  65 
before  the  close  of  the  taxable  year, 
the  term  "retirement  income''  means  only  public  retirement  system 
pension  income,  and  only  so  much  of  such  income  received  by  an  indi- 
vidual during  the  taxable  year  as  does  not  exceed  $2,500. 
{d)  Other  Definitions  and  Special  Rules. — For  purposes  of 
his  section. — 

{1)  Public  retirement  system  pension  income. — The  term 
'^public  retirement  system  pension  income"  means  income  from  pensions 
and  annuities  under  a  public  retirement  system  for  personal  services 
performed  by  the  taxpayer  or  his  spouse,  to  the  extent  included  in  gross 
income  without  reference  to  this  section,  but  only  to  the  extent  such  in- 
come does  not  represent  compensation  for  personal  services  rendered 
during  the  taxable  year.  For  purposes  of  this  paragraph,  the  term 
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"public  retirement  system^'  means  a  pension,  annuity,  retirement,  or 
similar  fund  or  system  established  by  the  United  States,  a  State,  a 
possession  of  the  United  States,  any  political  subdivision  of  any  of  the 
foregoing,  or  the  District  of  Columbia. 

{2)  Earned  income. — The  term  "earned  income^'  has  the  meaning 
assigned  to  such  term  in  section  911(b)  except  that  such  term  does  not 
iifwlude  any  amount  received  as  a  pension  or  annuity. 

(3)  Community  property  laws  disregarded. — The  determination 
of  whether — 

(A)  earned  income,  or 

(B)  income  from  pensions  and  annuities  for  personal  services 
{including  public  retirement  system  pension  income  and  distribu- 
tions  to  which  subsection  (c)  (1 )  (A)  applies) , 

is  the  income  of  a  husband  or  wife  shall  be  made  without  regard  to 
community  property  laws. 

(4)  Eligible  individual. — The  term  "eligible  individual  means 
an  individual  who — 

(A)  has  attained  the  age  of  65  before  the  close  of  the  taxable  year,  or 

(B)  has  not  attained  such  age  but  has  public  retirement  system 
pension  income  for  the  taxable  year. 

(3)  Marital  status. — Marital  status  shall  be  determined  under 
section  153. 

(6)  Joint  return. — The  term  "joint  return''^  means  the  joint  return 
of  a  husband  and  wife  made  under  section  6013. 

(e)  Nonresident  Alien  Ineligible  for  Credit. — No  credit  shall 
be  allowed  under  this  section  to  any  nonresident  alien. 

SEC.  40.   EXPENSES  OF  CWORK  INCENTIVE]  GUARANTEED  EMPLOY- 
MENT PROGRAMS. 

(a)  General  Rule. — There  shall  be  allowed,  as  a  credit  against 
the  tax  iraposed  by  this  chapter,  the  amount  determined  under  subpart 
C  of  this  part. 

(b)  Regulations. — The  Secretary  or  his  delegate  shall  prescribe 
such  regulations  as  may  be  necessary  to  carry  out  the  purposes  of  this 
section  and  subpart  C. 

*  «  *  4:  *  *  * 

SEC.  42.   WORK  BONUS. 

There  shall  be  allowed  to  a  taxpayer  who  is  an  eligible  individual  {as 
defined  in  section  10005)  and  who  makes  an  election  under  section  10001 
{d)  for  the  taxable  year,  as  a  credit  against  the  tax  imposed  by  this  chapter 
an  amount  equal  to  any  amount  to  which  he  is  entitled  under  chapter  97 
for  that  year  unless  he  has  applied  to  receive  that  amount  as  a  payment 
under  that  chapter.  The  Secretary  or  his  delegate  shall  prescribe  such 
regulations  as  may  be  necessary  to  carry  out  the  provisions  of  this  section. 

SEC.  C42.]  43.   OVERPAYMENTS  OF  TAX. 

For  credit  against  the  tax  imposed  by  this  subtitle  for  overpayments 
of  tax,  see  section  6401. 

******* 
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Subpart  C — Rules  for  Computing  Credit  for  Expenses  of 
[Work  Incentive]  Guaranteed  Employment  Programs 

Sec.  50A.  Amount  of  credit. 

Sec.  50B.  Definitions;  special  rules. 

SEC.  50A.   AMOUNT  OF  CREDIT. 

(a)  Determination  of  Amount. — 

(1)  General  rule. — The  amount  of  the  credit  allowed  by  section 
40  for  the  taxable  year  shall  be  equal  to  20  percent  of  the  [work 
incentive]  guaranteed  employment  program  expenses  (as  defined  in 
section  50B(a)). 

(2)  Limitation  based  on  amount  of  tax. — -Notmthstanding 
paragraph  (1),  the  credit  allowed  by  section  40  for  the  taxable  year 
shall  not  exceed — 

(A)  so  much  of  the  liability  for  tax  for  the  taxable  year  as  does 
not  exceed  $25,000,  plus 

(B)  50  percent  of  so  much  of  the  liability  for  tax  for  the  tax- 
able year  as  exceeds  $25,000. 

(3)  Liability  for  tax. — For  purposes  for  paragraph  (2),  the 
liability  for  tax  for  the  taxable  year  shall  be  the  tax  imposed  by  this 
chapter  for  such  year,  reduced  by  the  sum  of  the  credits  allowable 
under — 

(A)  section  33  (relating  to  foreign  tax  credit), 

(B)  section  35  (relating  to  partially  tax  exempt  interest), 

(C)  section  37  (relating  to  retirement  income) , 

(D)  section  38  (relating  to  investment  in  certain  depreciable 
property),  and 

(E)  section  41  (relating  to  contributions  to  candidates  for  public 
office) . 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the  taxable  year 
by  section  56  (relating  to  minimum  tax  for  tax  preferences) ,  section 
531  (relating  to  accumulated  earnings  tax),  section  541  (relating  to 
personal  holding  company  tax),  or  section  1378  (relating  to  tax  on 
certain  capital  gains  of  subchapter  S  corporations),  and  any  addi- 
tional tax  imposed  for  the  taxable  year  by  section  1351(d)(1)  (re- 
lating to  recoveries  of  foreign  expropriation  losses) ,  shall  not  be  con- 
sidered tax  imposed  by  this  chapter  for  such  year. 

(4)  Married  individuals. — In  the  case  of  a  husband  or  wife  who 
files  a  separate  return,  the  amount  specified  under  subparagraphs 
(A)  and  (B)  of  paragraph  (2)  shall  be  $12,500  in  lieu  of  $25,000. 
This  paragraph  shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
[work  incentive]  guaranteed  employment  program  expenses  for,  and 
no  unused  credit  carryback  or  carryover  to,  the  taxable  year  of  such 
spouse  which  ends  within  or  with  the  taxpayer's  taxable  year. 

(5)  Controlled  groups. — In  the  case  of  a  contro  group,  tdellhe 
$25,000  amount  specified  under  paragraph  (2)  shall  be  reduced  for 
each  component  member  of  such  group  by  apportioning  $25,000. 
among  the  component  members  of  such  group  in  such  manner  as  the 
Secretary  or  his  delegate  shall  by  regulations  prescribe.  For  purposes 
of  the  preceding  sentence,  the  term  ''controlled  group"  has  the 
meaning  assigned  to  such  term  by  section  1563(a). 

(b)  Carryback  and  Carryover  of  Unused  Credit. — 

(1)  Allowance  of  credit. — If  the  amount  of  the  credit  deter- 
mined under  subsection  (a)(1)  for  any  taxable  year  exceeds  the 
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limitation  provided  by  subsection  (a)(2)  for  such  taxable  year  j 
(hereinafter  in  this  subsection  referred  to  as  ''unused  credit  year"),  j 
such  excess  shall  be —  *  I 

(A)  a  [work  incentive]  guaranteed  employment  program  credit 
carryback  to  each  of  the  3  taxable  years  preceding  the  unused 
credit  3^ear,  and  I 

(B)  a  [work  incentive]  guaranteed  employment  program  credit  ! 
carryover  to  each  of  the  7  taxable  years  following  the  unused  i 
credit  year  ' 

and  shall  be  added  to  the  amount  allowable  as  a  credit  by  section  | 
40  for  such  years,  except  that  such  excess  may  be  a  carryback  only  ' 
to  a  taxable  year  beginning  after  December  31,  1971.  The  entire 
amount  of  the  unused  credit  for  an  unused  credit  year  shall  be  i 
carried  to  the  earliest  of  the  10  taxable  years  to  which  (by  reason  of  | 
subparagraphs  (A)  and  (B))  such  credit  may  be  carried,  and  then 
to  each  of  the  other  9  taxable  years  to  the  extent  that,  because  of 
the  limitation  contained  in  paragraph  (2),  such  unused  credit  may  , 
not  be  added  for  a  prior  taxable  year  to  which  such  unused  credit 
may  be  carried. 

(2)  Limitation. — The  amount  of  the  unused  credit  which  may 
be  added  under  paragraph  (1)  for  any  preceding  or  succeeding 
taxable  year  shall  not  exceed  the  amount  by  which  the  limitation 
provided  by  subsection  (a)(2)  for  such  taxable  year  exceeds  the 
sum  of — 

(A)  the  credit  allowable  under  subsection  (a)  (1)  for  such  taxable 
3'ear,  and 

(B)  the  amounts  which,  by  reason  of  this  subsection,  are 
added  to  the  amount  allowable  for  such  taxable  year  and  attribu- 
table to  taxable  years  preceding  the  unused  credit  year. 

(c)  Early  Termination  of  Employment  by  Employer,  Etc. — 

(1)  General   rule. — Under  regulations  prescribed  by  the 
Secretary  or  his  delegate — 

(A)  [Work  incentive]  Guaranteed  employment  program 
EXPENSES. — If  the  employment  of  any  employee  with  respect 
to  whom  [work  incentive]  guaranteed  employment  program 
expenses  are  taken  into  account  under  subsection  (a)  is  terminated 
by  the  taxpayer  at  any  time  during  the  first  12  months  of  such 
employment  (whether  or  not  consecutive)  or  before  the  close 
of  the  12th  calendar  month  after  the  calendar  month  in  which 
such  employee  completes  12  months  of  employment  with  the 
taxpayer,  the  tax  under  this  chapter  for  the  taxable  year  in  which 
such  emplo3^ment  is  terminated  shall  be  increased  by  an  amount 
(determined  under  such  regulations)  equal  to  the  credits  allowed 
under  section  40  for  such  taxable  year  and  all  prior  taxable  years 
attributable  to  [work  incentive]  guaranteed  employment  program 
expenses  paid  or  incurred  with  respect  to  such  employee. 

(B)  Carrybacks  and  carryovers  adjusted. — In  the  case 
of  any  termination  of  employment  to  which  subparagraph  (A) 
applies,  the  carrybacks  and  carr3'0vers  under  subsection  (b) 
shall  be  properly  adjusted. 

(2)  Subsection  not  to  apply  in  certain  cases. — 
(A)  In  general. — Paragraph  (1)  shall  not  apply  to — 

(i)  a  termination  of  employment  of  an  employee  w^ho 
voluntarily  leaves  the  employment  of  the  taxpayer. 
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(ii)  a  termination  of  employment  of  an  individual  who, 
before  the  close  of  the  period  referred  to  in  paragraph  (1)(A), 
becomes  disabled  to  perform  the  services  of  such  employment, 
unless  such  disability  is  removed  before  the  close  of  such  period 
and  the  taxpayer  fails  to  offer  reemployment  to  such  individual, 
or 

(iii)  a  termination  of  employment  of  an  individual,  if  it  is 
determined  under  the  applicable  State  unemployment  com- 
pensation law  that  the  termination  was  due  to  the  misconduct 
of  such  individual. 

(B)  Change  in  form  of  business,  etc. — For  purposes  of 
paragraph  (1),  the  employment  relationship  between  the  tax- 
payer and  an  employee  shall  not  be  treated  as  terminated — 

(i)  by  a  transaction  to  which  section  381(a)  applies,  if  the 
employee  continues  to  be  employed  by  the  acquiring  corpora- 
tion, or 

(ii)  by  reason  of  a  mere  change  in  the  form  of  conducting 
the  trade  or  business  of  the  taxpayer,  if  the  employee  continues 
to  be  employed  in  such  trade  or  business  and  the  taxpayer 
retains  a  substantial  interest  in  such  trade  or  business. 

(3)  Special  rule. — Any  increase  in  tax  under  paragraph  (1) 
shall  not  be  treated  as  tax  imposed  by  this  chapter  for  purposes 
of  determining  the  amount  of  any  credit  allowable  under  subpart  A. 
(d)  Failure  To  Pay  Comparable  Wages. — 

(1)  General  rule. — Under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  if  during  the  period  described  in  subsection 
(c)(1)(A),  the  taxpayer  pays  wages  (as  defined  in  section  50B(b)) 
to  an  employee  with  respect  to  whom  [work  incentive]  guaranteed 
employment  program  expenses  are  taken  into  account  under  sub- 
section (a)  which  are  less  than  the  wages  paid  to  other  employees 
who  perform  comparable  services,  the  tax  under  this  chapter  for 
the  taxable  year  in  which  such  wages  are  so  paid  shall  be  increased 
by  an  amount  (determined  under  such  regulations)  equal  to  the 
credits  allowed  under  section  40  for  such  taxable  year  and  all  prior 
taxable  years  attributable  to  [work  incentive]  guaranteed  employ- 
ment program  expenses  paid  or  incurred  with  respect  to  such 
employee,  and  the  carrybacks  and  carryovers  under  subsection  (b) 
shall  be  properly  adjusted. 

(2)  Special  rule. — Any  increase  in  tax  under  paragraph  (1) 
shall  not  be  treated  as  tax  imposed  by  this  chapter  for  purposes  of 
determining  the  amount  of  any  credit  allowable  under  subpart  A. 

SEC.  SOB.   DEFINITIONS;  SPECIAL  RULES. 

(a)  [Work  Incentive]  Guaranteed  Employment  Program  Ex- 
penses.— For  purposes  of  this  subpart,  the  term  ''[work  incentive] 
guaranteed  employment  program  expenses"  means  the  wages  paid  or 
incurred  by  the  taxpa3^er  for  services  rendered  during  the  first  12 
months  of  em})loyment  (whether  or  not  consecutive)  of  employees 
who  are  certified  by  the  Secretary  of  Labor  as — 

[(1)  having  been  placed  in  employment  under  a  work  incentive 

program  estabUshed  under  section  432(b)(1)  of  the  Social  Security 

Act,  and] 

(1)  having  participated,  immediately  prior  to  employment  by  the 
taxpayer,  for  at  least  one  month  in  the  guaranteed  employment  program 
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administered  by  the  Work  Administration  under  title  XX  of  the  Social 
Security  Act,  and 

(2)  not  having  displaced  any  individual  from  employment. 

(b)  Wages. — For  purposes  of  subsection  (a),  the  term  'Svages" 
means  only  cash  remuneration  (including  amounts  deducted  and 
withheld). 

(c)  Limitations. — 

[(1)  Trade  or  business  expenses. — No  item  shall  be  taken 
into  account  under  subsection  (a)  unless  such  item  is  incurred  in  a 
trade  or  business  of  the  taxpayer.] 

(1)  Amount  of  wages  per  employee. — The  amount  of  wages  paid 
or  incurred  during  the  taxable  year  with  respect  to  any  employee  certified 
under  subsection  (a) — 

{A)  who  is  a  nonbusiness  employee,  or 

(B)  whose  employment  by  the  taxpayer  begins  after  December  31 , 
1973, 

which  may  be  taken  into  account  under  that  subsection  shall  not  include 
so  much  of  the  wages  paid  or  incurred  during  the  taxable  year  as  exceeds 
an  annual  rate  of  $4,000. 

{2)  Total  amount  of  wages  per  year. — 

(A)  In  general. — The  total  amount  of  wages  paid  or  incurred 
during  the  taxable  year  with  respect  to  all  employees  certified  under 
subsection  (a)— 

(?')  who  are  nonbusiness  employees,  or 

(n)  whose  employment  by  the  taxpayer  begins  after  December  31, 
-  1973, 

which  may  be  taken  into  account  under  this  subsection  shall  not 
exceed  15  percent  of  so  WiUch  of  the  aggregate  wages  paid  or  incurred 
during  the  taxable  year  with  respect  to  all  employees  of  the  taxpayer 
as  does  not  exceed,  in  the  case  of  each  employee,  the  average  rate  of 
the  wages  paid  or  incurred  during  the  taxable  year  with  respect  to 
employees  certified  under  subsection  (a)  {to  the  extent  such  ivages  are 
taken  into  account  under  paragraph  {1))- 

(B)  Wages  of  one  employee. — The  total  amount  of  wages  which 
may  be  taken  into  account  under  subparagraph  (A)  shall  not  be  less 
than  the  amount  of  wages  which  are  taken  into  account  under  para- 
graph (l)  with  respect  to  one  employee.  In  the  case  a  husband  and 
wife  who  file  separate  returns,  the  preceding  sentence  shall  apply, 
with  respect  to  nonbusiness  employees,  only  to  the  spouse  designated 
by  them  in  such  manner  as  the  Secretary  or  his  delegate  prescribes  by 
regulations 

(C)  Business  and  nonbusiness  employees. — Subparagraphs 
(A)  and  (B)  shall  apply  separately  with  respect  to  nonbusiness 
employees  of  the  taxpayer. 

E(2)3  {3)  Reimbursed  expenses. — No  item  shall  be  taken  into 
account  under  subsection  (a)  to  the  extent  that  the  taxpayer  is  re- 
imbursed for  such  item. 

[(3)3  (4-)  Geographical  limitation. — No  item  shall  be  taken  into 
account  under  subsection  (a)  with  respect  to  any  expense  paid  or 
incurred  by  the  taxpayer  with  respect  to  employment  outside  the 
United  States. 

[(4)3  (5)  Maximum  period  of  training  or  instruction. — 
No  item  with  respect  to  any  employee  shall  be  taken  into  account 
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under  subsection  (a)  after  the  end  of  the  24-month  period  begin- 
ning with  the  date  of  initial  employment  of  such  employee  b}^  the 
taxpayer. 

E(5)l  {6)  Ineligible  individuals. — No  item  shall  be  taken  into 
account  under  subsection  (a)  with  respect  to  an  individual  who — 

(A)  bears  any  of  the  relationships  described  in  paragraphs  (1) 
through  (8)  of  section  152(a)  to  the  taxpayer,  or,  if  the  taxpayer 
is  a  corporation,  to  an  individual  who  owns,  directly  or  indirectl}^ 
more  than  50  percent  in  value  of  the  outstanding  stock  of  the 
corporation  (determined  with  the  application  of  section  267(c)), 

(B)  if  the  taxpayer  is  an  estate  or  trust,  is  a  grantor,  beneficiary, 
or  fiduciary  of  the  estate  or  trust,  or  is  an  individual  who  bears 
any  of  the  relationships  described  in  paragraphs  (1)  through  (8) 
of  section  152(a)  to  a  grantor,  beneficiary,  or  fiduciary  of  the 
estate  or  trust,  or 

(C)  is  a  dependent  (described  in  section  152(a)(9))  of  the 
taxpayer,  or,  if  the  taxpayer  is  a  corporation,  of  an  individual 
described  in  subparagraph  (A),  or,  if  the  taxpayer  is  an  estate  or 
trust,  of  a  grantor,  beneficiary,  or  fiduciary  of  the  estate  or  trust. 

(d)  Subchapter  S  Corporations. — In  case  of  an  electing  small 
business  corporation  (as  defined  in  section  1371) — 

(1)  the  [work  incentive]  guaranteed  employment  program  expenses 
for  each  taxable  year  shall  be  apportioned  pro  rata  among  the 
persons  who  are  shareholders  of  such  corporation  on  the  last  day  of 
such  taxable  year,  and 

(2)  any  person  to  whom  any  expenses  have  been  apportioned 
under  paragraph  (1)  shall  be  treated  (for  purposes  of  this  subpart) 
as  the  taxpayer  with  respect  to  such  expenses. 

(e)  Estates  and  Trusts. — In  the  case  of  an  estate  or  trust — 

(1)  the  [work  incentive]  guaranteed  employment  program  ex- 
penses for  any  taxable  year  shall  be  apportioned  between  the  estate 
or  trust  and  the  beneficiaries  on  the  basis  of  the  income  of  the  estate 
or  trust  allocable  to  each, 

(2)  any  beneficiary  to  whom  any  expenses  have  been  apportioned 
under  paragraph  (I)  shall  be  treated  (for  purposes  of  this  subpart) 
as  the  taxpayer  with  respect  to  such  expenses,  and 

(3)  the  $25,000  amount  specified  under  subparagraphs  (A)  and 
(B)  of  section  50A(a)(2)  applicable  to  such  estate  or  trust  shall  be 
reduced  to  an  amount  which  bears  the  same  ratio  to  $25,000  as  the 
amount  of  the  expenses  allocated  to  the  trust  paragraph  (1)  bears 
to  the  entire  amount  of  such  expenses. 

(f)  Limitations  With  Respect  to  Certain  Persons. — In  the 
case  of — 

(1)  an  organization  to  which  section  593  applies, 

(2)  a  regulated  investment  company  or  a  real  estate  investment 
trust  subject  to  taxation  under  subchapter  M  (section  851  and 
following),  and 

(3)  a  cooperative  organization  described  in  section  1381(a), 
rules  similar  to  the  rules  provided  in  section  46(d)  shall  apply 
under  regulations  prescribed  by  the  Secretary  or  his  delegate. 

{g)  Nonbusiness  Employees. — 

{1)  Election. — Subsection  (a)  shall  apply  with  respect  to  non- 
business emjdoyees  of  the  taxpayer  only  if  the  taxpayer  makes  an 
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election  under  this  subsection.  Such  election  shall  be  made  for  any 
taxable  year  in  s-uch  manner  and  within  such  time  a^  the  ^Secretary  or 
his  delegate  prescribes  by  regulations.  ^  ^ 

(2)  Denial  of  deduction  under  section  214. — //  the  taxpayer 
makes  an  election  under  paragraph  {1)  for  a  taxable  year,  no  deduction 
shall  be  allowable  to  the  taxpayer  under  section  214  {relating  to  expenses 
for  household  and  dependent  care  services  necessary  for  gainful  employ- 
ment) for  such  taxable  year. 

(5)  Nonbusiness  employee  defined. — For  purposes  of  this 
section,  an  employee  is  a  nonbusiness  employee  of  the  taxpayer  if  his 
services  are  not  performed  in  connection  with  a  trade  or  business  of  the 
taxpayer. 

[fe)l  (h)  Cross  Reference. — 

For  application  of  this  subpart  to  certain  acquiring  corporations,  see 
section  381(c)  (24). 

*  *  *  *    -         *  *  * 

Subchapter  B — Computation  of  Taxable  Income 

Part       I.  Definition  of  gross  income,  adjusted  gross  income,  and 

taxable  income. 
Part      II.  Items  specifically  included  in  gross  income. 
Part    III.  Items  specifically  excluded  from  gross  income. 
Part     IV.  Standard  deduction  for  individuals. 
Part      V.  Deductions  for  personal  exemptions. 
Part     VI.  Itemized  deductions  for  individuals  and  corporations. 
Part    VII.  Additional  itemized  deductions  for  individuals. 
Part  VIII.  Special  deductions  for  corporations. 
Part     IX.  Items  not  deductible. 

Part      X.  Terminal  railroad  corporations  and  their  shareholders 

PART  II— ITEMS  SPECIFICALLY  INCLUDED  IN 
GROSS  INCOME 

Sec.  71.  Alimony  and  separate  maintenance  paj^ments. 

Sec.  72.  Annuities;   certain   proceeds   of  endowment  and  life 

insurance  contracts. 
Sec.  73.  Services  of  child. 
Sec.  74.  Prizes  and  awards. 
Sec.  75.  Dealers  in  tax-exempt  securities. 

Sec.  76.  Mortgages  made  or  obligations  issued  by  Joint-stock  land 
banks. 

Sec.  77.  Commodity  credit  loans. 

Sec.  78.  Dividends  received  from  certain  foreign  corporations  by 
domestic  corporations  choosing  foreign  tax  credit. 

Sec.  79.  Group-term  life  insurance  purchased  for  employees. 

Sec.  80.  Restoration  of  value  of  certain  securities. 

Sec.  81.  Increases  in  expense  account  under  section  166(g). 

Sec.  82.  Reimbursement  for  expenses  of  moving. 

Sec.  83.  Property  transferred  in  connection  with  performance  of 
services. 

******* 
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SEC.  72.  ANNUITIES;  CERTAIN  PROCEEDS  OF  ENDOWMENT  AND  LIFE 
INSURANCE  CONTRACTS. 

H:  *  ^  4:  *  ^ 

(n)  Treatment  of  Total  Distributions. — 

(1)  Application  of  subsection. — 

(A)  General  rule. — This  subsection  shall  apply  to  amounts — 

(i)  distributed  to  a  distributee,  in  the  case  of  an  employees' 
trust  described  in  section  401(a)  which  is  exempt  from  tax 
under  section  501(a),  or 

(ii)  paid  to  a  payee,  in  the  case  of  an  annuity  plan  described 
in  section  403(a), 

if  the  total  distributions  or  amounts  payable  to  the  distributee  or 
payee  with  respect  to  an  employee  (including  an  individual  who 
is  an  employee  within  the  meaning  of  section  401(c)(1))  are  paid 
to  the  distributee  or  payee  within  one  taxable  year  of  the  dis- 
tributee or  payee,  but  only  to  the  extent  that  section  402(a)(2) 
or  403(a)(2)(A)  does  not  apply  to  such  amounts. 

(B)  Distributions  to  which  applicable. — This  subsection 
shall  apply  only  to  distributions  or  amounts  paid — 

(i)  on  account  of  the  employee's  death, 

(ii)  with  respect  to  an  individual  who  is  an  employee  without 
regard  to  section  401(c)(1),  on  account  of  his  separation  from 
the  service, 

(iii)  with  respect  to  an  employee  within  the  meaning  of 
section  401(c)(1),  after  he  has  attained  the  age  of  59}^  years,  or 

(iv)  with  respect  to  an  employee  within  the  meaning  of 
section  401(c)(1),  after  he  has  become  disabled  (within  the 
meaning  of  subsection  (m)(7)). 

(C)  Minimum  period  of  service. — This  subsection  shall  apply 
to  amounts  distributed  or  paid  to  an  employee  from  or  under  a 
plan  only  if  he  has  been  a  participant  in  the  plan  for  5  or  more 
taxable  years  prior  to  the  taxable  year  in  which  such  amounts 
are  distributed  or  paid. 

(D)  Amounts  subject  to  penalty. — This  subsection  shall  not 
apply  to  amounts  described  in  clauses  (ii)  and  (iii)  of  subpara- 
graph (A)  of  subsection  (m)(5)  (but,  in  the  case  of  amounts  de- 
scribed in  clause  (ii)  of  such  subparagraph,  only  to  the  extent 
that  subsection  (m)  (5)  applies  to  such  amounts) . 

(2)  Limitation  of  tax. — In  any  case  to  which  this  subsection 
applies,  the  tax  attributable  to  the  amounts  to  which  this  subsection 
applies  for  the  taxable  year  in  which  such  amounts  are  received 
shall  not  exceed  whichever  of  the  following  is  the  greater: 

(A)  5  times  the  increase  in  tax  which  would  result  from  the  in- 
clusion in  gross  income  of  the  recipient  of  20  percent  of  so  much 
of  the  amount  so  received  as  is  includible  in  gross  income,  or 

(B)  5  times  the  increase  in  tax  which  would  result  if  the  taxable 
income  of  the  recipient  for  such  taxable  year  equaled  20  percent 
of  the  amount  of  the  taxable  income  of  the  recipient  for  such 
taxable  year  determined  under  paragraph  (3) (A). 

(3)  Determination  of  taxable  income. — Notwithstanding 
section  63  (relating  to  definition  of  taxable  income),  for  purposes 
only  of  computing  the  tax  under  this  chapter  attributable  to 
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amounts  to  which  this  subsection  or  subsection  (m)  (5)  apphes  and 
which  are  includible  in  gross  income — 

(A)  the  taxable  income  of  the  recipient  for  the  taxable  3'ear  of 
receipt  shall  be  treated  as  being  not  less  than  the  amount  by  | 
which  (i)  the  aggregate  of  such  amounts  so  includible  in  gross 
income  exceeds  (ii)  the  amount  of  the  deductions  allowed  for  such  j 
taxable  year  under  section  151  (relating  to  deductions  for  personal 
exemptions) ;  and  I 

(B)  in  making  ratable  inclusion  computations  under  paragraph  , 
(5)(B)  of  subsection  (m),  the  taxable  income  of  the  recipient  for  ! 
each  taxable  year  involved  in  such  ratable  inclusion  shall  be 
treated  as  being  not  less  than  the  amount  required  b}'  such 
paragraph  (5)(B)  to  be  treated  as  includible  in  gross  income  for 
such  taxable  3^ear. 

In  am^  case  in  which  the  preceding  sentence  results  in  an  increase  in 
taxable  income  for  any  taxable  year,  the  resulting  increase  in  the 
taxes  imposed  by  section  1  or  3  for  such  taxable  year  shall  not  be  | 
reduced  by  any  credit  under  part  IV  of  subshapter  A  (other  than  | 
sections  [31  and  39]  31,  39,  and  4^  thereof)  which,  but  for  this 
sentence,  would  be  allowable. 

(4)  Special  rule  for  employees  without  regard  to  section 
401(c)(1). — In  the  case  of  amounts  to  which  this  subsection  applies 
which  are  distributed  or  paid  with  respect  to  an  indi\ddual  who  is  an 
employee  without  regard  to  section  401(c)(1),  paragraph  (2)  shall 
be  applied  with  the  following  modifications:  1 

(A)  "7  times"  shall  be  substituted  for  ''5  times",  and  "U^'i  per-  | 
cent"  shall  be  substituted  for  "20  percent". 

(B)  Any  amount  which  is  received  during  the  taxable  year  by 
the  employee  as  compensation  (other  than  as  deferred  compensa-  | 
tion  within  the  meaning  of  section  404)  for  personal  services  per-  | 
formed  for  the  employer  in  respect  of  whom  the  amounts  dis-  ! 
tributed  or  paid  are  received  shall  not  be  taken  into  account.  1 

(C)  No  portion  of  the  total  distributions  or  amounts  pa3^able 
(of  which  the  amounts  distributed  or  paid  are  a  part)  to  which 
section  402(a)(2)  or  403(a)(2)(A)  applies  shall  be  taken  into  ac- 
count. 

Subparagraph  (B)  shall  not  apply  if  the  employee  has  not  attained 
the  age  of  59}^  years,  unless  he  has  died  or  become  disabled  (within 
the  meaning  of  subsection  (m)(7)). 

******* 

PART  III— ITEMS  SPECIFICALLY  EXCLUDED  FROM 
GROSS  INCOME 

Sec.  101.  Certain  death  benefits. 
Sec.  102.  Gifts  and  inheritances. 

Sec.  103.  Interest  on  certain  governmental  obligations. 

Sec.  104.  Compensation  for  injuries  or  sickness. 

Sec.  105.  Amounts  received  under  accident  and  health  plans. 

Sec.  106.  Contributions  by  employer  to  accident  and  health  plans. 

Sec.  107.  Rental  value  of  parsonages. 

Sec.  108.  Income  from  discharge  of  indebtedness. 

Sec.  109.  Improvements  b}^  lessee  on  lessor's  propert}^ 

Sec.  110.  Income  taxes  paid  by  lessee  corporation. 
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Sec.  111.  Recovery  of  bad  debts,  prior  taxes,  and  delinquenc}" 
amounts. 

Sec.  112.  Certain  combat  pay  of  members  of  the  Armed  Forces. 
Sec.  113.  Mustering-out  payments  for  members  of  the  Armed 
Forces. 

Sec.  114.  Sports  programs  conducted  for  the  American  National 
Red  Cross. 

Sec.  115.  Income  of  States,  municipalities,  etc. 
Sec.  116.  Partial  exclusion  of  dividends  received  by  individuals. 
Sec.  117.  Scholarships  and  fellowship  grants. 
Sec.  118.  Contributions  to  the  capital  of  a  corporation. 
Sec.  119.  Meals  or  lodging  furnished  for  the  convenience  of  the 
employer. 

Sec.  121.  Gain  from  sale  or  exchange  of  residence  of  individual 

who  has  attained  age  65. 
Sec.  122.  Certain  reduced  uniformed  services  retirement  pay. 
Sec.  123.  Amounts  received  under  insurance  contracts  for  certain 

Hving  expenses. 
Sec.  124-  Work  bonus  payments. 
Sec.  C1^43  125.  Cross  references  to  other  Acts. 
*  *  ❖  *  *  *  * 

SEC.  124.   WORK  BONUS  PAYMENTS. 

Gross  income  does  not  include  any  amount  received  as  a  payment  under 
chapter  97. 

SEC.  [124.]  125.   CROSS  REFERENCES  TO  OTHER  ACTS. 

(a)  For  exemption  of — 

(1)  Adjustments  of  indebtedness  under  wage  earners^  plans,  see 
section  679  of  the  Bankruptcy  Act  (52  Stat.  938;  11  U.S.C.  1079) ; 

(2)  Allowances  and  expenditures  to  meet  losses  sustained  by 
persons  serving  the  United  States  abroad,  due  to  appreciation  of 
foreign  currencies,  see  the  Acts  of  March  6,  1934  (48  Stat.  466; 
5  U.S.C.  118c)  and  April  25,  1938  (52  Stat.  221;  5  U.S.C.  118c-l); 

(3)  Amounts  credited  to  the  Maritime  Administration  under 
section  9  (b)  (6)  of  the  Merchant  Ship  Sales  Act  of  1946,  see  section 
9  (c)  (1)  of  that  Act  (60  Stat.  48;  50  U.S.C.  App.  1742); 

(4)  Benefits  under  World  War  Adjusted  Compensation  Act, 
see  section  308  of  that  Act,  as  amended  (43  Stat.  125;  44  Stat.  827, 
§  3;  38  U.S.C.  618); 

(5)  Benefits  under  World  War  Veterans'  Act,  1924,  see  section  3 
of  the  Act  of  August  12,  1935  (49  Stat.  609;  38  U.S.C.  454a); 

(6)  Dividends  and  interest  derived  from  certain  preferred  stock 
by  Reconstruction  Finance  Corporation,  see  section  304  of  the 
Act  of  March  9,  1933,  as  amended  (49  Stat_  1185;  12  U.S.C.  51d); 

(7)  Earnings  of  ship  contractors  deposited  in  special  reserve 
funds,  see  section  607  (h)  of  the  Merchant  Marine  Act,  1936,  as 
amended  (52  Stat.  961,  §  28;  46  U.S.C.  1177); 

(8)  Income  derived  from  Federal  Reserve  banks,  including 
capital  stock  and  surplus,  see  section  7  of  the  Federal  Reserve 
Act  (38  Stat.  258;  12  U.S.C.  531); 

(9)  Income  derived  from  Ogdensburg  bridge  across  Saint 
Lawrence  River,  see  section  4  of  the  Act  of  June  14,  1933,  as 
amended  (54  Stat.  259,  §2); 

(10)  Income  derived  from  Owensboro  bridge  across  Ohio  River 
and  nearby  ferries,  see  section  4  of  the  Act  of  August  14,  1937 
(50  Stat.  643) ; 

(11)  Income  derived  from  Saint  Clair  River  bridge  and  ferries. 


1158 


see  section  4  of  the  Act  of  June  25,  1930,  as  amended  (48  Stat. 
140,  §1); 

(12)  Leave  compensation  payments  under  section  6  of  Armed 
Forces  Leave  Act  of  1946,  see  section  7  of  that  Act  (60  Stat.  967; 

37  U.S.C.  36) ; 

(13)  Mustering-out  payments  made  to  or  on  account  for  veterans 
under  the  Mustering-Out  Payment  Act  of  1944,  see  section  5  (a) 
of^that  Act  (58  Stat.  10;  38  U.S.C.  691e) ; 

(14)  Railroad  retirement  annuities  and  pensions,  see  section  12 
of  the  Raihoad  Retirement  Act  of  1935,  as  amended  (50  Stat. 
316;  45  U.S.C.  2281); 

(15)  Railroad  unemplo^nnent  benefits,  see  section  2  (e)  of  the 
Railroad  Unemployment  Insurance  Act,  as  amended  (52  Stat. 
1097;  53  Stat.  845,  §  9;  45  U.S.C.  352); 

(16)  Special  pensions  of  persons  on  Army  and  Navy  medal  of 
honor  roll,  see  section  3  of  the  Act  of  April  27,  1916  (39  Stat.  54; 

38  U.S.C.  393);  _ 

(17)  Gain  derived  from  the  sale  or  other  disposition  of  Treasury 
Bills,  issued  after  June  17,  1930,  under  the  Second  Liberty  Bond 
Act,  as  amended,  see  Act  of  June  17,  1930  (C.  512,  46  Stat.  775; 
31  U.S.C.  754); 

(18)  Benefits  under  laws  administered  by  the  Veterans'  Adminis- 
tration, see  section  3101  of  title  38,  United  States  Code. 

Subchapter  C — Corporate  Distributions  and 
Adjustments 

Part     I.  Distributions  by  corporations. 

Part    II.  Corporate  liquidations. 

Part  III.  Corporate  organizations  and  reorganizations. 

Part  IV.  Insolvency  reorganizations. 

Part     V.  Carrj' overs. 

Part  VI.  Treatment  of  certain  corporate  interests  as  stock  or 

indebtedness. 

Part  VII.  Effective  date  of  subchapter  C. 

^  sfs  ^  ^  ^  ^ 

PART  V— CARRYOVERS 

Sec.  381.  Carryovers  in  certain  corporate  acquisitions. 

Sec.  382.  Special  limitations  on  net  operating  loss  carryovers. 

Sec.  383.  Special  limitations  on  carryovers  of  unused  investment 
credits,  [work  incentive]^  guaranteed  em-ployment  pro- 
gram credits,  foreign  taxes,  and  capital  losses. 

SEC.  381.   CARRYOVERS  IN  CERTAIN  CORPORATE  ACQUISITIONS. 

(a)  General  Rule. — In  the  case  of  the  acquisition  of  assets  of  a 
corporation  by  another  corporation — 

(1)  in  a  distribution  to  such  other  corporation  to  which  section  332 
(relating  to  liquidations  of  subsidiaries)  applies,  except  in  a  case  in 
which  the  basis  of  the  assets  distributed  is  determined  under  section 
334(b)(2);  or 
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(2)  in  a  transfer  to  which  section  361  (relating  to  nonrecognition 
of  gain  or  loss  to  corporations)  applies,  but  only  if  the  transfer  is  in 
connection  with  a  reorganization  described  in  subparagraph  (A), 
(C),  (D)  (but  only  if  the  requirements  of  subparagraphs  (A)  and 
(B)  of  section  354(b)(1)  are  met),  or  (F)  of  section  368(a)(1), 
the  acquiring  corporation  shall  succeed  to  and  take  into  account,  as 
of  the  close  of  the  day  of  distribution  or  transfer,  the  items  described  in 
subsection  (c)  of  the  distributor  or  transferor  corporation,  subject  to 
the  conditions  and  limitations  specified  in  subsections  (b)  and  (c). 

(b)  Operating  Rules. — Except  in  the  case  of  an  acquisition  in 
connection  with  a  reorganization  described  in  subparagraph  (F)  of 
section  368(a)(1)— 

(1)  The  taxable  year  of  the  distributor  or  transferor  corporation 
shall  end  on  the  date  of  distribution  or  transfer. 

(2)  For  purposes  of  this  section,  the  date  of  distribution  or  trans- 
fer shall  be  the  day  on  which  the  distribution  or  transfer  is  com- 
pleted; except  that,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate,  the  date  when  substantially  all  of  the  property  has 
been  distributed  or  transferred  may  be  used  if  the  distributor  or 
transferor  corporation  ceases  all  operations,  other  than  liquidating 
activities,  after  such  date. 

(3)  The  corporation  acquiring  propert}^  in  a  distribution  or  trans- 
fer described  in  subsection  (a)  shall  not  be  entitled  to  carry  back  a 
net  operating  loss  or  a  net  capital  loss  for  a  taxable  year  ending 
after  the  date  of  distribution  or  transfer  to  a  taxable  year  of  the 
distributor  or  transferor  corporation. 

(c)  Items  of  the  Distributor  or  Transferor  Corporation. — 
The  items  referred  to  in  subsection  (a)  are : 

(1)  Net  operating  loss  carryovers. — The  net  operating  loss 
carryovers  determined  under  section  172,  subject  to  the  following 
conditions  and  limitations: 

(A)  The  taxable  year  of  the  acquiring  corporation  to  which  the 
net  operating  loss  carryovers  of  the  distributor  or  transferor 
corporation  are  first  carried  shall  be  the  first  taxable  year  ending 
after  the  date  of  distribution  or  transfer. 

(B)  In  determining  the  net  operating  loss  deduction,  the  portion 
of  such  deduction  attributable  to  the  net  operating  loss  carryovers 
of  the  distributor  or  transferor  corj^oration  to  the  first  taxable 
year  of  the  acquiring  corporation  ending  after  the  date  of  distribu- 
tion or  transfer  shall  be  limited  to  an  amoimt  which  bears  the 
same  ratio  to  the  taxable  income  (determined  without  regard  to  a 
net  operating  loss  deduction)  of  the  acquiring  corporation  in  such 
taxable  year  as  the  number  of  days  in  the  taxable  year  after  the 
date  of  distribution  or  transfer  bears  to  the  total  number  of  da3's 
in  the  taxable  year. 

(C)  For  the  purpose  of  determining  the  amount  of  the  net 
operating  loss  carryovers  under  section  172  (b)  (2),  a  net  operating 
loss  for  a  taxable  year  (hereinafter  in  this  subparagraph  referred 
to  as  the  "loss  year")  of  a  distributor  or  transferor  corporation 
which  ends  on  or  before  the  end  of  a  loss  year  of  the  acquiring 
corporation  shall  be  considered  to  be  a  net  operating  loss  for  a 
year  prior  to  such  loss  year  of  the  acquiring  corporation.  For  the 
same  purpose,  the  taxable  income  for  a  ''prior  taxable  year"  (as 
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the  term  is  used  in  section  172  (b)  (2))  shall  be  computed  as 
provided  is  such  section;  except  that,  if  the  date  of  distribution  or 
transfer  is  on  a  day  other  than  the  last  day  of  a  taxable  year  of 
the  acquiring  corporation — 

(i)  such  taxable  year  shall  (for  the  purpose  of  this  subpara- 
graph only)  be  considered  to  be  2  taxable  3^ears  (hereinafter  in 
this  subparagraph  referred  to  as  the  ''pre-acquisition  part  year" 
and  the  "post-acquisition  part  year") ; 

(ii)  the  pre-acquisition  part  year  shall  begin  on  the  same 
day  as  such  taxable  year  begins  and  shall  end  on  the  date  of 
distribution  or  transfer; 

(iii)  the  post-acquisition  part  year  shall  begin  on  the  day 
following  the  date  of  distribution  or  transfer  and  shall  end  on 
the  same  day  as  the  end  of  such  taxable  year; 

(iv)  the  taxable  income  for  such  taxable  yenr  (computed 
with  the  modifications  specified  in  section  172  (b)  (2)  (A)  but 
without  8  net  operating  loss  deduction)  shall  be  divided 
betw^een  the  pre-acquisition  part  year  and  the  post-acquisition 
part  year  in  proportion  to  the  number  of  days  in  each; 

(v)  the  net  operating  loss  deduction  for  the  pre-acquisition 
part  year  shall  be  determined  as  provided  in  section  172  (b)  (2) 
(B),  but  Avithout  regard  to  a  net  operating  loss  year  of  the 
distributor  or  transferor  corporation;  and 

(vi)  the  net  operating  loss  deduction  for  the  post-acquisition 
part  year  shall  be  determined  as  provided  in  section  172  (b)  (2) 

(2)  Earnings  and  profits. — In  the  case  of  a  distribution  or 
transfer  described  in  subsection  (a) — 

(A)  the  earnings  and  profits  or  deficit  in  earnings  and  profits,  as 
the  case  may  be,  of  the  distributor  or  transferor  corporation  shall, 
subject  to  subparagraph  (B),  be  deemed  to  have  been  received 
or  incurred  by  the  acquiring  corporation  as  of  the  close  of  the 
date  of  the  distribution  or  transfer;  and 

(B)  a  deficit  in  earnings  and  profits  of  the  distributor,  trans- 
feror, or  acquiring  corporation  shall  be  used  only  to  offset  earnings 
and  profits  accumulated  after  the  date  of  transfer.  For  this  pur- 
pose, the  earnings  and  profits  for  the  taxable  year  of  the  acquiring 
corporation  in  which  the  distribution  or  transfer  occurs  shall  be 
deemed  to  have  been  accumulated  after  such  distribution  or  trans- 
fer in  an  amount  which  bears  the  same  ratio  to  the  undistributed 
earnings  and  profits  of  the  acquiring  corporation  for  such  taxable 
year  (computed  without  regard  to  any  earnmgs  and  profits  re- 
ceived from  the  distributor  or  transferor  corporation,  as  described 
in  subparagraph  (A)  of  this  paragraph)  as  the  number  of  days  in 
the  taxable  year  after  the  date  of  distribution  or  transfer  bears  to 
the  total  number  of  dsLjs  in  the  taxable  year. 

(3)  Capital  loss  carryover. — The  capital  loss  carr3'over  deter- 
mined under  section  1212,  subject  to  the  following  conditions  and 
limitations : 

(A)  The  taxable  year  of  the  acquiring  corporation  to  which  the 
capital  loss  carryover  of  the  distributor  or  transferor  corporation  is 
first  carried  shall  be  the  first  taxable  year  ending  after  the  date  of 
distribution  or  transfer. 
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(B)  The  capital  loss  cam-over  shall  be  a  short-term  capital  loss 
in  the  taxable  3-ear  determined  under  subparagraph  (A)  but  shall 
be  limited  to  an  amount  which  bears  the  same  ratio  to  the  net  capi- 
tal gain  (determined  \\ithout  regard  to  a  short-term  capital  loss 
attributable  to  capital  loss  carr3  0ver),  if  any,  of  the  acquiring 
corporation  in  such  taxable  year  as  the  number  of  da^^s  in  the  tax- 
able year  after  the  date  of  distribution  or  transfer  bears  to  the 
total  number  of  days  in  the  taxable  year. 

(C)  For  purposes  of  determining  the  amount  of  such  capital  loss 
carr3-over  to  taxable  years  following  the  taxable  year  determined 
under  subparagraph  (A),  the  net  capital  gain  in  the  taxable  year 
determined  under  subparagraph  (A)  shall  be  considered  to  be  an 
amount  equal  to  the  amount  determined  under  subparagraph  (B). 

(4)  Method  of  accounting. — The  acquiring  corporation  shall 
use  the  method  of  accounting  used  by  the  distributor  or  transferor 
corporation  on  the  date  of  distribution  or  transfer  unless  different 
methods  were  used  by  several  distributor  or  transferor  corporations 
or  by  a  distributor  or  transferor  corporation  and  the  acquiring 
corporation.  If  different  methods  were  used,  the  acquiring  corpo- 
ration shall  use  the  method  or  combination  of  methods  of  computing 
taxable  income  adopted  pursuant  to  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

(5)  Inventories. — In  an}"  case  in  which  inventories  are  received 
b}"  the  acquu-ing  corporation,  such  inventories  shall  be  taken  by 
such  corporation  (in  determining  its  income)  on  the  same  basis  on 
which  such  inventories  w^ere  taken  by  the  distributor  or  transferor 
corporation,  unless  different  methods  w  ere  used  by  several  distrib- 
utor or  transferor  corporations  or  b}^  a  distributor  or  transferor 
corporation  and  the  acquiring  corporation.  If  different  methods 
w^ere  used,  the  acquiring  corporation  shall  use  the  method  or 
combination  of  methods  of  taking  inventor}^  adopted  pursuant  to 
regulations  prescribed  by  the  Secretary  or  his  delegate. 

(6)  Method  of  computing  depreciation  allowance. — The  ac- 
quiring corporation  shall  be  treated  as  the  distributor  or  transferor 
corporation  for  purposes  of  computing  the  depreciation  allow^ance 
under  subsections  (b),  (j),  and  (k)  of  section  167  on  property  ac- 
quired in  a  distribution  or  transfer  with  respect  to  so  much  of  the 
basis  in  the  hands  of  the  acquiring  corporation  as  does  not  exceed 
the  adjusted  basis  in  the  hands  of  the  distributor  or  transferor 
corporation. 

(7)  [Deleted.] 

(8)  Installment  method. — If  the  acquiring  corporation  acquires 
installment  obligations  (the  income  from  w^hich  the  distributor  or 
transferor  corporation  has  elected,  under  section  453,  to  report  on 
the  installment  basis)  the  acquiring  corporation  shall,  for  purposes 
of  section  453,  be  treated  as  if  it  were  the  distributor  or  transferor 
corporation. 

(9)  Amortization  of  bond  discount  or  premium. — If  the  ac- 
quiring corporation  assumes  liability  for  bonds  of  the  distributor  or 
"transferor  corporation  issued  at  a  discount  or  premium,  the  ac- 
quiring corporation  shall  be  treated  as  the  distributor  or  transferor 
corporation  after  the  date  of  distribution  or  transfer  for  purposes  of 
determining  the  amount  of  amortization  allowable  or  includible 
with  respect  to  such  discount  or  premium. 
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(10)  Treatment  of  certain  mining  exploration  and  develop- 
ment EXPENSES  OF  DISTRIBUTOR  OR  TRANSFEROR  CORPORATION.  

The  acquiring  corporation  shall  be  entitled  to  deduct,  as  if  it  were 
the  distributor  or  transferor  corporation,  expenses  deferred  under 
sections  615  and  616  (relating  to  pre-1970  exploration  expenditures 
and  development  expenditures,  respectively)  if  the  distributor  or 
transferor  corporation  has  so  elected.  For  the  purpose  of  applying 
the  limitation  provided  in  section  615,  if,  for  any  taxable  year,  the 
distributor  or  transferor  corporation  was  allowed  the  deduction  in 
section  615  (a)  or  made  the  election  in  section  615  (b),  the  acquiring 
corporation  shall  be  deemed  to  have  been  allowed  such  deduction 
or  to  have  made  such  election,  as  the  case  may  be.  For  the  purpose 
of  applying  the  limitation  provided  in  section  617,  if,  for  any  taxable 
year,  the  distributor  or  transferor  corporation  was  allowed  the 
deduction  in  section  615(a)  or  section  617(a)  or  made  the  election 
pro\4ded  in  section  615(b),  the  acquiring  corporation  shall  be 
deemed  to  have  been  allowed  such  deduction  or  deductions  or  to 
have  made  such  election,  as  the  case  may  be. 

(11)  Contributions  to  pension  plans,  employees'  annuity 

PLANS,     AND     stock     BONUS     AND     PROFIT-SHARING     PLANS.  The 

acquiring  corporation  shall  be  considered  to  be  the  distributor  or 
transferor  corporation  after  the  date  of  distribution  or  transfer  for 
the  purpose  of  determining  the  amounts  deductible  under  section 
404  with  respect  to  pension  plans,  employees'  annuity  plans,  and 
stock  bonus  and  profit-sharing  plans. 

(12)  Recovery  of  bad  debts,  prior  taxes,  or  delinquency 
AMOUNTS. — If  the  acquiring  corporation  is  entitled  to  the  recovery 
of  bad  debts,  prior  taxes,  or  delinquency  amounts  previously  de- 
ducted or  credited  by  the  distributor  or  transferor  corporation,  the 
acquiring  corporation  shall  include  in  its  income  such  amounts  as 
would  have  been  includible  by  the  distributor  or  transferor  corpora- 
tion in  accordance  ^^ith  section  111  (relating  to  the  recovery  of  bad 
debts,  prior  taxes,  and  dehnquency  amounts). 

(13)  Involuntary  conversions  under  section  io33. — The  ac- 
quiring corporation  shall  be  treated  as  the  distributor  or  transferor 
corporation  after  the  date  of  distribution  or  transfer  for  purposes 
of  applying  section  1033. 

(14)  Dividend  carryover  to  personal  holding  company. — The 
di^-idend  carrj^over  (described  in  section  564)  to  taxable  years 
ending  after  the  date  of  distribution  or  transfer. 

(15)  Indebtedness  of  certain  personal  holding  companies. — 
The  acquiring  corporation  shall  be  considered  to  be  the  distributor 
or  transferor  corporation  for  the  purpose  of  determining  the  appli- 
cability of  subsections  (b)(7)  and  (c)  of  section  545,  relating  to 
deduction  \vith  respect  to  payment  of  certain  indebtedness. 

(16)  Certain  obligations  of  distributor  or  transferor  cor- 
poration.— If  the  acquiring  corporation — 

(A)  assumes  an  obligation  of  the  distributor  or  transferor  cor- 
poration which,  after  the  date  of  the  distribution  or  transfer,  gives 
rise  to  a  liability,  and 

(B)  such  liability,  if  paid  or  accrued  by  the  distributor  or  trans- 
feror corporation,  would  hav-e  been  deductible  in  computing  its 
taxable  income, 
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the  acquiring  corporation  shall  be  entitled  to  deduct  such  items 
when  paid  or  accrued,  as  the  case  may  be,  as  if  such  corporation 
were  the  distributor  or  transferor  corporation.  A  corporation  which 
would  have  been  an  acquiring  corporation  under  this  section  if  the 
date  of  distribution  or  transfer  had  occurred  on  or  after  the  effective 
date  of  the  provisions  of  this  subchapter  applicable  to  a  liquidation 
or  reorganization,  as  the  case  may  be,  shall  be  entitled,  even  though 
the  date  of  distribution  or  transfer  occurred  before  such  effective 
date,  to  apply  this  paragraph  with  respect  to  amounts  paid  or 
accrued  in  taxable  years  beginning  after  December  31,  1953,  on 
account  of  such  obligations  of  the  distributor  or  transferor  corpora- 
tion. This  paragraph  shall  not  apply  if  such  obligations  are  reflected 
in  the  amount  of  stock,  securities,  or  property  transferred  by  the 
acquiring  corporation  to  the  transferor  corporation  for  the  property 
of  the  transferor  corporation. 

(17)  Deficiency  dividend  of  personal  holding  company. — If 
the  acquiring  corporation  pays  a  deficiency  dividend  (as  defined  in 
section  547  (d))  with  respect  to  the  distributor  or  transferor  corpora- 
tion, such  distributor  or  transferor  corporation  shall,  with  respect  to 
such  payments,  be  entitled  to  the  deficiency  dividend  deduction  pro- 
vided in  section  547. 

(18)  Percentage  depletion  on  extraction  of  ores  or  miner- 
als FROM  THE  waste  OR  RESIDUE  OF  PRIOR  MINING.— The  acquiring 
corporation  shall  be  considered  to  be  the  distributor  or  transferor 
corporation  for  the  purpose  of  deterrnining  the  applicability  of  sec- 
tion 613(c)(3)  (relating  to  extraction  of  ores  or  minerals  from  the 
ground) . 

(19)  Charitable  contributions  in  excess  of  prior  years' 
LIMITATIONS.— Contributions  made  in  the  taxable  year  ending  on 
the  date  of  distribution  or  transfer  and  the  4  prior  taxable  years  by 
the  distributor  or  transferor  corporation  in  excess  of  the  amount 
deductible  under  section  170(b)(2)  for  such  taxable  years  shall  be 
deductible  by  the  acquiring  corporation  for  its  taxable  years  which 
begin  after  the  date  of  distribution  or  transfer,  subject  to  the  limita- 
tions imposed  in  section  170(b)(2).  In  applying  the  preceding  sen- 
tence, each  taxable  year  of  the  distributor  or  transferor  corporation 
beginning  on  or  before  the  date  of  distribution  or  transfer  shall  be 
treated  as  a  prior  taxable  year  with  reference  to  the  acquiring  cor- 
poration's taxable  years  beginning  after  such  date. 

(20)  Carry-over  of  unused  pension  trust  deductions  in 
CERTAIN  cases. — Notwithstanding  the  other  provisions  of  this  sec- 
tion, or  section  394(a),  a  corporation  which  has  acquired  the  prop- 
erties and  assumed  the  liabilities  of  a  wholly  owned  subsidiary  shall 
be  considered  to  have  succeeded  to  and  to  be  entitled  to  take  into  ac- 
count contributions  of  the  subsidiary  to  a  pension  plan,  and  shall 
be  considered  to  be  the  distributor  or  transferor  corporation  after  the 
date  of  distribution  or  transfer  (but  not  for  taxable  years  with 
respect  to  which  this  paragraph  does  not  apply)  for  the  purpose  of 
determining  the  amounts  deductible  under  section  404  with  respect 
to  contributions  to  a  pension  plan  if — 

(A)  the  corporate  laws  of  the  State  of  incorporation  of  the 
subsidiary  required  the  surviving  corporation  in  the  case  of 
merger  to  be  incorporated  under  the  laws  of  the  State  of  incor- 
poration of  the  subsidiary;  and 
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(B)  the  properties  were  acquired  in  a  liquidation  of  the  sub- 
sidiary in  a  transaction  subject  to  section  112(b)  (6)  of  the  Internal 
Revenue  Code  of  1939. 

(21)  Pre-1954  adjustments  resulting  from  change  in  method 
OF  ACCOUNTING. — The  acquiring  corporation  shall  take  into  account 
any  net  amount  of  any  adjustment  described  in  section  481(b)(4) 
of  the  distributor  or  transferor  corporation — 

(A)  to  the  extent  such  net  amount  of  such  adjustment  has  not 
been  taken  into  account  by  the  distributor  or  transferor  cor- 
poration, and 

(B)  in  the  same  manner  and  at  the  same  time  as  such  net 
amount  would  have  been  taken  into  account  by  the  distributor  or 
transferor  corporation. 

(22)  Successor  insurance  company. — If  the  acquiring  cor- 
poration is  an  insurance  company  taxable  under  subchapter  L,  there 
shall  be  taken  into  account  (to  the  extent  proper  to  carrv^  out  the 
purposes  of  this  section  and  of  subchapter  L,  and  under  such  reg- 
ulations as  may  be  prescribed  by  the  Secretaiy  or  his  delegate)  the 
items  required  to  be  taken  into  account  for  purposes  of  subchapter 
L  in  respect  of  the  distributor  or  transferor  corporation. 

(23)  Credit  under  section  38  for  investment  in  certain 
DEPRECIABLE  PROPERTY. — The  acquiring  corporation  shall  take  into 
account  (to  the  extent  proper  to  carry  out  the  purposes  of  this 
section  and  section  38,  and  under  such  regulations  as  may  be  pre- 
scribed by  the  Secretary  or  his  delegate)  the  items  required  to  be 
taken  into  account  for  purposes  of  section  38  in  respect  of  the 
distributor  or  transferor  corporation. 

(24)  Credit    under    section    40    for    [work  incentive] 

GUARANTEED     EMPLOYMENT     PROGRAM     EXPENSES.  The  acquiring 

corporation  shall  take  into  account  (to  the  extent  proper  to  carry 
out  the  purposes  of  this  section  and  section  40,  and  under  such 
regulations  as  m.ay  be  prescribed  by  the  Secretary  or  his  delegate) 
the  items  required  to  be  taken  into  account  for  purposes  of  section 
40  in  respect  of  the  distributor  or  transferor  corporation, 
(d)  Operations  Loss  Carrybacks  and  Carryovers  of  Life 
Insurance  Companies. — 

For  application  of  this  part  to  operations  loss  carr3^backs  and 
carryovers  of  life  insurance  companies,  see  section  812(f). 

^  ^  ^  4:  ^  Hi 

SEC.  383.  SPECIAL  LIMITATIONS  ON  CARRYOVERS  OF  UNUSED  IN- 
VESTMENT CREDITS,  CWORK  INCENTIVE]  GUARANTEED 
EMPLOYMENT  PROGRAM  CREDITS,  FOREIGN  TAXES,  AND 
CAPITAL  LOSSES. 

If— 

(1)  the  ownership  and  business  of  a  corporation  are  changed  in 
the  manner  described  in  section  382(a)(1),  or 

(2)  in  the  case  of  a  reorganization  specified  in  paragraph  (2) 
of  section  381(a),  there  is  a  change  in  ownership  described  in 
section  382(b)(1)(B), 

then  the  limitations  provided  in  section  382  in  such  cases  with  respect 
to  the  carryover  of  net  operating  losses  shall  apply  in  the  same  manner, 
as  provided  under  regulations  prescribed  by  the  Secretary  or  his 
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delegate,  with  respect  to  any  unused  investment  credit  of  the  corpora- 
tion which  can  otherwise  be  carried  forward  under  section  46(b),  to 
any  unused  [work  incentive]  guaranteed  employment  program  credit 
of  the  corporation  which  can  otherwise  be  carried  forward  under 
section  50A(b),  to  any  excess  foreign  taxes  of  the  corporation  which 
can  otherwise  be  carried  forward  under  section  904  (d),  and  to  any 
net  capital  loss  of  the  corporation  which  can  otherwise  be  carried 
forward  under  section  1212. 

^  H«  H:  «  4: 

Subchapter  N — Tax  Based  on  Income  From  Sources 
Within  or  Without  the  United  States 

Part     I.  Determination  of  sources  of  income. 

Part   II.  Nonresident  aliens  and  foreign  corporations. 

Part  III.  Income  from  sources  without  the  United  States. 

PART  III— INCOME  FROM  SOURCES  V^^ITHOUT  THE 
UNITED  STATES 

Subpart  A.  Foreign  tax  credit. 

Subpart  B.  Earned  income  of  citizens  of  United  States. 
Subpart  C.  Western  Hemisphere  trade  corporations. 
Subpart  D.  Possessions  of  the  United  States. 
Subpart  E.  China  Trade  Act  corporations. 
Subpart  F.  Controlled  Foreign  Corporations. 
Subpart  G.  Export  Trade  Corporations. 

Subpart  A — Foreign  Tax  Credit 

Sec.  901.  Taxes  of  foreign  countries  and  of  possessions  of  United 
States. 

Sec.  902.  Credit  for  corporate  stockholder  in  foreign  corporation. 
Sec.  903.  Credit  for  taxes  in  lieu  of  income,  etc.,  taxes. 
Sec.  904.  Limitation  on  credit. 
Sec.  '90.5.  Applicable  rules. 

Sec.  906.  Nonresident  alien  individuals  and  foreign  corporations. 

SEC.  904.   LIMITATION  ON  CREDIT. 

(a)  Alternative  Limitations. — • 

(1)  Per-country  limitation. — In  the  case  of  any  taxpayer  who 
does  not  elect  the  hmitation  provided  by  paragraph  (2),  the  amount 
of  the  credit  in  respect  of  the  tax  paid  or  accrued  to  any  foreign 
country  or  possession  of  the  United  States  shall  not  exceed  the 
same  proportion  of  the  tax  against  which  such  credit  is  taken  which 
the  taxpayer's  taxable  income  from  sources  within  such  country  or 
possession  (but  not  in  excess  of  the  taxpayer's  entire  taxable  income) 
bears  to  his  entire  taxable  income  for  the  same  taxable  year. 

(2)  Overall  limitation. — In  the  case  of  any  taxpayer  who  elects 
the  limitation  provided  by  this  paragraph,  the  total  amount  of  the 
credit  in  respect  of  taxes  paid  or  accrued  to  all  foreign  countries 
and  possessions  of  the  United  States  shall  not  exceed  the  same 
proportion  of  the  tax  against  which  such  credit  is  taken  which  the 
taxpayer's  taxable  income  from  sources  without  the  United  States 
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(but  not  in  excess  of  the  taxpayer's  entire  taxable  income)  bears 
to  his  entire  taxable  income  for  the  same  taxable  year. 

(b)  Election  of  Overall  Limitation. — 

(1)  In  general. — A  taxpayer  may  elect  the  limitation  provided 
by  subsection  (a)  (2)  for  any  taxable  year  beginning  after  December 
31,  1960.  An  election  under  this  paragraph  for  any  taxable  3^ear 
shall  remain  in  effect  for  all  subsequent  taxable  years,  except  that 
it  may  be  revoked  (A)  with  the  consent  of  the  Secretary  or  his 
delegate  with  respect  to  any  taxable  year  or  (B)  for  the  taxpayer's 
first  taxable  year  beginning  after  December  31,  1969. 

(2)  Election  after  revocation. — Except  in  a  case  to  which 
paragraph  (1)(B)  applies,  if  the  taxpayer  has  made  an  election 
under  paragraph  (1)  and  such  election  has  been  revoked,  such 
taxpayer  shall  not  be  eligible  to  make  a  new  election  under  para- 
graph (1)  for  any  taxable  year,  unless  the  Secretary  or  his  delegate 
consents  to  such  new  election. 

(3)  Form  and  time  of  election  and  revocation. — An  election 
under  paragraph  (1),  and  any  revocation  of  such  an  election,  may 
be  made  only  in  such  manner  as  the  Secretary  or  his  delegate  may 
by  regulations  prescribe.  Such  an  election  or  revocation  with 
respect  to  any  taxable  year  may  be  made  or  changed  at  any  time 
before  the  expiration  of  the  period  prescribed  for  making  a  claim 
for  credit  or  refund  of  the  tax  imposed  by  this  chapter  for  such 
taxable  year. 

(c)  Taxable  Income  for  Purpose  of  Computing  Limitation. — 
For  purposes  of  computing  the  applicable  limitation  under  subsection 
(a),  the  taxable  income  in  the  case  of  an  individual,  estate,  or  trust 
shall  be  computed  without  any  deduction  for  personal  exemptions 
under  section  151  or  642(b). 

(d)  Carryback  and  Carryover  of  Excess  Tax  Paid. — Any 
amount  by  which  any  such  tax  paid  or  accrued  to  any  foreign  country 
or  possession  of  the  United  States  for  any  taxable  year  beginning 
after  December  31,  1957,  for  which  the  taxpayer  chooses  to  have  the 
benefits  of  this  subpart  exceeds  the  applicable  limitation  vmder 
subsection  (a)  shall  be  deemed  tax  paid  or  accrued  to  such  foreign 
country  or  possession  of  the  United  States  in  the  second  preceding 
taxable  year,  in  the  first  preceding  taxable  year,  anxi  in  the  first, 
second,  third,  fourth,  or  fifth  succeeding  taxable  years,  in  that  order 
and  to  the  extent  not  deemed  tax  paid  or  accrued  in  a  prior  taxable 
year,  in  the  amount  by  which  the  applicable  limitation  under  sub- 
section (a)  for  such  preceding  or  succeeding  taxable  year  exceeds  the 
sum  of  the  tax  paid  or  accrued  to  such  foreign  country  or  possession 
for  such  preceding  or  succeeding  taxable  year  and  the  amount  of 
the  tax  for  any  taxable  year  earlier  than  the  current  taxable  year 
which  shall  be  deemed  to  have  been  paid  or  accrued  in  such  preceding 
or  subsequent  taxable  year  (whether  or  not  the  taxpayer  chooses  to 
have  the  benefits  of  this  subpart  ^vith.  respect  to  such  earlier  taxable 
year).  Such  amount  deemed  paid  or  accrued  in  any  year  may  be 
availed  of  only  as  a  tax  credit  and  not  as  a  deduction  and  only  if 
taxpayer  for  such  year  chooses  to  have  the  benefits  of  this  subpart  as 
to  taxes  paid  or  accrued  for  that  year  to  foreign  countries  or  posses- 
sions. For  purposes  of  this  subsection,  the  terms  ''second  preceding 
taxable  year"  and  ''first  preceding  taxable  year"  do  not  include  any 
taxable  year  beginning  before  January  1,  1958. 
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(e)  Carrybacks  and  Carryovers  Where  Overall  Limitation 

Is  Elected. — 

(1)  Foreign  taxes  to  be  aggregated  for  purposes  of  sub- 
section (d). — With  respect  to  each  taxable  year  of  the  taxpayer  to 
which  the  Hmitation  provided  by  subsection  (a)(2)  applies,  the 
taxes  referred  to  in  the  first  sentence  of  subsection  (d)  shall,  for 
purposes  of  applying  such  first  sentence,  be  aggregated  on  an  overall 
basis  (rather  than  taken  into  account  on  a  per-country  basis) . 

(2)  Foreign  taxes  may  not  be  carried  from  per-country 

YEAR  TO  overall  YEAR  OR  FROM  OVERALL  YEAR  TO  PER-COUNTRY 

YEAR. — No  amount  paid  or  accrued  for  any  taxable  year  to  which 
the  limitation  provided  by  subsection  (a)(1)  applies  shall  (except  for 
purposes  of  determining  the  number  of  taxable  years  which  have 
elapsed)  be  deemed  paid  or  accrued  under  subsection  (d)  in  any 
taxable  year  to  which  the  limitation  provided  by  subsection  (a)  (2) 
applies.  No  amount  paid  or  accrued  for  any  taxable  year  to  which 
the  limitation  provided  by  subsection  (a)(2)  applies  shall  (except 
for  purposes  of  determining  the  number  of  taxable  years  which  have 
elapsed)  be  deemed  paid  or  accrued  under  subsection  (d)  in  any 
taxable  year  to  w^hich  the  limitation  provided  by  subsection  (a)(1) 
applies. 

(f)  Application  of  Section  in  Case  of  Certain  Interest  Income 
AND  Dividends  From  a  DISC  or  Former  DISC. — 

(1)  In  General. — The  provisions  of  subsections  (a),  (c),  (d), 
and  (e)  of  this  section  shall  be  applied  separately  wdth  respect  to 
each  of  the  following  items  of  income — 

(A)  the  interest  income  described  in  paragraph  (2), 

(B)  dividends  from  a  DISC  or  former  DISC  (as  defined  in 
section  992(a))  to  the  extent  such  dividends  are  treated  as  income 
from  sources  without  the  United  States,  and 

(C)  income  other  than  the  interest  income  described  in  para- 
graph (2)  and  dividends  described  in  subparagraph  (B) . 

(2)  Interest  income  to  which  applicable. — For  purposes  of 
this  subsection,  the  interest  income  described  in  this  paragraph  is 
interest  other  than  interest — 

(A)  derived  from  any  transaction  which  is  directly  related  to 
the  active  conduct  of  a  trade  or  business  in  a  foreign  country  or  a 
possession  of  the  United  States, 

(B)  derived  in  the  conduct  of  a  banking,  financing,  or  similar 
business, 

(C)  received  from  a  corporation  in  which  the  taxpayer  (or  one 
or  more  includible  corporations  in  an  affiliated  group,  as  defined 
in  section  1504,  of  which  the  taxpayer  is  a  member)  owns,  directly 
or  indirectly,  at  least  10  percent  of  the  voting  stock, 

(D)  received  on  obligations  acquired  as  a  result  of  the  disposi- 
tion of  a  trade  or  business  actively  conducted  by  the  taxpayer  in 
a  foreign  country  or  possession  of  the  United  States  or  as  a  result 
of  the  disposition  of  stock  or  obligations  of  a  corporation  in  which 
the  taxpayer  owned  at  least  10  percent  of  the  voting  stock. 

For  purposes  of  subparagraph  (C),  stock  owned,  directly  or  in- 
directly, by  or  for  a  foreign  corporation  shall  be  considered  as  being 
proportionately  owTied  by  its  shareholders. 

(3)  Overall  limitation  not  to  apply. — The  limitation  provided 
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by  subsection  (a)  (2)  shall  not  apply  with  respect  to  the  interest  in- 
come described  in  paragraph  (2)  or  to  dividends  described  in  para- 
graph (1)(B).  The  Secretary  or  his  delegate  shall  by  regulations 
prescribe  the  manner  of  application  of  subsection  (e)  with  respect 
to  cases  in  which  the  limitation  provided  by  subsection  (a)(2) 
applies  with  respect  to  income  described  in  paragraph  (1)  (B)  and 
(C). 

(4)  Transitional  rules  for  carrybacks  and  carryovers. — 

(A)  Carrybacks  to  years  prior  to  revenue  act  of  1962. — 
Where,  under  the  provisions  of  subsection  (d),  taxes  (i)  paid  or 
accrued  to  any  foreign  country  or  possession  of  the  United  States 
in  any  taxable  year  beginning  after  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962  are  deemed  (ii)  paid  or  accrued  in  one  or 
more  taxable  years  beginning  on  or  before  the  date  of  enactment 
of  the  Revenue  Act  of  1962,  the  amount  of  such  taxes  deemed 
paid  or  accrued  shall  be  determined  without  regard  to  the  pro- 
visions of  this  subsection.  To  the  extent  the  taxes  paid  or  accrued 
to  a  foreign  country  or  possession  of  the  United  States  in  any 
taxable  year  described  in  clause  (i)  are  not,  with  the  application  of 
the  preceding  sentence,  deemed  paid  or  accrued  in  any  taxable 
year  described  in  clause  (ii),  such  taxes  shall,  for  purposes  of 
applying  subsection  (d),  be  deemed  paid  or  accrued  in  a  taxable 
year  beginning  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1962,  with  respect  to  interest  income  described  in  paragraph 
(2),  and  with  respect  to  income  other  than  interest  income 
described  in  paragraph  (2),  in  the  same  ratios  as  the  amount  of 
such  taxes  paid  or  accrued  with  respect  to  interest  income  de- 
scribed in -paragraph  (2),  and  the  amount  of  such  taxes  paid  or 
accrued  with  respect  to  income  other  than  interest  income 
described  in  paragraph  (2),  respectively,  bear  to  the  total  amount 
of  such  taxes  paid  or  accrued  to  such  foreign  country  or  possession 
of  the  United  States. 

(B)  Carryovers  to  years  after  revenue  act  of  1962. — 
Where,  under  the  provisions  of  subsection  (d),  taxes  (i)  paid  or 
accrued  to  any  foreign  country  or  possession  of  the  United  States 
in  any  taxable  3'ear  beginning  on  or  before  the  date  of  the  enact- 
ment of  the  Revenue  Act  of  1962  are  deemed  (ii)  paid  or  accrued 
in  one  or  more  taxable  years  beginning  after  the  date  of  the 
enactment  of  the  Revenue  Act  of  1962,  the  amount  of  such  taxes 
deemed  paid  or  accrued  in  any  year  described  in  clause  (ii)  shall, 
with  respect  to  interest  income  described  in  paragraph  (2) ,  be  an 
amount  Avhich  bears  the  same  ratio  to  the  amount  of  such  taxes 
deemed  paid  or  accrued  as  the  amount  of  the  taxes  paid  or  accrued 
to  such  foreign  country  or  possession  for  such  ^^^ear  with  respect  to 
interest  income  described  in  paragraph  (2)  bears  to  the  total 
amount  of  the  taxes  paid  or  accrued  to  such  foreign  country  or 
possession  for  such  year;  and  the  amount  of  such  taxes  deemed 
paid  or  accrued  in  any  year  described  in  clause  (ii)  with  respect 
to  income  other  than  interest  income  described  in  paragraph  (2) 
shall  be  an  amount  which  bears  the  same  ratio  to  the  amount  of 
such  taxes  deemed  paid  or  accrued  for  such  year  as  the  amount 
of  taxes  paid  or  accrued  to  such  foreign  country  or  possession 
for  such  year  with  respect  to  income  other  than  interest  income 
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described  in  paragraph  (2)  bears  to  the  total  amount  of  the  taxes 
paid  or  accrued  to  such  foreign  countr}^  or  possession  for  such 
year. 

(5)   DISC  DIVIDENDS  AGGREGATED  FOR  PURPOSES  OF  PER-COUNTRY 

LIMITATION. — In  the  case  of  a  taxpayer  who  for  the  taxable  year 
has  dividends  described  in  paragraph  (1)(B)  from  more  than  one 
corporation,  the  limitation  provided  by  subsection  (a)(1)  shall  be 
applied  with  respect  to  the  aggregate  of  such  dividends. 
(g)  Coordination  With  Credit  for  Retirement  Income. — In  the 
case  of  an  individual,  for  purposes  of  siXbsection  (a)  the  tax  against  which 
the  credit  is  taken  is  such  tax  reduced  by  the  amount  of  the  credit  (if  any) 
for  the  taxable  year  allowable  under  section  37  {relating  to  retirement 
income) . 

[(g)II  (^)  Cross  Reference. — 

(1)  For  increase  of  applicable  limitation  under  subsection  (a)  for 
taxes  paid  wdth  respect  to  amounts  received  which  were  included  in 
the  gross  income  of  the  taxpayer  for  a  prior  taxable  year  as  a  United 
States  shareholder  with  respect  to  a  controlled  foreign  corporation, 
see  section  960(b). 

(2)  For  special  rule  relating  to  the  application  of  the  credit  pro- 
vided by  section  901  in  the  case  of  affiliated  groups  which  include 
Western  Hemisphere  trade  corporations  for  years  in  which  the 
limitation  provided  by  subsection  (a)  (2)  applies,  see  section  1503(b). 

******* 

CHAPTER  2— TAX  ON  SELF-EMPLOYMENT 

INCOME 

Sec.  1401.  Rate  of  tax. 
Sec.  1402.  Definitions. 
Sec.  1403.  Miscelianeous  provisions. 

SEC.  1401.   RATE  OF  TAX. 

(a)  Old-Age,  Survivors,  and  Disability  Insurance. — In  addition 
to  other  taxes,  there  shall  be  imposed  for  each  taxable  year,  on  the 
self-employment  income  of  every  individual,  a  tax  as  follows: 

(1)  in  the  case  of  any  taxable  year  beginnino?  after  December  31, 

1967,  and  before  January  1,  1969,  the  tax  shall  be  equal  to  5.8 
percent  of  the  amount  of  the  self-emplo^^ment  income  for  such 
taxable  year; 

(2)  in  the  case  of  an}^  taxable  year  beginning  after  December  31, 

1968,  and  before  January  1,  1971,  the  tax  shall  be  equal  to  6.3 
percent  of  the  amount  of  the  self-employment  income  for  such 
taxable  year ; 

(3)  in  the  case  of  any  taxable  year  beginning  after  December  31, 
1970,  and  before  January  1,  [1978]  1973,  the  tax  shall  be  equal  to 
6.9  percent  of  the  amount  of  the  self-emplo3'ment  income  for  such 
taxable  year; 

[(4)  in  the  case  of  any  taxable  3^ear  beginning  after  December 
31,  1977,  and  before  January  1,  2011,  the  tax  shall  be  equal  to  6.7 
percent  of  the  amount  of  the  self-employment  income  for  such 
taxable  year ;  and 

E(5)]  (4)  in  the  case  of  any  taxable  year  beginning  after  December 
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31,  [2010],  1972  the  tax  shall  be  equal  to  7.0  percent  of  the  amount 
of  the  self-employment  income  for  such  taxable  3^ear. 
(b)  Hospital  Insurance. — In  addition  to  the  tax  imposed  by  the 
preceding  subsection,  there  shall  be  imposed  for  each  taxable  year,  on 
the  self-employment  income  of  every  individual,  a  tax  as  follows: 

(1)  in  the  case  of  any  taxable  j^ear  beginning  after  December  31, 
1967,  and  before  January  1,  1973,  the  tax  shall  be  equal  to  0.60 
percent  of  the  amount  of  the  self -employment  income  for  such 
taxable  year; 

(2)  in  the  case  of  an}^  taxable  year  beginning  after  December  31, 
1972,  and  before  January  1,  1978,  the  tax  shall  be  equal  to  [0.91  ^-^ 
percent  of  the  amount  of  the  self-employment  income  for  such 
taxable  year; 

(3)  in  the  case  of  any  taxable  year  beginning  after  December  31, 
1977,  and  before  January  1,  [1986]  1981,  the  tax  shall  be  equal  to 
[1.0]  1.3  percent  of  the  amount  of  the  self-employment  income  for 
such  taxable  year; 

(4)  in  the  case  of  any  taxable  year  beginning  after  December  31, 
[1985]  1980,  and  before  January  1,  1993,  the  tax  shall  be  equal  to 
[1.1]  1.5  percent  of  the  amount  of  the  self-employment  income  for 
such  taxable  year;  and 

(5)  in  the  case  of  any  taxable  year  beginning  after  December  31, 
1992,  the  tax  shall  be  equal  to  [1.2]  1.6  percent  of  the  amount  of 
the  self-employment  income  for  such  taxable  year. 

SEC.  1402.  DEFINITIONS. 

(a)  Net  Earnings  From  Self-Employment. — The  term  ''net 
earnings  from  self-employment"  means  the  gross  income  derived  by 
an  individual  from  any  trade  or  business  carried  on  by  such  individual, 
less  the  deductions  allowed  by  this  subtitle  which  are  attributable  to 
such  trade  or  business,  plus  his  distributive  share  (whether  or  not 
distributed)  of  income  or  loss  described  in  section  702  (a)  (9)  from  any 
trade  or  business  carried  on  by  a  partnership  of  which  he  is  a  member; 
except  that  in  computing  such  gross  income  and  deductions  and  such 
distributive  share  of  partnership  ordinary  income  or  loss — 

(1)  there  shall  be  excluded  rentals  from  real  estate  and  from 
personal  propert}^  leased  with  the  real  estate  (including  such  rentals 
paid  in  crop  shares)  together  with  the  deductions  attributable 
thereto,  unless  such  rentals  are  received  in  the  course  of  a  trade  or 
business  as  a  real  estate  dealer;  except  that  the  preceding  provisions 
of  this  paragTaph  shall  not  apply  to  any  income  derived  by  the 
owner  or  tenant  of  land  if  (A)  such  income  is  derived  under  an 
arrangement,  between  the  owner  or  tenant  and  another  individual,  | 
which  provides  that  such  other  individual  shall  produce  agricultural  I 
or  horticultural  commodities  (includkig  livestock,  bees,  poultry,  and  ; 
fur-bearing  animals  and  wildlife)  on  such  land,  and  that  there  shall  i 
be  material  participation  by  the  owner  or  tenant  in  the  production  i 
or  the  management  of  the  production  of  such  agricultural  or  horti- 
cultural commodities,  and  (B)  there  is  material  participation  by 
the  owner  or  tenant  with  respect  to  an}^  such  agricultural  or  horti-  j 
cultural  commodity; 

(2)  there  shall  be  excluded  dividends  on  an}^  share  of  stock,  and  j 
interest  on  any  bond,  debenture,  note,  or  certificate,  or  other  evi- 
dence of  indebtedness,  issued  with  interest  coupons  or  in  registered  J 
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form  by  any  corporation  (including  one  issued  by  a  government  or 
political  subdivision  thereof),  unless  such  dividends  and  interest 
(other  than  interest  described  in  section  35)  are.  received  in  the 
course  of  a  trade  or  business  as  a  dealer  in  stocks  or  securities; 

(3)  there  shall  be  excluded  any  gain  or  loss — 

(A)  which  is  considered  as  gain  or  loss  from  the  sale  or  exchange 
of  a  capital  asset, 

(B)  from  the  cutting  of  timber,  or  the  disposal  of  timber,  coal, 
or  iron  ore,  if  section  631  applies  to  such  gain  or  loss  or 

(C)  from  the  sale,  exchange,  involuntary  conversion,  or  other 
disposition  of  property  if  such  property  is  neither — 

(i)  stock  in  trade  or  other  property  of  a  kind  which  would 
properly  be  includible  in  inventory  if  on  hand  at  the  close  of 
the  taxable  year,  nor 

(ii)  property  held  primarily  for  sale  to  customers  in  the 
ordinary  course  of  the  trade  or  business; 

(4)  the  deduction  for  net  operating  losses  provided  in  section  172 
shall  not  be  allowed ; 

(5)  if- 

(A)  any  of  the  income  derived  from  a  trade  or  business  (other 
than  a  trade  or  business  carried  on  by  a  partnership)  is  com- 
munity income  under  community  property  laws  applicable  to 
such  income,  all  of  the  gross  income  and  deductions  attributable 
to  such  trade  or  business  shall  be  treated  as  the  gross  income  and 
deductions  of  the  husband  unless  the  wife  exercises  substantially 
all  of  the  management  and  control  of  such  trade  or  business,  in 
which  case  all  of  such  gross  income  and  deductions  shall  be 
treated  as  the  gross  income  and  deductions  of  the  wife ;  and 

(B)  any  portion  of  a  partner's  distributive  share  of  the  ordinary 
income  or  loss  from  a  trade  or  business  carried  on  by  a  partnership 
is  community  income  or  loss  under  the  community  property  laws 
applicable  to  such  share,  all  of  such  distributive  share  shall  be 
included  in  computing  the  net  earnings  from  self-employment  of 
such  partner,  and  no  part  of  such  share  shall  be  taken  into 
account  in  computing  the  net  earnings  from  self-emplo3^ment  of 
the  spouse  of  such  partner; 

(6)  a  resident  of  Puerto  Rico  shall  compute  his  net  earnings  from 
self-employment  in  the  same  manner  as  a  citizen  of  the  United 
.States  but  without  regard  to  section  933; 

(7)  the  deduction  for  personal  exemptions  provided  in  section  151 
shall  not  be  allowed ; 

(8)  an  individual  who  is  a  duly  ordained,  commissioned,  or 
licensed  minister  of  a  church  or  a  member  of  a  religious  order  shall 
compute  his  net  earnings  from  self-employment  derived  from  the 
performance  of  service  described  in  subsection  (c)  (4)  without  regard 
to  section  107  (relating  to  rental  value  of  parsonages)  [and], 
section  119  (relating  to  meals  and  lodging  furnished  for  the  con- 
venience of  the  employer)  [and,  in  addition,  if  he  is  a  citizen  of  the 
United  States  performing  such  service  as  an  employee  of  an  Ameri- 
can employer  (as  defined  in  section  3121(h))  or  as  a  minister  in  a 
foreign  country  who  has  a  congregation  which  is  composed  pre- 
dominantly of  citizens  of  the  United  States,  without  regard  to]. 
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section  911  (relating  to  earned  income  from  sources  mthout  the 
United  States)  and  section  931  (relating  to  income  from  sources 
within  possessions  of  the  United  States) ; 

(9)  the  term  "possession  of  the  United  States"  as  used  in  sections 
931  (relating  to  income  from  sources  within  possessions  of  the 
United  States)  and  932  (relating  to  citizens  of  possessions  of  the 
United  States)  shall  be  deemed  not  to  include  the  Virgin  Islands, 
Guam,  or  American  Samoa;  [and] 

(10)  there  shall  be  excluded  amounts  received  by  a  partner  pur- 
suant to  a  written  plan  of  the  partnership,  which  meets  such  re- 
quirements as  are  prescribed  by  the  Secretary  or  his  delegate,  and 
which  provides  for  payments  on  account  of  retirement,  on  a  periodic 
basis,  to  partners  generallj^  or  to  a  class  or  classes  of  partners,  such 
payments  to  continue  at  least  until  such  partner's  death,  if — 

(A)  such  partner  rendered  no  services  with  respect  to  smy 
trade  or  business  carried  on  by  such  partnership  (or  its  successors) 
during  the  taxable  year  of  such  partnership  (or  its  successors), 
ending  within  or  with  his  taxable  3^ear,  in  which  such  amounts 
v/ere  received,  and  ' 

(B)  no  obligation  exists  (as  of  the  close  of  the  partnership's  i 
taxable  year  referred  to  in  subparagraph  (A))  from  the  other  ' 
partners  to  such  partner  except  with  respect  to  retirement  pay- 
ments under  such  plan,  and 

(C)  such  partner's  share,  if  any,  of  the  capital  of  the  partner- 
ship has  been  paid  to  him  in  full  before  the  close  of  the  partner- 
ship's taxable  3- ear  referred  to  in  subparagraph  (A)  [.  J;  and 

{11)  in  the  case  of  an  individual  who  has  been  a  resident  of  the  \ 
United  States  during  the  entire  taxable  year,  the  exclusion  from  gross  ' 
income  provided  by  section  911  {a)  (2)  shall  not  apply. 
If  the  taxable  year  of  a  partner  is  different  from  that  of  the  partnership, 
the  distributive  share  which  he  is  required  to  include  in  computing  his  i 
net  earnings  from  self-employment  shall  be  based  on  the  ordinary 
income  or  loss  of  the  partnership  for  any  taxable  year  of  the  partner- 
ship ending  within  or  with  his  taxable  year.  In  the  case  of  any  trade 
or  business  which  is  carried  on  by  an  individual  or  by  a  partnership 
and  in  which,  if  such  trade  or  business  were  carried  on  exclusively  | 
by  employees,  the  major  portion  of  the  services  would  constitute  | 
agricultural  labor  as  defined  in  section  3121(g) —  i 
(i)  in  the  case  of  an  individual,  if  the  gross  income  derived  • 
by  him  from  such  trade  or  business  is  not  more  than  $2,400,  the  net 
earnings  from  self-employment  derived  by  him  from  such  trade  or  1 
business  may,  at  his  option,  be  deemed  to  be  66%  percent  of  such  | 
gross  income ;  or  ! 

(11)  in  the  case  of  an  individual,  if  the  gross  income  derived  ! 
by  him  from  such  trade  or  business  is  more  than  $2,400  and  the  net  i 
earnings  from  self-emjDloyment  derived  by  him  from  such  trade  or  | 
business  (computed  under  this  subsection  without  regard  to  this  ' 
sentence)  are  less  than  $1,600,  the  net  earnings  from  self-employ- 
ment derived  by  him  from  such  trade  or  business  may,  at  his  option,  i 
be  deemed  to  be  $1,600;  and  !, 

(iii)  in  the  case  of  a  member  of  a  partnership,  if  his  distributive  ; 
share  of  the  gross  income  of  the  partnership  derived  from  such  1 
trade  or  business  (after  such  gross  income  has  been  reduced  by  the 
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sum  of  all  payments  to  which  section  707(c)  applies)  is  not  more 
than  $2,400,  his  distributive  share  of  income  described  in  section 
702(a)(9)  derived  from  such  trade  or  business  may,  at  his  option, 
be  deemed  to  be  an  amount  equal  to  66%  percent  of  his  distributive 
share  of  such  gross  income  (after  siich  gross  income  has  been  so 
reduced) ;  or 

(iv)  in  the  case  of  a  member  of  a  partnership,  if  his  distributive 
share  of  the  gross  income  of  the  partnership  derived  from  such  trade 
or  business  (after  such  gross  income  has  been  reduced  by  the  sum 
of  all  payments  to  which  section  707(c)  applies)  is  more  than  $2,400 
and  his  distributive  share  (whether  or  not  distributed)  of  income 
described  in  section  702(a)(9)  derived  from  such  trade  or  business 
(computed  under  this  subsection  without  regard  to  this  sentence) 
is  less  than  $1,600,  his  distributive  share  of  income  described  in 
section  702(a)(9)  derived  from  such  trade  or  business  may,  at  his 
option,  be  deemed  to  be  $1,600. 

For  purposes  of  the  preceding  sentence,  gross  income  means — 

(v)  in  the  case  of  any  such  trade  or  business  in  which  the  income 
is  computed  under  a  cash  receipts  and  disbursements  method,  the 
gross  receipts  from  such  trade  or  business  reduced  by  the  cost  or 
other  basis  of  property  which  was  purchased  and  sold  in  carrying 
on  such  trade  or  business,  adjusted  (after  such  reduction)  in  accord- 
ance with  the  provisions  of  paragraphs  (1)  through  (7)  and  para- 
graph (9)  of  tliis  subsection;  and 

(vi)  in  the  case  of  any  such  trade  or  business  in  which  the  income 
is  computed  under  an  accrual  method,  the  gross  income  from  such 
trade  or  business,  adjusted  in  accordance  with  the  provisions  of 
paragraphs  (1)  through  (7)  and  paragraph  (9)  of  this  subsection; 

and,  for  purposes  of  such  sentence,  if  an  individual  (including  a  member 
of  a  partnership)  derives  gross  income  from  more  than  one  such  trade 
or  business,  such  gross  income  (including  his  distributive  share  of  the 
gross  income  of  an^^  partnership  derived  from  any  such  trade  or  busi- 
ness) shall  be  deemed  to  have  been  derived  from  one  trade  or  business. 

The  yreceding  sentence  and  clauses  (i)  throngh  {iv)  of  the  second  preced- 
ing sentence  shall  also  apply  in  the  case  of  any  trade  or  business  {other 
than  a  trade  or  business  specified  in  such  second  preceding  sentence)  which 
is  carried  on  by  an  individual  who  is  self-employed  on  a  regular  basis  as 
defined  in  subsection  {i),  or  by  a  partnership  of  which  an  individual  is  a 
member  on  a  regular  basis  as  defined  in  subsection  {i),  but  only  if  such 
individuaVs  net  earnings  from  self-employment  as  determined  without 
regard  to  this  sentence  in  the  taxable  year  are  less  than  $1,600  and  less 
than  66%  percent  of  the  sum  {in  such  taxable  year)  of  such  individ.uaVs 
gross  income  derived  from  all  trades  or  businesses  carried  on  by  him  and 
his  distributive  share  of  the  income  or  loss  from  all  trades  or  businesses 
carried  on  by  all  the  partnerships  of  which  he  is  a  member;  except  that  this 
sentence  shall  not  apply  to  more  than  5  taxable  years  in  the  case  of  any 
individual,  and  in  no  case  in  which  an  individual  elects  to  determine  the 
amount  of  his  net  earnings  from  self -employment  for  a  taxable  year  under 
the  provisions  of  the  two  preceding  sentences  with  respect  to  a  trade  or 
business  to  which  the  second  preceding  sentence  applies  and  with  respect 
to  a  trade  or  business  to  which  this  sentence  applies  shall  such  net  earnings 
for  such  year  exceed  $1 ,600. 
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(b)  Self-Employment  Income. — The  term  ''self -employment  in- 
come" means  the  net  earnings  from  self -employment  derived  by  an 
individual  (other  than  a  nonresident  alien  individual)  duriag  any  tax- 
able year;  except  that  such  term  shall  not  include — 

(1)  that  part  of  the  net  earnings  from  self-employment  which  is  in 
excess  of —  | 

(A)  for  any  taxable  year  ending  prior  to  1955,  (i)  $3,600,  miuus  | 
(ii)  the  amount  of  the  wages  paid  to  such  individual  duriag  the  , 
taxable  year ;  and  ' 

(B)  for  any  taxable  year  ending  after  1954  and  before  1959,  (i)  j 
$4,200,  minus  (ii)  the  amount  of  the  wages  paid  to  such  individual 
during  the  taxable  year;  and 

(C)  for  any  taxable  year  ending  after  1958  and  before  1966,  (i)  j 
$4,800,  minus  (ii)  the  amount  of  the  wages  paid  to  such  individual  I 
during  the  taxable  year;  and  ! 

(D)  for  any  taxable  year  ending  after  1965  and  before  1968,  (i)  ' 
$6,600,  muius  (ii)  the  amount  of  wages  paid  to  such  individual  dur-  . 
ing  the  taxable  year;  and  ' 

(E)  for  any  taxable  year  ending  after  1967  and  beginning  before  I 
1972,  (i)  $7,800,  minus  (ii)  the  amount  of  the  wages  paid  to  such  | 
individual  during  the  taxable  year;  and  i 

(F)  for  any  taxable  year  beginning  after  1971  and  before  1973,  [ 
(i)  $9,000,  minus  (ii)  the  amount  of  the  wages  paid  to  such  indi- 
vidual during  the  taxable  year ;  and  1 

(G)  for  any  taxable  year  beginning  after  1972  and  before  1974,  i 
(i)  $10,800,  minus  (ii)  the  amount  of  wages  paid  to  such  individual  I 
during  the  taxable  3^ear;  and  | 

(H)  for  any  taxable  year  beginning  after  1973  and  before  1975,  1 

(1)  $12,000,  minus  (ii)  the  amount  of  the  wages  paid  to  such  indi-  i 
vidual  during  the  taxable  year;  and  i 

(I)  for  any  taxable  year  beginning  in  any  calendar  year  after 
1974,  (i)  an  amount  equal  to  the  contribution  and  benefit  base  i 
(as  determined  under  section  230  of  the  Social  Security  Act)  which  | 
is  effective  for  such  calendar  year,  minus  (ii)  the  amount  of  the  j 
wages  paid  to  such  individual  during  such  taxable  year ;  or  ! 

(2)  the  net  earnings  from  self-employment,  if  such  net  earnings  I 
for  the  taxable  year  are  less  than  $400. 

For  purposes  of  clause  (1),  the  term  ''wages"  (A)  includes  such  re- 
muneration  paid  to  an  employee  for  services  included  under  an  agree-  ! 
ment  entered  into  pursuant  to  the  provisions  of  section  218  of  the  ' 
Social  Security  Act  (relating  to  coverage  of  State  emplo3'ees),  or 
under  an  agreement  entered  into  pursuant  to  the  provisions  of  section  i 
3121  (1)  (relating  to  coverage  of  citizens  of  the  United  States  who  | 
are  employees  of  foreign  subsidiaries  of  domestic  corporations),  as  : 
would  be  wages  under  section  3121(a)  if  such  services  constituted 
empio3^ment  under  section  3121(b),  and  (B)  includes,  but  solely  with 
respect  to  the  tax  imposed  by  section  1401(b),  compensation  which  is  i 
subject  to  the  tax  imposed  by  section  3201  or  3211.  An  individual  who 
is  not  a  citizen  of  the  United  States  but  who  is  a  resident  of  the 
Commonwealth  of  Puerto  Rico,  the  Virgin  Islands,  Guam,  or  American 
Samoa  shall  not,  for  purposes  of  this  chapter  be  considered  to  be  a 
nonresident  alien  individual. 

(c)  Trade  or  Business. — The  term  "trade  or  business",  when  used 
with  reference  to  self-employment  income  or  net  earnings  from  self- 
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employment,  shall  have  the  same  meaning  as  when  used  in  section  162 
(relating  to  trade  or  business  expenses),  except  that  such  term  shall 
not  include — 

(1)  the  performance  of  the  functions  of  a  public  office,  other  than 
the  functions  of  a  public  office  of  a  State  or  a  political  subdivision 
thereof  with  respect  to  fees  received  in  any  period  in  which  the 
functions  are  performed  in  a  position  compensated  solely  on  a  fee 
basis  and  in  which  such  functions  are  not  covered  under  an  agree- 
ment entered  into  by  such  State  and  the  Secretary  of  Health, 
Education,  and  Welfare  pursuant  to  section  218  of  the  Social 
Security  Act; 

(2)  the  performance  of  service  by  an  individual  as  an  employee, 
other  than — 

(A)  service  described  in  section  3121(b)  (14)  (B)  performed  by 
an  individual  who  has  attained  the  age  of  18, 

(B)  service  described  in  section  3121(b) (16), 

(C)  service  described  in  section  3121(b)  (11),  (12),  or  (15)  per- 
formed in  the  United  States  (as  defined  in  section  3121(e)(2))  by 
a  citizen  of  the  United  States, 

(D)  service  described  in  paragraph  (4)  of  this  subsection,  and 

(E)  service  performed  by  an  individual  as  an  employee  of  a 
State  or  a  political  subdivision  thereof  in  a  position  compensated 
solely  on  a  fee  basis  mth  respect  to  fees  received  in  any  period 
in  which  such  service  is  not  covered  under  an  agreement  entered 
into  by  such  State  and  the  Secretary  of  Health,  Education,  and 
Welfare  pursuant  to  section  218  of  the  Social  Security  Act; 

(3)  the  performance  of  service  by  an  individual  as  an  employee  or 
employee  representative  as  defined  in  section  3231 ; 

(4)  the  performance  of  service  by  a  duly  ordained,  commissioned, 
or  licensed  minister  of  a  church  in  the  exercise  of  his  ministry  or  by  a 
member  of  a  religious  order  in  the  exercise  of  duties  required  by  such 
order ; 

(5)  the  performance  of  service  by  an  individual  in  the  exercise  of 
his  profession  as  a  Christian  Science  practitioner;  or 

(6)  the  performance  of  service  by  an  individual  during  the  period 
for  which  an  exemption  under  subsection  (h)  is  effective  with  respect 
to  him. 

The  provisions  of  paragraph  (4)  or  (5)  shall  not  apply  to  service  (other 
than  service  performed  by  a  member  of  a  religious  order  who  has  taken 
a  vow  of  poverty  as  a  member  of  such  order)  performed  by  an  in- 
dividual unless  an  exemption  under  subsection  (e)  is  effective  with 
respect  to  him. 

(d)  Employee  and  Wages. — The  term  ''employee"  and  the  term 
'Svages"  shall  have  the  same  meaning  as  when  used  in  chapter  21  (sec. 
3101  and  following,  relating  to  Federal  Insurance  Contributions  Act). 

(e)  Ministers,  Members  of  Religious  Orders,  and  Christian 
Science  Practitioners. — 

(1)  Exemption. — Any  individual  who  is  (A)  a  duly  ordained, 
commissioned,  or  licensed  minister  of  a  church  or  a  member  of  a 
religious  order  (other  than  a  member  of  a  religious  order  who  has 
taken  a  vow  of  poverty  as  a  member  of  such  order)  or  (B)  a  Christian 
Science  practitioner,  upon  filing  an  application  (in  such  form  and 
manner,  and  with  such  official,  as  may  be  prescribed  by  regulations 
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made  under  this  chapter)  together  with  a  statement  that  either  he 
is  conscientiously  opposed  to,  or  because  of  rehgious  principles  he 
is  opposed  to,  the  acceptance  (\\ith  respect  to  services  performed 
b}^  him  as  such  minister,  member,  or  practitioner)  of  any  public 
insiu^ance  which  makes  payments  in  the  event  of  death,  disability, 
old  age,  or  retirement  or  makes  paj'ments  toward  the  cost  of,  or 
provides  services  for,  medical  care  (including  the  benefits  of  any 
insurance  system  established  by  the  Social  Security  Act),  shall 
receive  an  exemption  from  the  tax  imposed  by  this  chapter  with 
respect  to  services  performed  by  him  as  such  minister,  member,  or 
practitioner.  Notmthstanding  the  preceding  sentence,  an  exemption 
may  not  be  granted  to  an  individual  under  this  subsection  if  he  had 
filed  an  effective  waiver  certificate  under  this  section  as  it  was  in 
effect  before  its  amendment  in  1967. 

(2)  Time  for  filing  application. — Any  indi^ddual  who  desires 
to  file  an  application  pursuant  to  paragraph  (1)  must  file  such 
application  on  or  before  whichever  of  the  follo^\'ing  dates  is  later: 

(A)  the  due  date  of  the  return  (including  any  extension  thereof)  for 
the  second  taxable  year  for  w^hich  he  has  net  earnings  from  self- 
employment  (computed  \\dthout  regard  to  subsections  (c)(4)  and 
(c)(5))  of  $400  or  more,  any  part  of  which  was  derived  from  the 
performance  of  service  described  in  subsection  (c)  (4)  or  (c)  (5) ;  or 

(B)  the  due  date  of  the  return  (including  any  extension  thereof) 
for  his  second  taxable  year  ending  after  1967. 

(3)  Effective  date  of  exemption. — An  exemption  received  b}' 
an  individual  pursuant  to  this  subsection  shall  be  effective  for  the 
first  taxable  year  for  which  he  has  net  earnings  from  self-emploj^ment 
(computed  mthout  regard  to  subsections  (c)(4)  and  (c)(5))  of  $400 
or  more,  any  part  of  which  was  derived  from  the  performance  of 
service  described  in  subsection  (c)  (4)  or  (c)  (5) ,  and  for  all  succeeding 
taxable  years.  An  exemption  received  pursuant  to  this  subsection 
shall  be  irrevocable. 

(f)  Partner's  Taxable  Year  Ending  as  the  Result  of  Death. — 
In  computing  a  partner's  net  earnings  from  self -employment  for  his 
taxable  year  which  ends  as  a  result  of  his  death  (but  only  if  such 
taxable  year  ends  \\dthin,  and  not  with,  the  taxable  year  of  the 
partnership),  there  shall  be  included  so  much  of  the  deceased  partner's 
distributive  share  of  the  partnership's  ordinary  income  or  loss  for 
the  partnership  taxable  year  as  is  not  attributable  to  an  interest  in  the 
partnership  during  any  period  beginning  on  or  after  the  first  day  of 
the  first  calendar  month  following  the  month  in  which  such  partner 
died.  For  purposes  of  this  subsection — 

(1)  in  determining  the  portion  of  the  distributive  share  w^hich  is 
attributable  to  any  period  specified  in  the  preceding  sentence,  the 
ordinary  income  or  loss  of  the  partnership  shall  be  treated  as  having 
been  realized  or  sustained  ratably  over  the  partnership  taxable 
year;  and 

(2)  the  term  ''deceased  partner's  distributive  share"  includes  the 
share  of  his  estate  or  of  any  other  person  succeeding,  by  reason  of 
his  death,  to  rights  with  respect  to  his  partnership  interest. 

(g)  Treatment  of  Certain  Remuneration  Erroneously  Re- 
ported As  Net  Earnings  From  Self-Employment.— If — 

(1)  an  amount  is  erroneously  paid  as  tax  under  section  1401,  for 
any  taxable  year  ending  after  1954  and  before  1962,  with  respect  to 
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remuneration  for  service  described  in  section  3121(b)(8)  (other  than 
service  described  in  section  3121(b)(8)(A)),  and  such  remuneration 
is  reported  as  self-employment  income  on  a  return  filed  on  or  before 
the  due  date  prescribed  for  filing  such  return  (including  an}'  exten- 
sion thereof), 

(2)  the  individual  who  paid  such  amount  (or  a  fiduciary  acting  for 
such  individual  or  his  estate,  or  his  survivor  (wdthin  the  meaning  of 
section  205(c)(1)(C)  of  the  Social  Security  Act))  requests  that  such 
remuneration  be  deemed  to  constitute  net  earnings  from  self-em- 
ployment, 

(3)  such  request  is  filed  after  the  date  of  the  enactment  of  this 
paragraph  and  on  or  before  April  15,  1962, 

(4)  such  remuneration  was  paid  to  such  individual  for  services 
performed  in  the  employ  of  an  organization  which,  on  or  before  the 
date  on  which  such  request  is  filed,  has  filed  a  certificate  pursuant  to 
section  3121  (k),  and 

(5)  no  credit  or  refund  of  any  portion  of  the  amount  erroneously 
paid  for  such  taxable  year  as  tax  under  section  1401  (other  than  a 
credit  or  refund  which  would  be  allowable  if  such  tax  were  applicable 
with  respect  to  such  remuneration)  has  been  obtained  before  the 
date  on  which  such  request  is  filed  or,  if  obtained,  the  amount 
credited  or  refunded  (including  any  interest  under  section  6611)  is 
repaid  on  or  before  such  date, 

then,  for  purposes  of  this  chapter  and  chapter  21,  any  amount  of  such 
remuneration  which  is  paid  to  such  individual  before  the  calendar 
quarter  in  which  such  request  is  filed  (or  before  the  succeeding  quarter 
if  such  certificate  first  becomes  effective  with  respect  to  services  per- 
formed by  such  individual  in  such  succeeding  quarter),  and  with 
respect  to  which  no  tax  (other  than  an  amount  erroneously  paid  as 
tax)  has  been  paid  under  chapter  21,  shall  be  deemed  to  constitute  net 
earnings  from  self-employment  and  not  remuneration  for  employment. 
For  purposes  of  section  3121(b)(8)(B)  (ii)  and  (iii),  if  the  certificate 
filed  by  such  organization  pursuant  to  section  3121  (k)  is  not  effective 
with  respect  to  services  performed  by  such  individual  on  or  before  the 
first  day  of  the  calendar  quarter  in  which  the  request  is  filed,  such 
individual  shall  be  deemed  to  have  become  an  employee  of  such 
organization  (or  to  have  become  a  member  of  a  group  described  in 
section  3121(k)(l)(E))  on  the  first  day  of  the  succeeding  quarter, 
(h)  Members  of  Certain  Religious  Faiths. — 

(1)  Exemption. — Any  individual  may  file  an  application  (in  such 
form  and  manner,  and  with  such  official,  as  may  be  prescribed  by 
regulations  under  this  chapter)  for  an  exemption  from  the  tax  im- 
posed by  this  chapter  if  he  is  a  member  of  a  recognized  religious 
sect  or  division  thereof  and  is  an  adherent  of  established  tenets  or 
teachings  of  such  sect  or  division  by  reason  of  which  he  is  con- 
scientiously opposed  to  acceptance  of  the  benefits  of  any  private  or 
public  insurance  which  makes  payments  in  the  event  of  death, 
disability,  old-age,  or  retirement  or  makes  payments  toward  the 
cost  of,  or  provides  services  for,  medical  care  (including  the  benefits 
of  any  insurance  system  established  by  the  Social  Security  Act) . 
Such  exemption  may  be  granted  only  if  the  application  contains  or 
is  accompanied  b}^ — 

(A)  such  evidence  of  such  individual's  membership  in,  and 
adherence  to  the  tenets  or  teachings  of,  the  sect  or  division  thereof 
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as  the  Secretary  or  his  delegate  may  require  for  purposes  of 
deternurdng  such  indi\ddual's  comphance  with  the  preceding 
sentence,  and 

(B)  his  waiver  of  all  benefits  and  other  payments  under  titles 
II  and  XVIII  of  the  Social  Security  Act  on  the  basis  of  his  wages 
and  self -employment  income  as  well  as  all  such  benefits  and  other 
payments  to  him  on  the  basis  of  the  wages  and  seK-emplcyment 
income  of  an}'  other  person, 

and  only  if  the  Secretary  of  Health,  Education,  and  Welfare  finds 
that — 

(C)  such  sect  or  division  thereof  has  the  estabhshed  tenets  or 
teachings  referred  to  in  the  preceding  sentence, 

(D)  it  is  the  practice,  and  has  been  for  a  period  of  time  which 
he  deems  to  be  substantial,  for  members  of  such  sect  or  division 
thereof  to  make  provision  for  their  dependent  members  which  in 
his  judgment  is  reasonable  in  view  of  their  general  level  of  hving, 
and 

(E)  such  sect  or  division  thereof  has  been  in  existence  at  all 
times  since  December  31,  1950. 

An  exemption  may  not  be  granted  to  any  individual  if  any  benefit 
or  other  payment  referred  to  in  subparagraph  (B)  became  payable 
(or,  but  for  section  203  or  222(b)  of  the  Social  Security  Act,  would 
have  become  payable)  at  or  before  the  time  of  the  fifing  of  such 
waiver. 

(2)  Time  for  filing  application. — For  purposes  of  this  sub- 
section, an  application  must  be  filed — 

(A)  in  the  case  of  an  individual  who  has  self -employment  in- 
come (determined  without  regard  to  this  subsection  and  subsection 
(c)(6))  for  any  taxable  year  ending  before  December  31,  1967,  on 
or  before  December  31,  1968,  and 

(B)  in  any  other  case,  on  or  before  the  time  prescribed 
for  filing  the  return  (including  any  extension  thereof)  for  the 
first  taxable  year  ending  on  or  after  December  31,  1967,  for  which 
he  has  self-employment  income  (as  so  determined),  except  that 
an  application  filed  after  such  date  but  on  or  before  the  last  day 
of  the  third  calendar  month  following  the  calendar  month  in  which 
the  taxpayer  is  first  notified  in  writing  by  the  Secretary  or  his 
delegate  that  a  timely  application  for  an  exemption  from  the 
tax  imposed  by  this  chapter  has  not  been  filed  by  him  shall  be 
deemed  to  be  filed  timely. 

(3)  Period  for  which  exemption  effective. — An  exemption 
granted  to  any  individual  pursuant  to  this  subsection  shall  apply 
with  respect  to  all  taxable  years  beginning  after  December  31,  1950, 
except  that  such  exemption  shaU  not  apply  for  any  taxable  year — 

(A)  beginniQg  (i)  before  the  taxable  year  in  which  such  in- 
dividual first  met  the  requirements  of  the  first  sentence  of  para- 
graph (1),  or  (ii)  before  the  time  as  of  which  the  Secretary  of 
Health,  Education,  and  Welfare  finds  that  the  sect  or  division 
thereof  of  which  such  individual  is  a  member  met  the  require- 
ments of  subparagraphs  (C)  and  (D),  or 

(B)  ending  (i)  after  the  time  such  individual  ceases  to  meet  the  i 
requirements  of  the  first  sentence  of  paragraph  (1),  or  (ii)  after  | 
the  time  as  of  which  the  Secretary  of  Health,  Education,  and  | 
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Welfare  firids  that  the  sect  or  division  thereof  of  which  he  is  a 
member  ceases  to  meet  the  requirements  of  subparagraph 
(C)  or  (D). 

(4)  Application  by  fiduciaries  or  survivors. — In  any  case 
where  an  individual  who  has  self-employment  income  dies  before 
the  expiration  of  the  time  prescribed  by  paragraph  (2)  for  filing 
an  application  for  exemption  pursuant  to  this  subsection,  such  an 
application  may  be  filed  with  respect  to  such  individual  within 
such  time  by  a  fiduciary  acting  for  such  individual's  estate  or  by 
such  individual's  survivor  (within  the  meaning  of  section 
205(c)(1)(C)  of  the  Social  Security  Act). 

REGULAR  BASIS 

(i)  An  individual  shall  be  deemed  to  be  self-employed  on  a  regular 
basis  in  a  taxable  year,  or  to  be  a  member  of  a  partnership  on  a 
regular  basis  in  such  year,  if  he  had  net  earnings  from  self-employ- 
ment, as  defined  in  the  first  sentence  of  subsection  (a) ,  of  not  less 
than  $400  in  at  least  two  of  the  three  consecutive  taxable  years 
iinmediately  preceding  such  taxable  year  from  trades  or  businesses 
carried  on  by  such  individual  or  such  partnership. 

^  %  H:  ^  lie 

Subtitle  C — Employment  Taxes 

Chapter  21.  Federal  insurance  contributions  act. 

Chapter  22.  Railroad  retirement  tax  act. 

Chapter  23.  Federal  unemployment  tax  act. 

Chapter  24.  Collection  of  income  tax  at  source  on  wages. 

Chapter  25.  General  provisions  relating  to  employment  taxes. 

CHAPTER  21— FEDERAL  INSURANCE 
CONTRIBUTIONS  ACT 

Subchapter  A.  Tax  on  employees. 
Subchapter  B.  Tax  on  employers. 
Subchapter  C.    General  provisions. 

Subchapter  A — Tax  on  Employees 

Sec.  3101.    Rate  of  tax. 

Sec.  3102.    Deduction  of  tax  from  wages. 

SEC.  3101.   RATE  OF  TAX. 

(a)  Old-Age,  Sukvivors,  and  Disability  Insukance. — In  addition 
to  other  taxes,  there  is  hereby  imposed  on  the  income  of  every  individ- 
ual a  tax  equal  to  the  following  percentages  of  the  wages  (as  defined 
in  section  3121(a))  received  by  him  with  respect  to  employment  (as 
defined  in  section  3121  (b) )  — 

(1)  with  respect  to  wages  received  during  the  calendar  year  1968, 
the  rate  shall  be  3.8  percent ; 

(2)  with  respect  to  wages  received  during  the  calendar  years  1969 
and  1970,  the  rate  shall  be  4.2  percent ; 

( 3 )  with  respect  to  wages  received  during  [any  of]  the  calendar 
years  1971  [through  1977]  and  1972,  the  rate  shall  be  4.6  percent; 

78-178—72  75 
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(4)  with  respect  to  wages  received  during  the  calendar  years 

1973,  197 If,  1975,  1976,  and  1977,  the  rate  shall  he  1^,9  percent; 
[(4)]  (5)  with  respect  to  wages  received  during  [any  of]  the 

calendar  years  1978  through  2010,  the  rate  shall  be  [4.5]  Jj,.95  per- 
cent; and 

[(^)]  (^)  with  respect  to  w^ages  received  after  December  31,  j 
2010,  the  rate  shall  be  [5.35]  6.05  percent.  ^  ' 

(b)  Hospital  Insurance. — In  addition  to  the  tax  imposed  by  the  i 
preceding  subsection,  there  is  hereb}^  imposed  on  the  income  of  every  i 
individual  a  tax  equal  to  the  following  percentages  of  the  wages  (as  | 
defined  in  section  3121(a))  received  by  him  with  respect  to  employ-  ! 
ment  (as  defined  in  section  3121  (b) ) —  | 

(1)  with  respect  to  wages  paid  during  the  calendar  years  1968,  j 
1969,  1970,  1971,  and  1972,  the  rate  shall  be  0.60  percent;  ! 

(2)  wath  respect  to  wages  received  during  the  calendar  years  1973,  ' 

1974,  1975,  1976,  and  1977,  the  rate  shall  be  [0.9]7.i  percent;  i 

(3)  with  respect  to  wages  received  during  the  calendar  years  1978,  I 
1979,  and  1980,  [1981,  1982,  1983,  1984,  and  1985,]  the  rate  shall  be  i 
[1.0]  i.^  percent.  \ 

(4)  with  respect  to  wages  received  during  the  calendar  years  i 
1981,  1982,  1983,  1981^,  1985,  1986,  1987,  1988,  1989,  1990,  1991,  and  \ 
1992,  the  rate  shall  be  [1.1]  1.5  percent ;  and 

(5)  with  respect  to  wages  received  after  December  31,  1992,  the  1 
rate  shall  be  [1.2]  1.6  percent. 

Subchapter  B — Tax  on  Employers 

Sec.  3111.    Rate  of  tax. 

Sec.  3112.    Instrumentalities  of  the  United  States. 
Sec.  3113.    District  of  Columbia  credit  unions. 

SEC.  3111.   RATE  OF  TAX. 

(a)  Old- Age,  Survivors,  and  Disability  Insurance. — In  addition 
to  other  taxes,  there  is  hereby  imposed  on  every  emjDloyer  an  excise  tax, 
with  respect  to  having  individuals  in  his  employ,  equal  to  the  follow- 
ing percentages  of  the  wages  (as  defined  in  section  3121(a) )  paid  by 
him  with  respect  to  employment  (as  defined  in  section  3121  (b) )  — 

(1)  with  respect  to  wages  paid  during  the  calendar  year  1968, 
the  rate  shall  be  3.8  percent ; 

(2)  with  respect  to  w^ages  paid  during  the  calendar  years  1969 
and  1970,  the  rate  shall  be  4.2  percent ; 

(3)  with  respect  to  wages  paid  during  |]any  of]  the  calendar  years 
1971  ^through  1977]  and  1972,  the  rate  shall  be  4.6  percent; 

(4)  with  respect  to  vmoes  received  during  the  calendar  years 
1973, 197 If,  1975, 1976,  and  1977,  the  rate  shall  he  1^.9  percent; 

l!("^)]  ('^)  with  respect  to  wages  paid  during  [any  of]  the  cal- 
endar years  1978  through  2010,  the  rate  shall  be  [4.5]  Ij..95  percent; 
and 

[(5)]  (6')  with  respect  to  wages  paid  after  December  31,  2010, 
the  rate  shall  be  [5.35]  ^l^'o  percent. 

(b)  Hospital  Insurance. — In  addition  to  the  tax  imposed  by  the 
preceding  subsection,  there  is  hereby  imposed  on  every  employer  an 
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excise  tax,  with  respect  to  having  individuals  in  his  employ,  equal  to 
the  following  percentages  of  the  wages  (as  defined  in  section  3121  (a) ) 
paid  by  him  with  respect  to  employment  (as  defined  in  section  3121 

(1)  with  respect  to  wages  paid  during  the  calendar  years  1968, 
1969,  1970,  1971,  and  1972,  the  rate  shall  be  0.60  percent ; 

(2)  wdth  respect  to  Avages  paid  during  the  calendar  years  1973, 
1974, 1975,  1976,  and  1977,  the  rate  shall  be  [0.91  percent; 

(3)  with  respect  to  wages  paid  during  the  calendar  years  1978, 
1979,  and  1980,  [1981,  1982,  1983,  1984,  and  1985,]  the  rate  shall  be 
[1.0]  IJ  percent; 

(4)  with  respect  to  wages  paid  during  the  calendar  years  1981, 
1982,  1983,  1984,  1985,  1986,  1987,  1988,  1989,  1990,  1991,  and  1992, 
the  rate  shall  be  [1.1]  1.5  percent  ;  and 

(5)  with  respect  to  wages  paid  after  December  31,  1992,  the  rate 
shall  be  [1.2]  1.6  percent. 

^  *  *  *  *  *  * 

Subchapter  C — General  Provisions 

Sec.  8121.  Definitions. 
Sec.  3122.    Federal  service. 

Sec.  3123.    Deductions  as  constructive  paj-ments. 
Sec.  3124.    Estimate  of  revenue  reduction. 

Sec.  3125.  Returns  in  the  cat^e  of  .uovernmental  employees  in 
Guam,  American  Samoa,  and  the  District  of 
Columbia. 

Sec.  3126.    Short  title. 

SEC.  3121.  DEFINITIONS. 

(a)  Wages. — For  purposes  of  this  chapter,  the  term  "wages"  means 
all  remuneration  for  employment,  including  the  cash  value  of  all 
remuneration  paid  in  any  medium  other  than  cash ;  except  that  such 
term  shall  not  include — 

H«  *****  * 

(9)  any  payment  (other  than  vacation  or  sick  pay)  made  to  an 
employee  after  the  month  in  which[ — 

[(A)  in  the  case  of  a  man,  he  attains  the  age  of  65,  or 
[(B)  in  the  case  of  a  woman,  she  attains  the  age  of  62,] 

he  attains  age  62,  if  such  employee  did  not  work  for  the  employer  in 

the  period  for  which  such  payment  is  made ; 

(10)  remuneration  paid  by  an  employer  in  any  calendar  quarter 
to  an  employee  for  service  described  in  subsection  (d)  (3)  (C)  (re- 
lating to  home  workers),  if  the  cash  remuneration  paid  in  such 
quarter  by  the  employer  to  the  employee  for  such  service  is  less  than 
$50; 

(11)  remuneration  paid  to  or  on  behalf  of  an  employee  if  (and 
to  the  extent  that)  at  the  time  of  the  payment  of  such  remuneration 
it  is  reasonable  to  believe  that  a  corresponding  deduction  is  allow- 
able under  section  217 ; 

(12)  (A)  tips  paid  in  any  medium  other  than  cash ; 

(B)  cash  tips  received  by  an  employee  in  any  calendar  month 
in  the  course  of  his  employment  by  an  employer  unless  the  amount 
of  such  cash  tips  is  $20  or  more ;  [or] 
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(13)  any  payment  or  series  of  payments  by  an  employer  to  an  em- 
ployee or  any  of  his  dependents  which  is  paid — 

(A)  upon  or  after  the  termination  of  an  employee's  employment 
relationship  because  of  (i)  death,  (ii)  retirement  for  disability,  or 
(iii)  retirement  after  attaining  an  age  specified  in  the  plan  re- 
ferred to  in  subparagraph  (B)  or  in  a  pension  plan  of  the  em- 
ployer, and 

(B)  under  a  plan  established  by  the  employer  which  makes  pro- 
vision for  his  employees  generally  or  a  class  or  classes  of  his  em- 
jDloyees  (or  for  such  employees  or  class  or  classes  of  employees 
and  their  dependents) , 

other  than  any  such  payment  or  series  of  payments  which  would 
have  been  paid  if  the  employee's  employment  relationship  had  not 
been  so  terminated!].]/ 

{IJf)  any  payment  made  'by  an  employ er  to  a  survivor  or  the  estate 
of  a  former  employee  after  the  calendar  year  in  which  such  employee 
died;  or 

{15)  any  payment  made  hy  an  employer  to  an  employee^  if  at  the 
time  such  payment  is  made  such  employee  is  entitled  to  disability 
insurance  benefits  under  section  223 {a)  of  the  Social  Security  Act 
and  such  entitlement  commenced  prior  to  tlie  calendar  year  in  which 
such  payment  is  made^  and  if  such  employee  did  not  perform  any 
services  for  such  employer  during  the  period  during  which  such 
payment  is  made. 

(b)  Employment. — For  the  purposes  of  this  chapter,  the  term  "em- 
ployment" means  any  service  performed  after  1936  and  prior  to  1955 
which  was  employment  for  purposes  of  subchapter  A  of  chapter  9  of 
the  Internal  Revenue  Code  of  1939  under 'the  law  applicable  to  the  pe- 
riod in  which  such  service  was  performed,  and  any  service,  of  whatever 
nature,  performed  after  1954  either  (A)  by  an  employee  for  the  person 
employing  him,  irrespective  of  the  citizenship  or  residence  of  either, 
(i)  within  the  United  States,  or  (ii)  on  or  in  connection  with  an  Ameri- 
can vessel  or  American  aircraft  under  a  contract  of  service  which  is 
entered  into  within  the  United  States  or  during  the  performance  of 
which  and  while  the  employee  is  employed  on  the  vessel  or  aircraft  it 
touches  at  a  port  in  the  United  States,  if  the  employee  is  employed  on 
and  in  connection  with  such  vessel  or  aircraft  when  outside  the  United 
States,  or  (B)  outside  the  United  States  by  a  citizen  of  the  United 
States  as  an  employee  for  an  American  employer  (as  defined  in  sub- 
section (h) )  ;  except  that,  in  the  case  of  service  performed  after  1954, 
such  term  shall  not  include — 

(1)  service  performed  by  foreign  agricultural  workers  (A)  un- 
der contracts  entered  into  in  accordance  with  title  Y  of  the  Agricul- 
tural Act  of  1949,  as  amended  (65  Stat.  119 ;  Y  U.S.C.  1461-1468),  or 
(B)  lawfully  admitted  to  the  United  States  from  the  Bahamas, 
Jamaica,  and  the  other  British  West  Indies,  or  from  any  other  for- 
eign country  or  possession  thereof,  on  a  temporary  basis  to  perform 
agricultural  labor ; 

(2)  domestic  service  performed  in  a  local  college  club,  or  local 
chapter  of  a  college  fraternity  or  sorority,  by  a  student  who  is  en- 
rolled and  is  regularly  attending  classes  at  a  school,  college,  or 
university ; 

(3)  (A)  service  performed  by  an  individual  in  the  employ  of  his 
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spouse,  and  service  performed  by  a  child  under  the  age  of  21  in  the 
employ  of  his  father  or  mother ; 

(B)  service  not  in  the  course  of  the  employer's  trade  or  business, 
or  domestic  service  in  a  private  home  of  the  employer,  performed 
by  an  individual  in  the  employ  of  his  son  or  daughter ;  except  that 
the  provisions  of  this  subparagraph  shall  not  be  applicable  to  such 
domestic  service  if — 

(i)  the  employer  is  a  surviving  spouse  or  a  divorced  individual 
and  has  not  remarried,  or  has  a  spouse  living  in  the  home  who  has 
a  mental  or  physical  condition  which  results  in  such  spouse's 
being  incapable  of  caring  for  a  son,  daughter,  stepson,  or  step- 
daughter (referred  to  in  clause  (ii)  for  at  least  4  continuous  weeks 
in  the  calendar  quarter  in  which  the  service  is  rendered,  and 

(ii)  a  son,  daughter,  stepson,  or  stepdaughter  of  such  employer 
is  living  in  the  home,  and 

(iii)  the  son,  daughter,  stepson,  or  stepdaughter  (referred  to 
in  clause  (ii) )  has  not  attained  age  18  or  has  a  mental  or  physical 
condition  which  requires  the  personal  care  and  supervision  of  an 
adult  for  at  least  4  continuous  weeks  in  the  calendar  quarter  in 
which  the  service  is  rendered ; 

(4)  service  performed  by  an  individual  on  or  in  connection  with 
a  vessel  not  an  American  vessel,  or  on  or  in  connection  with  an  air- 
craft not  an  American  aircraft,  if  (A)  the  individual  is  employed 
on  and  in  connection  with  such  vessel  or  aircraft,  when  outside  the 
United  States  and  (B)  (i)  such  individual  is  not  a  citizen  of  the 
United  States  or  (ii)  the  employer  is  not  an  American  employer; 

(5)  service  performed  in  the  employ  of  any  instrumentality  of 
the  United  States,  if  such  instrumentality  is  exempt  from  the  tax 
imposed  by  section  3111  by  virtue  of  any  provision  of  law  which 
specifically  refers  to  such  section  (or  the  corresponding  section  of 
prior  law)  in  granting  such  exemption ; 

(6)  (A)  service  performed  in  the  employ  of  the  United  States  or 
in  the  employ  of  any  instrumentality  of  the  United  States,  if  such 
service  is  covered  by  a  retirement  system  established  by  a  law  of  the 
United  States ; 

(B)  service  performed  by  an  individual  in  the  employ  of  an  in- 
strumentality of  the  United  States  if  such  an  instrumentality  was 
exempt  from  the  tax  imposed  by  section  1410  of  the  Internal  Kevenue 
Code  of  1939  on  December  31,  1950,  and  if  such  service  is  covered 
by  a  retirement  system  established  by  such  instrumentality ;  except 
that  the  provisions  of  this  subparagraph  shall  not  be  applicable 
to— 

(i)  service  performed  in  the  employ  of  a  corporation  which  is 
wholly  owned  by  the  United  States ; 

(ii)  service  performed  in  the  employ  of  a  Federal  land  bank,  a 
Federal  intermediate  credit  bank,  a  bank  for  cooperatives,  a  Fed- 
eral land  bank  association,  a  production  credit  association,  a  Fed- 
eral Keserve  Bank,  a  Federal  Home  Loan  Bank,  or  a  Federal 
Credit  Union; 

(iii)  service  performed  in  the  employ  of  a  State,  county,  or  com- 
munity committee  under  the  Commodity  Stabilization  Service; 

(iv)  service  performed  by  a  civilian  employee,  not  compen- 
sated from  funds  appropriated  by  the  Congress,  in  the  Army  and 
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Air  Force  Exchange  Service,  Army  and  Air  Force  Motion  Picture 
Service,  Navy  Exchanges,  Marine  Corps  Exchanges,  or  other  ac- 
tivities, conducted  by  an  instrumentality  of  the  United  States  sub- 
ject to  the  jurisdiction  of  the  Secretary  of  Defense,  at  installa- 
tions of  the  Department  of  Defense  for  the  comfort,  pleasure, 
contentment,  and  mental  and  physical  improvement  of  personnel 
of  such  Department ;  or 

(v)  service  performed  by  a  civilian  employee,  not  compensated 
from  funds  appropriated  by  the  Congress,  in  the  Coast  Guard 
Exchanges  or  other  activities,  conducted  by  an  instrumentality  of 
the  United  States  subject  to  the  jurisdiction  of  the  Secretary  of 
the  Treasury,  at  installations  of  the  Coast  Guard  for  the  comfort, 
pleasure,  contentment,  and  mental  and  physical  improvement  of 
personnel  of  the  Coast  Guard ; 

( C )  service  performed  in  the  employ  of  the  United  States  or  in 
the  employ  of  any  instrumentality  of  the  United  States,  if  such  serv- 
ice is  performed — 

(i)  as  the  President  or  Vice  President  of  the  United  States  or 
as  a  ^lember.  Delegate,  or  Resident  Commissioner  of  or  to  the 
Congress ; 

(ii)  in  the  legislative  branch ; 

(iii)  in  a  penal  institution  of  the  United  States  by  an  inmate 
thereof ; 

(iv)  by  any  individual  as  an  employee  included  under  section 
5351  (2)  of  title  5,  United  States  Code  (relating  to  certain  interns, 
student  nurses,  and  other  student  employees  of  hospitals  of  the 
Federal  Government)  other  than  as  a  medical  or  dental  intern  or 
h  medical  or  dental  resident  in  training ; 

(v)  by  any  individual  as  an  employee  serving  on  a  temporary 
basis  in  case  of  fire,  storm,  earthquake,  flood,  or  other  similar 
emergency ;  or 

(vi)  by  any  individual  to  whom  subchapter  III  of  chapter  83 
of  title  5,  United  States  Code,  does  not  apply  because  such  indi- 
vidual is  subject  to  another  retirement  system  (other  than  the  re- 
tirement system  of  the  Tennessee  Valley  Authority)  ; 

(7)  service  performed  in  the  employ  of  a  State,  or  any  political 
subdivision  thereof,  or  any  instrumentality  of  any  one  or  more  of  the 
foregoing  which  is  wholly  owned  thereby,  except  that  this  paragraph 
shall  not  apply  in  the  case  of — 

(A)  service  which,  under  subsection  (j),  constitutes  covered 
transportation  service, 

(B)  service  in  the  employ  of  the  Government  of  Guam  or  the 
Government  of  American  Samoa  or  any  political  subdivision 
thereof,  or  of  any  instrumentality  of  any  one  or  more  of  the  fore- 
going which  is  wholly  owned  thereby,  performed  by  an  officer  or 
employee  thereof  (including  a  member  of  the  legislature  of  any 
such  Government  or  political  subdivision),  and,  for  purposes  of 
this  title  with  respect  to  the  taxes  imposed  by  this  chapter — 

(i)  any  person  whose  service  as  such  an  officer  or  employee  is 
not  covered  by  a  retirement  system  established  by  a  law  of  the 
United  States  shall  not,  with  respect  to  such  service,  be  regarded 
as  an  employee  of  the  United  States  or  any  agency  or  instru- 
mentality thereof,  and 
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(ii)  the  remuneration  for  service  described  in  clause  (i)  (in- 
cluding fees  paid  to  a  public  official)  shall  be  deemed  to  have 
been  paid  by  the  Government  of  Guam  or  the  Government  of 
American  Samoa  or  by  a  political  subdivision  thereof  or  an 
instrumentality  of  any  one  or  more  of  the  foregoing  which  is 
wholly  owned  thereby,  whichever  is  appropriate,  [or] 
(C)  service  performed  in  the  employ  of  the  District  of  Colum- 
bia or  any  instrumentality  which  is  wholly  owned  thereby,  if  such 
service  is  not  covered  by  a  retirement  system  established  by  a  law 
of  the  United  States ;  except  that  the  provisions  of  this  subpara- 
graph shall  not  be  applicable  to  service  performed — 

(i)  in  a  hospital  or  penal  institution  by  a  patient  or  inmate 
thereof ; 

(ii)  by  an  individual  as  an  employee  included  under  section 
5351(2)  of  title  5,  United  States  Code  (relating  to  certain  in- 
terns, student  nurses,  and  other  student  employees  of  hospitals 
of  the  District  of  Columbia  Government),  other  than  as  a  med- 
ical or  dental  intern  or  as  a  medical  or  dental  resident  in 
training ; 

(iii)  by  any  individual  as  an  employee  serving  on  a  tem- 
porary basis  in  case  of  fire,  storm,  snow,  earthquake,  flood  or 
other  similar  emergency ;  or 

(iv)  by  a  member  of  a  board,  committee,  or  council  of  the 
District  of  Columbia,  paid  on  a  per  diem,  meeting,  or  other  fee 
basis[;],  or 

{D)  service  performed  in  the  employ  of  the  Government  of 
Guam  {or  any  instrumentality  which  is  wholly  owned  hy  such 
Government)  hy  an  errpployee  properly  classified  as  a  temporary 
or  intermittent  employee^  if  such  service  is  not  covered  hy  a  retire- 
ment system  established  hy  a  law  of  Guam;  except  that  (i)  the 
provisions  of  this  subparagraph  shall  not  be  applicable  to  services 
perforD%ed  by  an  elected  offidal  or  a  member  of  the  legislature 
or  in  a  hospital  or  penal  institution  by  a  patient  or  inmate  thereof 
and  (ii)  for  purposes  of  this  subparagraph,  clauses  (i)  and  (ii) 
of  subparagraph  (B)  shall  apply; 

(8)  (A)  service  performed  by  a  duly  ordained,  commissioned,  or 
licensed  minister  of  a  church  in  the  exercise  of  his  ministry  or  by  a 
member  of  a  religious  order  in  the  exercise  of  duties  required  by 
such  order,  except  that  this  subparagraph  shall  not  apply  to  service 
performed  by  a  member  of  such  an  order  in  the  exercise  of  such 
duties,  if  an  election  of  coverage  under  subsection  (r)  is  in  effect 
nr'tth  respect  to  such  order,  or  with  respect  to  the  autonomous  sub- 
dirision  thereof  to  ^ohich  such  member  belongs', 

(B)  service  performed  in  the  employ  of  a  religious,  charitable, 
educational,  or  other  organization  described  in  section  501(c)(3) 
which  is  exempt  from  income  tax  under  section  501(a),  but  this 
subparagraph  shall  not  ap]:>ly  to  service  performed  during  the 
period  foi-  which  a  certificate,  filed  pursuant  to  subsection  (k)  (or 
the  corresponding  subsection  of  prior  law),  is  in  effect  if  such  serv- 
ice is  performed  by  an  employee — 

(i)  Avhose  signature  appears  on  the  list  filed  by  such  organiza- 
tion under  subsection  (k)  (or  the  corresponding  subsection  of 
prior  law). 
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(ii)  who  became  an  employee  of  such  organization  after  the 
calendar  quarter  in  which  the  certificate  (other  than  a  certificate 
referred  to  in  clause  (iii) )  was  filed,  or 

(iii)  who,  after  the  calendar  quarter  in  which  the  certificate 
was  filed  with  respect  to  a  group  described  in  section  3121  (k)  (1) 
(E),  became  a  member  of  such  group, 

except  that  this  subparagraph  shall  apply  with  respect  to  service 
performed  by  an  employee  as  a  member  of  a  group  described  in  sec- 
tion 3121  (k)  (1)  (E)  with  respect  to  which  no  certificate  is  in 
effect  ; 

(9)  service  performed  by  an  individual  as  an  employee  or  em- 
ployee representative  as  defined  in  section  3231 ; 

(10)  (A)  service  performed  in  any  calendar  quarter  in  the  employ 
of  any  organization  exempt  from  income  tax  under  section  501  (a) 
(other  than  an  organization  described  in  section  401  (a) )  or  under 
section  521,  if  the  remuneration  for  such  service  is  less  than  $50 ; 

£(B)  service  performed  in  the  employ  of  a  school,  college,  or  uni- 
versity if  such  service  is  performed  by  a  student  who  is  enrolled  and 
is  regularly  attending  classes  at  such  school,  college,  or  university ;] 

{B)  service  performed  in  the  employ  of — 
(^)  a  school^  college^  or  university^  or 

.(ii)  an  organization  described  in  section  509 {a)  (3)  if  the  or- 
ganization is  organized^  aiid  at  all  times  thereafter  is  operated, 
exclusively  for  the  benefit  of,  to  perform  the  functions  of,  or  to 
carry  out  the  purposes  of  a  school,  college,  or  university  and  is 
operated,  supervised,  or  controlled  by  or  in  connection  loith  such 
school,  college,  or  university,  unless  it  is  a  school,  college,  or  univer- 
sity of  a  State  or  a  political  subdivision  thereof  and  the  services 
performed  in  its  employ  by  a  student  referred  to  in  section  218 {c) 
(5)  of  the  Social  Security  Act  are  covered  under  the  agreement 
betioeen  the  Secretary  of  Health,  Education,  and  Welfare  and  such 
State  entered  into  pursuant  to  section  218  of  such  Act; 
if  such  service  is  performed  by  a  student  who  is  enrolled  and  regu- 
larly attending  classes  at  such  school,  college,  or  university ; 

(11)  service  performed  in  the  employ  of  a  foreign  government 
(including  service  as  a  consular  or  other  officer  or  employee  or  a  non- 
diplomatic  representative) ; 

(12)  service  performed  in  the  employ  of  an  instrumentality 
wholly  owned  by  a  foreign  government — 

(A)  if  the  service  is  of  a  character  similar  to  that  performed 
in  foreign  countries  by  employees  of  the  United  States  Govern- 
ment or  of  an  instrumentality  thereof ;  and 

(B)  if  the  Secretary  of  State  shall  certify  to  the  Secretary  that 
the  foreign  government,  with  respect  to  whose  instrumentality 
and  employees  thereof  exemption  is  claimed,  grants  an  equivalent 
exemption  with  respect  to  similar  service  performed  in  the  for- 
eign country  by  employees  of  the  United  States  Government  and 
of  instrumentalities  thereof ; 

(13)  service  performed  as  a  student  nurse  in  the  employ  of  a 
hospital  or  a  nurses'  training  school  by  an  individual  who  is  enrolled 
and  is  regularly  attending  classes  in  a  nurses'  training  school  char- 
tered or  approved  pursuant  to  State  law ; 

(14)  (A)  service  performed  by  an  individual  under  the  age  of  18 
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in  the  delivery  or  distribution  of  newspapers  or  shopping  news,  not 
including  delivery  or  distribution  to  any  point  for  subsequent  de- 
livery or  distribution ; 

(B)  service  performed  by  an  individual  in,  and  at  the  time  of,  the 
sale  of  newspapers  or  magazines  to  ultimate  consumers,  under  an 
arrangement  under  which  the  newspapers  or  magazines  are  to  be 
sold  by  him  at  a  fixed  price,  his  compensation  being  based  on  the 
retention  of  the  excess  of  such  price  over  the  amount  at  which  the 
newspapers  or  magazines  are  charged  to  him,  whether  or  not  he  is 
guaranteed  a  minimum  amount  of  compensation  for  such  service, 
or  is  entitled  to  be  credited  with  the  unsold  newspapers  or  maga- 
zines turned  back ; 

(15)  service  performed  in  the  employ  of  an  international  organi- 
zation ; 

(16)  service  performed  by  an  individual  under  an  arrangement 
with  the  owner  or  tenant  of  land  pursuant  to  which — 

(A)  such  individual  undertakes  to  produce  agricultural  or 
horticultural  commodities  (including  livestock,  bees,  poultry,  and 
fur-bearing  animals  and  wildlife)  on  such  land, 

(B)  the  agricultural  or  horticultural  commodities  produced 
by  such  individual,  or  the  proceeds  therefrom,  are  to  be  divided 
between  such  individual  and  such  owner  or  tenant,  and 

(C)  the  amount  of  such  individual's  share  depends  on  the 
amount  of  the  agricultural  or  horticultural  commodities  pro- 
duced ; 

(17)  service  in  the  employ  of  any  organization  which  is  per- 
formed (A)  in  any  quarter  during  any  part  of  which  such  organiza- 
tion is  registered,  or  there  is  in  effect  a  final  order  of  the  Subversive 
Activities  Control  Board  requiring  such  organization  to  register, 
under  the  Internal  Security  Act  of  1950,  as  amended,  as  a  Commu- 
nist-action organization,  a  Communist-front  organization,  or  a  com- 
munist-infiltrated organization,  and  (B)  after  June  30,  1956; 

(18)  service  performed  in  Guam  by  a  resident  of  the  Kepublic 
of  the  Philippines  while  in  Guam  on  a  temporary  basis  as  a  nonim- 
migrant alien  admitted  to  Guam  pursuant  to  section  101(a)  (15) 
(H)  (ii)  of  the  Immigrant  and  Nationality  Act  (8  U.S.C.  1101(a) 
(15)(H)(ii));or 

(19)  service  which  is  performed  by  a  nonresident  alien  individual 
for  the  period  he  is  temporarily  present  in  the  United  States  as  a 
nonimmigrant  under  subparagraph  (F)  or  (J)  of  section  101(a) 
(15)  of  the  Immigration  and  Nationality  Act,  as  amended,  and 
which  is  performed  to  carry  out  the  purpose  specified  in  subpara- 
graph (F)  or  (J),  as  the  case  may  be. 

(c)  Included  and  Excluded  Service. — For  purposes  of  this  chap- 
ter, if  the  services  performed  during  one-half  or  more  of  any  pay 
period  by  an  employee  for  the  person  employing  him  constitute  em- 
ployment, all  the  services  of  such  employee  for  such  period  shall  be 
deemed  to  be  employment ;  but  if  the  services  performed  during  more 
than  one-half  of  any  such  pay  period  by  an  employee  for  the  person 
employing  him  do  not  constitute  employment,  then  none  of  the  serv- 
ices of  such  employee  for  such  period  shall  be  deemed  to  be  employ- 
ment. As  used  in  this  subsection,  the  term  "pay  period"  means  a  period 
(of  not  more  than  31  consecutive  days)  for  which  a  payment  of  re- 
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nmneration  is  ordinarily  made  to  the  employee  by  the  person  employ- 
ing him.  This  subsection  shall  not  be  applicable  with  respect  to  services 
performed  in  a  pay  period  by  an  employee  for  the  person  employing 
him,  where  any  of  such  service  is  excepted  by  subsection  (b)  (9). 

(d)  Employee. — For  purposes  of  this  chapter,  the  term  "employee'^ 
means — 

(1)  any  officer  of  a  corporation ;  or 

(2)  any  individual  who,  under  the  usual  common  law  rules  ap- 
plicable in  determining  the  employer-employee  relationship,  has 
the  status  of  an  employee ;  or 

(3)  any  individual  (other  than  an  individual  who  is  an  em- 
ployee under  paragraph  (1)  or  (2))  who  performs  services  for 
remuneration  for  any  person — 

(A)  as  an  agent-driver  or  commission-driver  engaged  in  dis- 
tributing meat  products,  vegetable  products,  fruit  products,  bak- 
ery products,  beverages  (other  than  milk),  or  laundry  or  dry- 
cleaning  services,  for  his  principal ; 

( B )  as  a  full-time  life  insurance  salesman ; 

(C)  as  a  home  worker  performing  work,  according  to  specifica- 
tions furnished  by  the  person  for  whom  the  services  are  per- 
formed, on  materials  or  goods  furnished  by  such  person  which  are 
required  to  be  returned  to  such  person  or  a  person  designated  by 
him ;  or 

(D)  as  a  traveling  or  city  salesman,  other  than  as  an  agent- 
driver  or  commission-driver,  engaged  upon  a  full-time  basis  in  the 
solicitation  on  behalf  of,  and  the  transmission  to,  his  principal 
(except  for  side-line  sales  activities  on  behalf  of  some  other  per- 
son) of  orders  from  wholesalers,  retailers,  contractors,  or  oper- 
ators of  hotels,  restaurants,  or  other  similar  establishments  for 
merchandise  for  resale  or  supplies  for  use  in  their  business  oper- 
ations ; 

if  the  contract  of  service  contemplates  that  substantially  all  of  such 
services  are  to  be  performed  personally  by  such  individual ;  except 
that  an  individual  shall  not  be  included  in  the  term  "employee'^ 
under  the  provisions  of  this  paragraph  if  such  individual  has  a  sub- 
stantial investment  in  facilities  used  m  connection  with  the  perform- 
ance of  such  services  (other  than  in  facilities  for  transportation) ,  or 
if  the  services  are  in  the  nature  of  a  single  transaction  not  part  of  a 
continuing  relationship  with  the  person  for  whom  the  services  are 
performed. 

(e)  State,  United  States,  and  Citizen. — For  purposes  of  this 
chapter — 

(1)  State. — The  term  "State"  includes  the  District  of  Colum- 
bia, the  Commonwealth  of  Puerto  Eico,  the  Virgin  Islands,  Guam, 
and  American  Samoa. 

(2)  United  States. — The  term  "United  States"  when  used  in  a 
geographical  sense  includes  the  Commonwealth  of  Puerto  Rico,  the 
Virgin  Islands,  Guam,  and  American  Samoa. 

An  individual  who  is  a  citizen  of  the  Commonwealth  of  Puerto  Rico 
(but  not  otherwise  a  citizen  of  the  United  States)  shall  be  considered, 
for  purposes  of  this  section,  as  a  citizen  of  the  United  States. 

(f )  American  Vessel  and  Aircraft. — For  purposes  of  this  chap- 
ter, the  term  "American  vessel"  means  any  vessel  documented  or  num- 
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bered  under  the  laws  of  the  United  States;  and  includes  any  vessel 
which  is  neither  documented  or  numbered  under  the  laws  of  the 
United  States  nor  documented  under  the  laws  of  any  foreign  country, 
if  its  crew  is  employed  solely  by  one  or  more  citizens  or  residents  of 
the  United  States  or  corporations  organized  under  the  laws  of  the 
United  States  or  of  any  State ;  and  the  term  "American  aircraft"  means 
an  aircraft  registered  under  the  laws  of  the  United  States. 

(g)  Agricultural  Labor. — For  purposes  of  this  chapter,  the  term 
"agricultural  labor"  includes  all  service  performed — 

(1)  on  a  farm,  in  the  employ  of  any  person,  in  connection  with 
cultivating  the  soil,  or  in  connection  with  raising  or  harvesting  any 
agricultural  or  horticultural  commodity,  including  the  raising, 
shearing,  feeding,  caring  for,  training  and  management  of  livestock, 
bees,  poultry,  and  fur-bearing  animals  and  wildlife ; 

(2)  in  the  employ  of  the  owner  or  tenant  or  other  operator  of  a 
farm,  in  connection  with  the  operation,  management,  conservation, 
improvement,  or  maintenance  of  such  farm  and  its  tools  and  equip- 
ment, or  in  salvaging  timber  or  clearing  land  of  brush  and  other 
debris  left  by  a  hurricane,  if  the  major  part  of  such  service  is  per- 
formed on  a  farm ; 

(3)  in  connection  with  the  production  or  harvesting  of  any  com- 
modity defined  as  an  agricultural  commodity  in  section  15  (g)  of  the 
Agricultural  Marketing  Act,  as  amended  (46  Stat.  1550,  §3;  12 
U.S.C.  1141j),  or  in  connection  with  the  ginning  of  cotton,  or  in 
connection  with  the  operation  or  maintenance  of  ditches,  canals, 
reservoirs,  or  waterways,  not  owned  or  operated  for  profit,  used 
exclusively  for  supplying  and  storing  water  for  farming  purposes ; 

(4)  (A)  in  the  employ  of  the  operator  of  a  farm  in  handling, 
planting,  drying,  packing,  packaging,  processing,  freezing,  grading, 
storing,  or  delivering  to  storage  or  to  market  or  to  a  carrier  for 
transportation  to  market,  in  its  unmanufactured  state,  any  agri- 
cultural or  horticultural  commodity ;  but  only  if  such  operator  pro- 
duced more  than  one-half  of  the  commodity  with  respect  to  which 
such  service  is  performed ; 

(B)  in  the  employ  of  a  group  of  operators  of  farms  (other  than  a 
cooperative  organization)  in  the  performance  of  service  described  in 
subparagraph  (A),  but  only  if  such  operators  produced  all  of  the 
commodity  with  respect  to  which  such  service  is  performed.  For 
purposes  of  this  subparagraph,  any  unincorporated  group  of  oper- 
ators shall  be  deemed  a  cooperative  organization  if  the  number  of 
operators  comprising  such  group  is  more  than  20  at  any  time  during 
the  calendar  quarter  in  which  such  service  is  performed  ; 

(C)  the  provisions  of  subparagraphs  (A)  and  (B)  shall  not  be 
deemed  to  be  applicable  with  respect  to  service  performed  in  con- 
nection with  commercial  canning  or  commercial  freezing  or  in  con- 
nection with  any  agricultural  or  horticultural  commodity  after  its 
delivery  to  a  terminal  market  for  distribution  for  consumption ;  or 

(5)  on  a  farm  operated  for  profit  if  such  service  is  not  in  the 
course  of  the  employer's  trade  or  business  or  is  domestic  service 
in  a  private  home  of  the  employer. 

As  used  in  this  subsection,  the  term  "farm"  includes  stock,  dairy, 
poultry,  fruit,  fur-bearing  animal,  and  truck  farms,  plantations, 
ranches,  nurseries,  ranges,  greenhouses  or  other  similar  structures 
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used  primarily  for  the  raising  of  agricultural  or  horticultural  com- 
modities, and  orchards. 

(h)  AivfERicAN  Employer. — For  purposes  of  this  chapter,  the  term 
"American  employer"  means  an  employer  which  is — 

( 1 )  the  United  States  or  any  instrumentality  thereof, 

(2)  an  individual  who  is  a  resident  of  the  United  States, 

(3)  a  partnership,  if  two-thirds  or  more  of  the  partners  are  resi- 
dents of  the  United  States, 

(4)  a  trust,  if  all  of  the  trustees  are  residents  of  the  United 
States,  or 

(5)  a  corporation  organized  under  the  laws  of  the  United  States 
or  of  any  State. 

(i)  COMPTJTATIOX  OF  WaGES  IN  CERTAIN  CaSES.  

( 1 )  Domestic  service. — For  purposes  of  this  chapter,  in  the  case 
of  domestic  service  described  in  subsection  (a)  (7)  (B),  any  payment 
of  cash  remuneration  for  such  service  which  is  more  or  less  than  a 
whole-dollar  amount  shall,  under  such  conditions  and  to  such  extent 
as  may  be  prescribed  by  regulations  made  under  this  chapter,  be 
computed  to  the  nearest  dollar.  For  the  purpose  of  the  computation 
to  the  nearest  dollar,  the  payment  of  a  fractional  part  of  a  dollar 
shall  be  disregarded  unless  it  amounts  to  one-half  dollar  or  more,  in 
which  case  it  shall  be  increased  to  $1.  The  amount  of  any  payment 
of  cash  remuneration  so  computed  to  the  nearest  dollar  shall,  in  lieu 
of  the  amount  actually  paid,  be  deemed  to  constitute  the  amount  of 
cash  remuneration  for  purposes  of  subsection  (a)  (7)  (B). 

(2)  SER^^CE  in  the  uniformed  services.— For  purposes  of  this 
chapter,  in  the  case  of  an  individual  performing  service,  as  a  mem- 
ber of  a  uniformed  service,  to  which  the  provisions  of  subsection 
(m)  (1)  are  applicable,  the  term  "wages"  shall,  subject  to  the  pro- 
visions of  subsection  (a)  (1)  of  this  section,  include  as  such  individ- 
ual's remuneration  for  such  service  only  his  basic  pay  as  described 
in  section  102(10)  of  the  Servicemen's  and  Veterans'  Survivor  Bene- 
fits Act. 

(3)  Peace  corps  volunteer  service. — For  purposes  of  this  chapter 
in  the  case  of  an  individual  performing  service,  as  a  volunteer  or 
volunteer  leader  within  the  meaning  of  the  Peace  Corps  Act,  to 
which  the  provisions  of  section  3121  (p)  are  applicable,  the  term 
"wages"  shall,  subject  to  the  provisions  of  subsection  (a)  (1)  of  this 
section,  include  as  such  individual's  remuneration  for  such  service 
only  amounts  paid  pursuant  to  section  5(c)  or  6(1)  of  the  Peace 
Corps  Act. 

(4)  Service  performed  by  certain  members  of  religious 
ORDERS. — For  purposes  oj  this  chapter,  in  any  case  where  an  individual 
is  a  member  oj  a  religious  order  (as  deiined  in  subsection  {r){2)) 
performing  service  in  the  exercise  of  duties  required  by  such  order,  and 
an  election  of  coverage  under  subsection  (r)  is  in  effect  with  respect 
to  such  order  or  with  respect  to  the  autonomous  subdivision  thereof  to 
which  such  member  belongs,  the  term  ''wages''  shall,  subject  to  the  pro- 
visions of  subsection  ia)(l),  include  as  such  individual's  remuneration 
for  such  service  the  fair  market  value  of  any  board,  lodging,  clothing, 
and  other  perquisites  furnished  to  such  member  by  such  order  or  sub- 
division thereof  or  by  any  other  person  or  organization  pursuant  to 
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an  agreement  with  such  order  or  subdivision,  except  that  the  amount 
included  as  such  individual's  remuneration  under  this  paragraph  shall 
not  he  less  than  $100  a  month. 

(j)  Covered  Transportation  Service. — For  purposes  of  this 
chapter — 

(1)  Existing  transportation  systems — General  rule. — 
Except  as  provided  in  paragraph  (2),  all  service  performed  in  the 
employ  of  a  State  or  political  subdivision  in  connection  with  its 
operation  of  a  public  transportation  system  shall  constitute  covered 
transportation  service  if  any  part  of  the  transportation  system  wi  s 
acquired  from  private  ownership  after  1936  and  prior  to  1951 

(2)  Existing  transportation  systems — Cases  in  which  no 
transportation  employees,  or  only  certain  employti:es,  are  cov- 
ered.— Service  performed  in  the  employ  of  a  State  or  political  sub- 
division in  connection  with  the  operation  of  its  public  transporta- 
tion system  shall  not  constitute  covered  transportation  service  if — 

(A)  aii}^  part  of  the  transportation  system  was  acquired  from 
private  ov/nership  after  1936  and  prior  to  1951,  and  substantially 
all  service  in  connection  with  the  operation  of  the  transportation 
system  was,  on  December  31,  1950,  covered  under  a  general  retire- 
ment system  providing  benefits  which,  by  reason  of  a  provision  of 
the  State  constitution  dealing  specifically  with  retirement  systems 
of  the  State  or  political  subdivisions  thereof,  cannot  be  dimin- 
ished or  impaired ;  or 

(B)  no  part  of  the  transportation  system  operated  by  the  State 
or  political  subdivision  on  December  31,  1950,  was  acquired  from 
private  ownership  after  1936  and  prior  to  1951 ; 

except  that  if  such  State  or  political  subdivision  makes  an  acquisi- 
tion after  1950  from  private  ownership  of  any  part  of  its  transpor- 
tation system,  then,  in  the  case  of  any  employee  who — 

(C)  became  an  employee  of  such  State  or  political  subdivision 
in  connection  with  and  at  the  time  of  its  acquisition  after  1950  of 
such  part,  and 

(D)  prior  to  such  acquisition  rendered  service  in  employment 
(including  as  employment  service  covered  by  an  agreement  under 
section  218  of  the  Social  Security  Act)  in  connection  with  the  op- 
eration of  such  part  of  the  transportation  system  acquired  by  the 
State  or  political  subdivision, 

the  service  of  such  employee  in  connection  with  the  operation  of  the 
transportation  system  shall  constitute  covered  transportation  serv- 
ice, commencing  with  the  first  day  of  the  third  calendar  quarter  fol- 
lowing the  calendar  quarter  in  which  the  acquisition  of  such  part 
took  place,  unless  on  such  first  day  such  service  of  such  employee  is 
covered  by  a  general  retirement  system  which  does  not,  with  respect 
to  such  employee,  contain  special  provisions  applicable  only  to  em- 
ployees described  in  subparagraph  (C) . 

(3)  Transportation  systems  acquired  after  1950. — All  service 
performed  in  the  employ  of  a  State  or  political  subdivision  thereof 
in  connection  with  its  operation  of  a  public  transportation  system 
shall  constitute  covered  transportation  service  if  the  transportation 
system  was  not  operated  by  the  State  or  political  subdivision  prior 
to  1951  and,  at  the  time  of  its  first  acquisition  (after  1950)  from  pri- 
vate ownership  of  any  part  of  its  transportation  system,  the  State  or 
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political  subdivision  did  not  have  a  general  retirement  system  cov- 
ering substantially  all  service  performed  in  connection  with  the 
operation  of  the  transportation  sj^stem. 

(4)  Definitions. — For  purposes  of  this  subsection — 

(A)  The  term  "general  retirement  system"  means  any  pension, 
annuity,  retirement,  or  similar  fund  or  system  established  by  a 
State  or  by  a  political  subdivision  thereof  for  employees  of  the 
State,  political  subdivision,  or  both;  but  such  term  shall  not  in- 
clude such  a  fund  or  system  which  covers  only  service  performed 
in  positions  connected  with  the  operation  of  its  public  transporta- 
tion system. 

(B)  A  transportation  system  or  a  part  thereof  shall  be  consid- 
ered to  have  been  acquired  by  a  State  or  political  subdivision  from 
private  ownership  if  prior  to  the  acquisition  service  performed  by 
employees  in  connection  with  the  operation  of  the  system  or  part 
thereof  acquired  constituted  employment  under  this  chapter  or 
subchatper  A  of  chapter  9  of  the  Internal  Revenue  Code  of  1939 
or  was  covered  by  an  agreement  made  pursuant  to  section  218  of 
the  Social  Security  Act  and  some  of  such  employees  became  em- 
ployees of  the  State  or  political  subdivision  in  connection  with 
and  at  the  time  of  such  acquisition. 

(C)  The  term  "political  subdivision"  includes  an  instrumen- 
tality of — 

(i)  a  State, 

(ii)  one  or  more  political  subdivisions  of  a  State,  or 

(iii)  a  State  and  one  or  more  of  its  political  subdivisions, 
(k)  Exemption  or  Religious,  Charitable,  and  Certain  Other 

Organizations. — 

(1)  Waiver  of  exemption  by  organization. — 

(A)  An  organization  described  in  section  501(c)  (3)  which  is 
exempt  from  income  tax  under  section  501  (a)  may  file  a  certificate 
(in  such  form  and  manner,  and  with  such  official,  as  may  be  pre- 
scribed by  regulations  made  under  this  chapter)  certifying  that 
it  desires  to  have  the  insurance  system  established  by  title  II  of  the 
Social  Security  Act  extended  to  service  performed  by  its  em- 
ployees. Such  certificate  may  be  filed  only  if  it  is  accompanied  by 
a  list  containing  the  signature,  address,  and  social  security  ac- 
count number  (if  any)  of  each  employee  (if  any)  who  concurs 
in  the  filing  of  the  certificate.  Such  list  may  be  amended  at  any 
time  prior  to  the  expiration  of  the  twenty-fourth  month  follow- 
ing the  calendar  quarter  in  which  the  certificate  is  filed  by  filing 
with  the  prescribed  official  a  supplemental  list  or  lists  containing 
the  signature,  address,  and  social  security  account  number  (if 
any)  of  each  additional  employee  who  concurs  in  the  filing  of  the 
certificate.  The  list  and  any  supplemental  list  shall  be  filed  in  such 
form  and  manner  as  may  be  prescribed  by  regulations  made  under 
this  chapter. 

(B)  The  certificate  shall  be  in  effect  (for  purposes  of  subsection 
(b)  (8)(B)  and  for  purposes  of  section  210(a)(8)(B)  of  the 
Social  Security  Act)  for  the  period  beginning  with  whichever 
of  the  following  may  be  designated  by  the  organization : 

(i)  the  first  day  of  the  calendar  quarter  in  which  the  certifi- 
cate is  filed, 
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(ii)  the  first  day  of  the  calendar  quarter  succeeding  such  quar- 
ter, or 

(iii)  the  first  day  of  any  calendar  quarter  preceding  the  calen- 
dar quarter  in  which  the  certificate  is  filed,  except  that  such  date 
may  not  be  earlier  than  the  first  day  of  the  twentieth  calendar 
quarter  preceding  the  quarter  in  which  such  certificate  is  filed. 

(C)  In  the  case  of  service  performed  by  an  employee  whose 
name  appears  on  a  supplemental  list  filed  after  the  first  month 
following  the  calendar  quarter  in  which  the  certificate  is  filed, 
the  certificate  shall  be  in  effect  (for  purposes  of  subsection  (b)  (8) 
(B)  and  for  purposes  of  section  210(a)  (8)  (B)  of  the  Social  Se- 
curity Act)  only  Avith  respect  to  service  performed  by  such  indi- 
vidual for  the  period  beginning  with  the  first  day  of  the  calendar 
quarter  in  which  such  supplemental  list  is  filed. 

(D)  The  period  for  which  a  certificate  filed  pursuant  to  this 
subsection  or  the  corresponding  subsection  of  prior  law  is  effective 
may  be  terminated  by  the  organization,  effective  at  the  end  of  a 
calendar  quarter,  upon  giving  2  years'  advance  notice  in  writing, 
but  only  if,  at  the  time  of  the  receipt  of  such  notice,  the  certificate 
has  been  in  effect  for  a  period  of  not  less  than  8  years.  The  notice 
of  termination  may  be  revoked  by  the  organization  by  giving, 
prior  to  the  close  of  the  calendar  quarter  specified  in  the  notice 
of  termination,  a  written  notice  of  such  revocation.  Notice  of  ter- 
mination or  revocation  thereof  shall  be  filed  in  such  form  and 
manner,  and  Avith  such  official,  as  may  be  prescribed  by  regula- 
tions made  under  this  chapter. 

(E)  If  an  organization  described  in  subparagraph  (A)  em- 
ploys both  individuals  who  are  in  positions  covered  by  a  pension, 
annuity,  retirement,  or  similar  fund  or  system  established  by  a 
State  or  by  a  political  subdivision  thereof  and  individuals  who 
are  not  in  such  positions,  the  organization  shall  divide  its  em- 
ployees into  two  separate  groups.  One  group  shall  consist  of  all 
employees  Avho  are  in  positions  covered  by  such  a  fund  or  system 
and  (i)  are  members  of  such  fund  or  system,  or  (ii)  are  not  mem- 
bers of  such  fund  or  system  but  are  eligible  to  become  members 
thereof ;  and  the  other  group  shall  consist  of  all  remaining  em- 
ployees. An  organization  which  has  so  divided  its  employees  into 
tAvo  groups  may  file  a  certificate  pursuant  to  subparagraph  (A) 
Avith  respect  to' the  employees  in  cither  group,  or  may  file  a  sep- 
arate certificate  pursuant  to  such  subparagraph  with  respect  to 
the  em]:>iovees  in  each  group. 

(F)  An  organization  which  filed  a  certificate  under  this  subsec- 
tion after  1955  but  prior  to  the  enactment  of  this  subparagraph 
may  file  a  request  at  any  time  before  1960  to  have  such  certificate 
effective,  with  respect  to  the  service  of  individuals  Avho  concurred 
in  the  filing  of  such  certificate  (initially  or  through  the  filing  of  a 
supplemental  list)  prior  to  enactment  of  this  subparagraph  and 
who  concur  in  the  filing  of  such  new  request,  for  the  period  begin- 
ning with  the  first  day  of  any  calendar  quarter  preceding  the  first 
calendar  quarter  for  Avhich  it  was  effective  and  f olloAving  the  last 
calendar  quarter  of  1955.  Such  request  shall  be  filed  with  such 
official  and  in  such  form  and  manner  as  may  be  prescribed  by 
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regulations  made  under  this  chapter.  If  a  request  is  filed  pursuant 
to  this  subparagraph — 

(i)  for  purposes  of  computing  interest  and  for  purposes  of 
section  6651  (relating  to  addition  to  tax  for  failure  to  file  tax 
return  or  pay  tax) ,  the  due  date  for  the  return  and  payment  of 
the  tax  for  any  calendar  quarter  resulting  from  the  filing  of  such 
request  shall  be  the  last  day  of  the  calendar  month  following  the 
calendar  quarter  in  which  the  request  is  filed ;  and 

(ii)  the  statutory  period  for  the  assessment  of  such  tax  shall 
not  expire  before  the  expiration  of  3  years  from  such  due  date. 

(G)  If  a  certificate  filed  pursuant  to  this  paragraph  is  effective 
for  one  or  more  calendar  quarters  prior  to  the  quarter  in  which  the 
certificate  is  filed,  then — 

(i)  for  purposes  of  computing  interest  and  for  purposes  of 
section  6651  (relating  to  addition  to  tax  for  failure  to  file  tax 
return  or  pay  tax),  the  due  date  for  the  return  and  payment  of 
the  tax  for  such  prior  calendar  quarters  resulting  from  the  filing 
of  such  certificate  shall  be  the  last  day  of  the  calendar  month 
following  the  calendar  quarter  in  which  the  certificate  is  filed ; 
and 

(ii)  the  statutory  period  for  the  assessment  of  such  tax  shall 
not  expire  before  the  expiration  of  3  years  from  such  due  date. 

(H)  An  organization  which  files  a  certificate  under  subpara- 
graph (A)  before  1966  may  amend  such  certificate  during  1965 
or  1966  to  make  the  certificate  effective  with  the  first  day  of  any 
calendar  quarter  preceding  the  quarter  for  which  such  certificate 
originally  became  effective,  except  that  such  date  may  not  be 
earlier  than  the  first  day  of  the  twentieth  calendar  quarter  pre- 
ceding the  quarter  in  which  such  certificate  is  so  amended.  If  an 
organization  amends  its  certificate  pursuant  to  the  preceding  sen- 
tence, such  amendment  shall  be  effective  with  respect  to  the  service 
of  individuals  who  concurred  in  the  filing  of  such  certificate  (ini- 
tially or  through  the  filing  of  a  supplemental  list)  and  who  concur 
in  the  filing  of  such  amendment.  An  amendment  to  a  certificate 
filed  pursuant  to  this  subparagraph  shall  be  filed  with  such  official 
and  in  such  form  and  manner  as  may  be  prescribed  by  regulations 
made  under  this  chapter.  If  an  amendment  is  filed  pursuant  to  this 
subparagraph — 

(i)  for  purposes  of  computing  interest  and  for  purposes  of 
section  6651  (relating  to  addition  to  tax  for  failure  to  file  tax 
return  or  pay  tax),  the  due  date  for  the  return  and  payment 
of  the  tax  for  any  calendar  quarter  resulting  from  the  filing  of 
such  an  amendment  shall  be  the  last  day  of  the  calendar  month 
following  the  calendar  quarter  in  which  the  amendment  is  filed ; 
and 

(ii)  the  statutory  period  for  the  assessment  of  such  tax  shall 
not  expire  before  the  expiration  of  three  years  from  such  due 
date. 

(2)  Termination  of  waiver  period  by  secretary  or  his  dele- 
gate.— If  the  Secretary  or  his  delegate  finds  that  any  organization 
which  filed  a  certificate  pursuant  to  this  subsection  or  the  correspond- 
ing subsection  of  prior  law  has  failed  to  comply  substantially  with 
the  requirements  applicable  with  respect  to  the  taxes  imposed  by 
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this  chapter  or  the  corresponding  provisions  of  prior  law  or  is  no 
longer  able  to  comply  with  the  requirements  applicable  with  re- 
spect to  the  taxes  imposed  by  this  chapter,  the  Secretary  or  his  dele- 
gate shall  give  such  organization  not  less  than  60  days'  advance 
notice  in  writing  that  the  period  covered  by  such  certificate  will 
terminate  at  the  end  of  the  calendar  quarter  specified  in  such  notice. 
Such  notice  of  termination  may  be  revoked  by  the  Secretary  or  his 
delegate  by  giving,  prior  to  the  close  of  the  calendar  quarter  specified 
in  the  notice  of  termination,  written  notice  of  such  revocation  to  the 
organization.  No  notice  of  termination  or  of  revocation  thereof  shall 
be  given  under  this  paragraph  to  an  organization  without  the  prior 
concurrence  of  the  Secretary  of  Health,  Education,  and  Welfare. 

(3)  No  RENEWAL  or  WAIVER. — In  the  event  the  period  covered  by  a 
certificate  filed  pursuant  to  this  subsection  or  the  corresponding  sub- 
section of  prior  law  is  terminated  by  the  organization,  no  certificate 
may  again  be  filed  by  such  organization  pursuant  to  this  subsection. 
(1)  Areements  Entered  Into  by  Domestic  Corporations  With 
Respect  to  Foreign  Subsidiaries. — 

(1)  Agreements  Entered  Into  by  Domestic  Corporations  With 
subsidiaries. — The  Secretary  or  his  delegate  shall,  at  the  request 
of  any  domestic  corporation,  enter  into  an  agreement  (in  such  form 
and  manner  as  may  be  prescribed  by  the  Secretary  or  his  delegate) 
with  any  such  corporation  which  desires  to  have  the  insurance 
system  established  by  title  II  of  the  Social  Security  Act  extended 
to  service  performed  outside  the  United  States  in  the  employ  of 
any  one  or  more  of  its  foreign  subsidiaries  (as  defined  in  para- 
graph ( 8 ) )  by  all  employees  who  are  citizens  of  the  United  States, 
except  that  the  agreement  shall  not  be  applicable  to  any  service 
performed  by,  or  remuneration  paid  to,  an  employee  if  such  service 
or  remuneration  would  be  excluded  from  the  term  "employment" 
or  "wages",  as  defined  in  this  section,  had  the  service  been  performed 
in  the  United  States.  Such  agreement  may  be  amended  at  any  time 
so  as  to  be  made  applicable,  in  the  same  manner  and  under  the  same 
conditions,  with  respect  to  any  other  foreign  subsidiary  of  such 
domestic  corporation.  Such  agreement  shall  be  applicable  with  re- 
spect to  citizens  of  the  United  States  who,  on  or  after  the  effective 
date  of  the  agreement,  are  employees  of  and  perform  services  out- 
side the  United  States  for  any  foreign  subsidiary  specified  in  the 
agreement.  Such  agreement  shall  provide — 

(A)  that  the  domestic  corporation  shall  pay  to  the  Secretary  or 
his  delegate,  at  such  time  or  times  as  the  Secretary  or  his  dele- 
gate may  by  regulations  prescribe,  amounts  equivalent  to  the  sum 
of  the  taxes  which  would  be  imposed  by  sections  3101  and  3111 
(including  amounts  equivalent  to  the  interest,  additions,  to  the 
taxes,  additional  amounts,  and  penalties  which  would  be  appli- 
cable) with  respect  to  the  remuneration  which  would  be  wages 
if  the  services  covered  by  the  agreement  constituted  employment 
as  defined  in  this  section ;  and 

(B)  that  the  domestic  corporation  Avill  comply  with  such  reg- 
ulations relating  to  payments  and  reports  as  the  Secretary  or  his 
delegate  may  prescribe  to  carry  out  the  purposes  of  this  subsoction. 
(2)  Effective  period  of  agreement. — An  agreement  entered  into 

pursuant  to  paragraph  (1)  shall  be  in  effect  for  the  period  beginning 
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with  the  first  day  of  the  calendar  quarter  in  which  such  agreement 
is  entered  into  or  the  first  day  of  the  succeeding  calendar  quarter, 
as  may  be  specified  in  the  agreement,  but  in  no  case  prior  to  Janu- 
ary 1, 1955 ;  except  that  in  case  such  agreement  is  amended  to  include 
the  services  performed  for  any  other  subsidiary  and  such  amend- 
ment is  executed  after  the  first  month  following  the  first  calendar 
quarter  for  which  the  agreement  is  in  effect,  the  agreement  shall  be 
in  effect  with  respect  to  service  performed  for  such  other  subsidiary 
only  after  the  calendar  quarter  in  which  such  amendment  is 
executed. 

(3)  Termination  or  period  by  a  domestic  corporation. — The  pe- 
riod for  which  an  agreement  entered  into  pursuant  to  paragraph 
(1)  of  this  subsection  is  effective  may  be  terminated  with  respect  to 
any  one  or  more  of  its  foreign  subsidiaries  by  the  domestic  corpora- 
tion, effective  at  the  end  of  a  calendar  quarter,  upon  giving  two 
years'  advance  notice  in  writing,  but  only  if,  at  the  time  of  the  re- 
of  not  less  than  eight  years.  The  notice  of  termination  may  be  re- 
ceipt of  such  notice,  the  agreement  has  been  in  effect  for  a  period 
voked  by  the  domestic  corporation  by  giving,  prior  to  the  close  of 
the  calendar  quarter  specified  in  the  notice  of  termination,  a  written 
notice  of  such  revocation.  Notice  of  termination  or  revocation  there- 
of shall  be  filed  in  such  form  and  manner  as  may  be  prescribed  by 
regulations.  Notwithstanding  any  other  provision  of  this  subsection, 
the  period  for  which  any  such  agreement  is  effective  with  respect 
to  any  foreign  corporation  shall  terminate  at  the  end  of  any  calen- 
dar quarter  in  which  the  foreign  corporation,  at  any  time  in  such 
quarter,  ceases  to  be  a  foreign  subsidiary  as  defined  in  paragraph 
(8). 

(4)  Termination  of  period  by  Secretary. — If  the  Secretary  or 
his  delegate  finds  that  any  domestic  corporation  which  entered  into 
an  agreement  pursuant  to  this  subsection  has  failed  to  comply  sub- 
stantially with  the  terms  of  such  agreement,  the  Secretary  or  his 
delegate  shall  give  such  domestic  corporation  not  less  than  sixty 
days'  advance  notice  in  writing  and  the  period  covered  by  such  agree- 
ment will  terminate  at  the  end  of  the  calendar  quarter  specified  in 
such  notice.  Such  notice  of  termination  may  be  revoked  by  the  Sec- 
retary or  his  delegate  by  giving,  prior  to  the  close  of  the  calendar 
quarter  specified  in  the  notice  of  termination,  written  notice  of  such 
revocation  to  the  domestic  corporation.  No  notice  of  termination  or 
of  revocation  thereof  shall  be  given  under  this  paragraph  to  a  do- 
mestic corporation  without  the  prior  concurrence  of  the  Secretary 
of  Health,  Education,  and  Welfare. 

(5)  No  renewal  or  agreement. — If  any  agreement  entered  into 
pursuant  to  paragraph  (1)  of  this  subsection  is  terminated  in  its 
entirety  (A)  by  a  notice  of  termination  filed  by  the  domestic  corpo- 
ration pursuant  to  paragraph  (3) ,  or  (B)  by  a  notice  of  termination 
given  by  the  Secretary  or  his  delegate  pursuant  to  paragraph  (4), 
the  domestic  corporation  may  not  again  enter  into  an  agreement 
pursuant  to  paragraph  (1).  If  any  such  agreement  is  terminated 
with  respect  to  any  foreign  subsidiary,  such  agreement  may  not 
thereafter  be  amended  so  as  again  to  make  it  applicable  with  respect 
to  such  subsidiary. 
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(6)  Deposits  in  trust  funds.— For  purposes  of  section  201  of  the 
Social  Security  Act,  relating  to  appropriations  to  the  Federal  Old- 
Age  and  Survivors  Insurance  Trust  Fund  and  the  Federal  Dis- 
ability Insurance  Trust  Fund,  such  remuneration— 

(A)  paid  for  services  covered  by  an  agreement  entered  into 
pursuant  to  paragraph  (1)  as  would  be  wages  if  the  services  con- 
stituted employment,  and 

(B)  as  is  reported  to  the  Secretary  or  his  delegate  pursuant  to 
the  provisions  of  such  agreement  or  of  the  regulations  issued 
under  this  subsection, 

shall  be  considered  wages  subject  to  the  taxes  imposed  by  this 
chapter. 

(7)  Overpayments  and  underpayments. — 

(A)  If  more  or  less  than  the  correct  amount  due  under  an 
agreement  entered  into  pursuant  to  this  subsection  is  paid  with 
respect  to  any  payment  of  remuneration,  proper  adjustments  with 
respect  to  the  amounts  due  under  such  agreement  shall  be  made, 
without  interest,  in  such  manner  and  at  such  times  as  may  be  re- 
quired by  regulations  prescribed  by  the  Secretary  or  his  delegate. 

(B)  If  an  overpayment  cannot  be  adjusted  under  subpara- 
graph (A),  the  amount  thereof  shall  be  paid  by  the  Secretary  or 
his  delegate,  through  the  Fiscal  Service  of  the  Treasury  Depart- 
ment, but  only  if  a  claim  for  such  overpayment  is  filed  with  the 
Secretary  or  his  delegate  within  two  years  from  the  time  such 
overpayment  was  made. 

(8)  Definition  of  foreign  subsidiary. — For  purposes  of  this 
subsection  and  section  210(a)  of  the  Social  Security  Act,  a  foreign 
subsidiary  of  a  domestic  corporation  is — 

(A)  a  foreign  corporation  not  less  than  20  percent  of  the  vot- 
ing stock  of  which  is  owned  by  such  domestic  corporation;  or 

(B)  a  foreign  corporation  more  than  50  percent  of  the  voting 
stock  of  which  is  owned  by  the  foreign  corporation  described  in 
subparagraph  (A). 

(9)  Domestic  corporation  as  separate  entity. — Each  domes- 
tic corporation  which  enters  into  an  agreement  pursuant  to  para- 
graph (1)  of  this  subsection  shall,  for  purposes  of  this  subsection 
and  section  6413(c)  (2)  (C),  relating  to  special  refunds  in  the  case 
of  employees  of  certain  foreign  corporations,  be  considered  an 
employer  in  its  capacity  as  a  party  to  such  agreement  separate  and 
distinct  from  its  identity  as  a  person  employing  individuals  on  its 
own  account. 

(10)  Eegulations. — Kegulations  of  the  Secretary  or  his  delegate 
to  carry  out  the  purposes  of  this  subsection  shall  be  designed  to 
make  the  requirements  imposed  on  domestic  corporations  with  re- 
spect to  services  covered  by  an  agreement  entered  into  pursuant  to 
this  subsection  the  same,  so  far  as  practicable,  as  those  imposed 
upon  employers  pursuant  to  this  title  with  respect  to  the  taxes  im- 
posed by  this  chapter. 

(m)  Service  in  the  Uniformed  Services. — For  purposes  of  this 
chapter — 

(1)  Inclusion  of  service. — The  term  "employment"  shall,  not- 
withstanding the  provisions  of  subsection  (b)  of  this  section,  in- 
clude service  performed  after  December  1956  by  an  individual  as  a 
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member  of  a  uniformed  service  on  active  duty ;  but  such  terms  shall 
not  include  any  such  service  which  is  performed  while  on  leave 
without  pay. 

(2)  Active  duty. — The  term  "active  duty"  means  "active  duty" 
as  described  in  section  102  of  the  Servicemeii's  and  Veterans'  Sur- 
vivor Benefits  Act,  except  that  it  shall  also  include  "active  duty  for 
training"  as  described  in  such  section. 

(3)  Inactive  duty  training. — The  term  "inactive  duty  training" 
means  "inactive  duty  training"  as  described  in  such  section  102. 
(n)  Member  or  a  Uniformed  Service. — For  purposes  of  this  chap- 
ter, the  term  "member  of  a  uniformed  service"  means  any  person  ap- 
pointed, enlisted,  or  inducted  in  a  component  of  the  Army,  Navy,  Air 
Force,  Marine  Corps,  or  Coast  Guard  (including  a  reserve  component 
of  a  uniformed  service  as  defined  in  section  102(3)  of  the  Servicemen's 
and  Veterans'  Survivor  Benefits  Act) ,  or  in  one  of  those  services  with- 
out specification  of  component,  or  as  a  commissioned  officer  of  the 
Coast  and  Geodetic  Survey  or  the  Regular  or  Reserve  Corps  of  the 
Public  Health  Service,  and  any  person  serving  in  the  Army  or  Air 
Force  under  call  or  conscription.  The  term  includes — 

( 1 )  a  retired  member  of  any  of  those  services ; 

(2)  a  member  of  the  Fleet  Reserve  or  Fleet  Marine  Corps  Re- 
serve ; 

(3)  a  cadet  at  the  United  States  Military  Academy,  a  midship- 
man at  the  United  States  Naval  Academy,  and  a  cadet  at  the  United 
States  Coast  Guard  Academy  or  United  States  Air  Force  Academy ; 

(4)  a  member  of  the  Reserve  Officers'  Training  Corps,  the  Naval 
Reserve  Officers'  Training  Corps,  or  the  Air  Force  Reserve  Officers' 
Training  Corps,  when  ordered  to  annual  training  duty  for  fourteen 
days  or  more,  and  while  performing  authorized  travel  to  and  from 
that  duty ;  and 

(5)  any  person  while  en  route  to  or  from,  or  at,  a  place  for  final 
acceptance  or  for  entry  upon  active  duty  in  the  military  or  naval 
service — 

(A)  who  has  been  provisionally  accepted  for  such  duty ;  or 

(B)  who,  under  the  Universal  Military  Training  and  Service 
Act,  has  been  selected  for  active  military  or  naval  service ; 

and  has  been  ordered  or  directed  to  proceed  to  such  place. 
The  term  does  not  include  a  temporary  member  of  the  Coast  Guard 
Reserve. 

(o)  Crew  Leader. — For  purposes  of  this  chapter,  the  term  "crew 
leader"  means  an  individual  who  furnishes  individuals  to  perform  ag- 
ricultural labor  for  another  person,  if  such  individual  pays  (either  on 
his  own  behalf  or  on  behalf  of  such  person)  the  individuals  so  fur- 
nished by  him  for  the  agricultural  labor  performed  by  them  and  if  such 
individual  has  not  entered  into  a  written  agreement  with  such  person 
whereby  such  individual  has  been  designated  as  an  employee  of  such 
person ;  and  such  individuals  furnished  by  the  crew  leader  to  perform 
agricultural  labor  for  another  person  shall  be  deemed  to  be  the  em- 
ployees of  such  crew  leader.  For  purposes  of  this  chapter  and  chapter 
2,  a  crew  leader  shall,  with  respect  to  service  performed  in  furnishing 
individuals  to  perform  agricultural  labor  for  another  person  and  serv- 
ice performed  as  a  member  of  the  crew,  be  deemed  not  to  be  an  em- 
ployee of  such  other  person. 
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(p)  Peace  Corps  Volunteer  Service. — For  purposes  for  this  chap- 
ter, the  term  "employment"  shall,  notwithstanding  the  provisions  of 
subsection  (b)  of  this  section,  include  service  performed  by  an  individ- 
ual as  a  volunteer  or  volunteer  leader  within  the  meaning  of  the  Peace 
Corps  Act. 

(q)  Tips  Included  for  Employee  Taxes. — For  purposes  of  this 
chapter  other  than  for  purposes  of  the  taxes  imposed  by  section  3111, 
tips  received  by  an  employee  in  the  course  of  his  employment  shall  be 
considered  remuneration  for  employment.  Such  remuneration  shall  be 
deemed  to  be  paid  at  the  time  a  w^ritten  statement  including  such  tips 
is  furnished  to  the  employer  pursuant  to  section  6053(a)  or  (if  no 
statement  including  such  tips  is  so  furnished)  at  the  time  received. 

(r)  Election  of  Coverage  by  Keligious  Orders. — 

(1)  Certificate  of  election  by  order. — A  religious  order  whose 
members  are  required  to  take  a  vow  of  poverty,  or  any  autonomous 
subdivision  of  such  order,  may  file  a  certificate  {in  such  form  and 
manner,  and  with  such  official,  as  may  be  prescribed  by  regulations 
under  this  chapter)  electing  to  have  the  insurance  system  established  by 
title  II  of  the  Social  Security  Act  extended  to  services  performed  by  its 
members  in  the  exercise  of  duties  required  by  such  order  or  such  sub- 
division thereof.  Such  certificate  of  election  shall  provide  that — 

(A)  such  election  of  coverage  by  such  order  or  subdivision  shall  be 
irrevocable; 

(B)  such  election  shall  apply  to  all  current  and  future  members  of 
such  order,  or  in  the  case  of  a  subdivision  thereof  to  all  current  and 
future  members  of  such  order  who  belong  to  such  subdivision; 

(C)  all  services  performed  by  a  member  of  such  an  order  or  sub- 
division in  the  exercise  of  duties  required  by  such  order  or  subdivision 
shall  be  deemed  to  have  been  performed  by  such  member  as  an  employee 
of  such  order  or  subdivision;  and 

(D)  the  wages  of  each  member,  upon  which  such  order  or  sub- 
division shall  pay  the  taxes  imposed  by  sections  3101  and  3111,  will 
be  determined  as  provided  in  subsection  (i)  (4) . 

(2)  Definition  of  member. — For  purposes  of  this  subsection,  a 
a  member  of  a  religious  order  means  any  individual  who  is  subject  to  a 
vow  of  poverty  as  a  member  of  such  order  and  who  performs  tasks  usually 
required  {and  to  the  extent  usually  required)  of  an  active  member  of 
such  order  a,nd  who  is  not  considered  retired  because  of  old  age  or  total 
disability. 

{3)  Effective  date  for  election. — {A)  A  certificate  of  election 
of  coverage  shall  be  in  effect,  for  purposes  of  subsection  {b)  {8)  {A)  and 
for  purposes  of  section  210  {a)  {8)  {A)  of  the  Social  Security  Act,  for  the 
period  beginning  with  whichever  of  the  following  may  be  designated  by 
the  order  or  subdivision  thereof: 

{i)  the  first  day  of  the  calendar  quarter  in  which  the  certificate  is 
filed, 

{ii)  the  first  day  of  the  calendar  quarter  succeeding  such  quarter,  or 
{Hi)  the  first  day  of  any  calendar  quarter  preceding  the  calendar 
quarter  in  which  the  certificate  is  filed,  except  that  such  date  may  not 
be  earlier  than  the  first  day  of  the  twentieth  calendar  quarter  preceding 
the  quarter  in  which  such  certificate  is  filed 
Whenever  a  date  is  designated  under  clause  {Hi) ,  the  election  shall  apply 
to  services  performed  before  the  quarter  in  which  the  certificate  is  filed 
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only  if  the  member  performing  sy^ch  services  was  a  member  at  the  time 
such  services  were  performed  and  is  living  on  the  first  day  of  the  quarter 
in  which  such  certificate  is  filed. 

(B)  If  a  certificate  of  election  filed  pursuant  to  this  subsection  is 
elective  for  one  or  more  calendar  quarters  prior  to  the  quarter  in  which 
such  certificate  is  filed,  then — 

(i)  for  purposes  of  computing  interest  and  for  purposes  of  section 
6651  {relating  to  addition  to  tax  for  failure  to  file  tax  return) ,  the 
due  date  for  the  return  and  payment  of  the  tax  for  such  prior  calendar 
quarters  resulting  from  the  filing  of  such  certiUcate  shall  be  the  last 
day  of  the  calendar  month  following  the  calendar  quarter  in  which 
the  certificate  is  filed;  and 

(ii)  the  statutory  periods  for  the  assessment  of  such  tax  shall  not 
expire  before  the  expiration  of  3  years  from  such  due  date. 

(4)  Coordination  with  coverage  of  lay  employees. — Notwith- 
standing the  preceding  provisions  of  this  subsection,  no  certificate  of 
election  shall  become  elective  with  respect  to  an  order  or  subdivision 
thereof,  unless — 

(A)  if  at  the  time  the  certificate  of  election  is  filed  a  certificate 
of  waiver  of  exemption  under  subsection  (k)  is  in  e^ect  with  respect 
to  such  order  or  subdivision,  such  order  or  subdivision  amends  such 
certificate  of  waiver  of  exemption  {in  such  form  and  manner  as  may 
be  prescribed  by  regulations  made  under  this  chapter)  to  provide 
that  it  may  not  be  revoked,  or 

{B)  if  at  the  time  the  certificate  of  election  is  filed,  a  certificate  of 
waiver  of  exemption  under  such  subsection  is  not  in  ejffect  with  respect 
to  such  order  or  subdivision,  such  order  or  subdivision  files  such 
certificate  of  waiver  of  exemption  under  the  provisions  of  such  sub- 
section except  that  such  certificate  of  waiver  of  exemption  cannot 
become  elective  at  a  later  date  than  the  certificate  of  election  and  such 
certificate  of  waiver  of  exemption  must  specify  that  such  certificate  of 
waiver  of  ex:?nption  may  not  be  revoked.  The  certificate  of  waiver  of 
exemption  required  under  this  subparagraph  shall  be  filed  notwith- 
standing the  provisions  of  subsection  {k)  {3) . 
{s)  Service  Performed  Under  Contract  by  Participants  in 
Guaranteed  Employment. — For  purposes  of  this  chapter,  the  term 
"employment  shall,  notwithstanding  the  provisions  of  subsection  {b)  of 
this  section,  include  service  performed  by  a  participant  in  guaranteed 
employment  provided  by  the  Work  Administration  under  title  XX  of  the 
Social  Security  Act,  but  only  if— 

{1)  such  service  is  performed  for  or  on  behalf  of  an  employer  pursuant 
to  a  contract  entered  into  between  the  Work  Administration  and  such 
employer  under  section  2052 {e)  of  such  Act;  and 

{2)  the  remuneration  paid  by  the  Work  Administration  to  such 
participant  to  compensate  him  for  the  performance  of  such  service 
would  have  constituted  wages  {within  the  meaning  of  subsection  {a))  if — 
{A)  such  participant  had  performed  such  service  as  an  employee  of 
such  employer;  and 

{B)  such  employer  had  paid  such  remuneration,  to  such  participant 
to  compensate  him  for  the  performance  of  such  service, 
(t)  Certain  Employees  of  Members  of  Affiliated  Groups. — For 
purposes  of  this  chapter,  an  employee  whose  wages  are  paid  by  a  cor- 
poration which  is  a  member  of  an  affiliated  group,  but  who  performs 
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services  for  one  or  more  other  members  oj  the  affiliated  group,  shall  be 
treated  as  being  in  the  employment  only  of  the  corporation  which  pays  his 
wages.  For  purposes  of  the  preceding  sentence,  the  term  '^affiliated  group' ^ 
has  the  meaning  assigned  to  it  by  section  1504((i),  except  that,  for  such 
purposes,  any  corporation  shall  be  treated  as  an  includible  corporation. 

SEC.  3122.   FEDERAL  SERVICE. 

In  the  case  of  the  taxes  imposed  by  this  chapter  with  respect  to  serv- 
ice performed  in  the  employ  of  the  United  States  or  in  the  employ  of 
any  instrumentality  which  is  wholly  owned  by  the  United  States,  in- 
cluding service,  performed  as  a  member  of  a  uniformed  service,  to 
which  the  provisions  of  section  3121  (m)  (1)  are  applicable,  and  includ- 
ing service,  performed  as  a  volunteer  or  volunteer  leader  within  the 
meaning  of  the  Peace  Corps  Act,  to  which  the  provisions  of  section 
3121  (p)  are  applicable,  and  including  service,  performed  by  a  partici- 
pant in  guaranteed  employment  provided  hy  the  Work  Administration y 
to  which  the  provisions  of  section  3121  {s)  are  applicable,  the  determi- 
nation whether  an  individual  has  performed  service  which  constitutes 
employment  as  defined  in  section  3121(b),  the  determination  of  the 
amount  of  remuneration  for  such  service  which  constitutes  wages  as 
defined  in  section  3121(a),  and  the  return  and  payment  of  the  taxes 
imposed  by  this  chapter,  shall  be  made  by  the  head  of  the  Federal 
agency  or  instrumentality  having  the  control  of  such  service,  or  by 
such  agents  as  such  head  may  designate.  The  person  making  such  re- 
turn may,  for  convenience  of  administration,  make  payments  of  the  tax 
imposed  under  section  3111  with  respect  to  such  service  without  regard 
to  the  $10,800  limitation  in  section  31^1  (a)  (1),  and  he  shall  not  be 
required  to  obtain  a  refund  of  the  tax  paid  under  section  3111  on  that 
part  of  the  remuneration  not  included  in  wages  by  reason  of  section 
3121  (i)  (1).  Payments  of  the  tax  imposed  under  section  3111  with  re- 
spect to  service,  performed  by  an  individual  as  a  member  of  a  uni- 
formed service,  to  which  the  provisions  of  section  3121  (m)(l)  are 
applicable,  shall  be  made  from  appropriations  available  for  the  pay  of 
members  of  such  uniformed  service.  The  provisions  of  this  section  shall 
be  applicable  in  the  case  of  service  performed  by  a  civilian  employee, 
not  compensated  from  funds  appropriated  by  the  Congress,  in  the 
Army  and  Air  Force  Exchange  Service,  Army  and  Air  Force  Motion 
Picture  Service,  Navy  Exchanges,  Marine  Corps  Exchanges,  or  other 
activities,  conducted  by  an  instrumentality  of  the  United  States  sub- 
ject to  the  jurisdiction  of  the  Secretary  of  Defense,  at  installations  of 
the  Department  of  Defense  for  the  comfort,  pleasure,  contentment,  and 
mental  and  physical  improvement  of  personnel  of  such  Department  ; 
and  for  purposes  of  this  section  the  Secretary  of  Defense  shall  be 
deemed  to  be  the  head  of  such  instrumentality.  The  provisions  of  this 
section  shall  be  applicable  also  in  the  case  of  service  performed  by  a 
civilian  employee,  not  compensated  from  funds  appropriated  by  the 
Congress,  in  the  Coast  Guard  Exchanges  or  other  activities,  conducted 
by  an  instrumentality  of  the  United  States  subject  to  the  jurisdiction  of 
the  Secretary,  at  installations  of  the  Coast  Guard  for  the  comfort, 
pleasure,  contentment,  and  mental  and  physical  improvement  of  per- 
sonnel of  the  Coast  Guard ;  and  for  purposes  of  this  section  the  Secre- 
tary shall  be  deemed  to  be  the  head  of  such  instrumentality. 

******* 


1202 


CHAPTER  23— FEDERAL  UNEMPLOYMENT 
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Sec.  3309.  State  law  coverage  of  certain  services  performed  for 
non-profit  organizations  and  for  State  hospitals 
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SEC.  3306.  DEFINITIONS. 

(a)  Employer. — For  purposes  of  this  chapter,  the  term  "employer" 
means,  with  respect  to  any  calendar  year,  any  person  who — 

(1)  during  any  calendar  quarter  in  the  calendar  year  or  the  pre- 
ceding calendar  year  paid  wages  of  $1,500  or  more,  or 

(2)  on  each  of  some  20  days  during  the  calendar  year  or  during 
the  preceding  calendar  year,  each  day  being  in  a  different  calendar 
week,  employed  at  least  one  individual  in  employment  for  some 
portion  of  the  day. 

(b)  Wages. — For  purposes  of  this  chapter,  the  term  "wages"  means 
all  remuneration  for  employment,  including  the  cash  value  of  all  re- 
muneration paid  in  any  medium  other  than  cash;  except  that  such 
term  shall  not  include — 

(1)  that  part  of  the  remuneration  which,  after  remuneration 
(other  than  remuneration  referred  to  in  the  succeeding  paragraphs 
of  this  subsection)  equal  to  $4,200  with  respect  to  employment  has 
been  paid  to  an  individual  by  an  employer  during  any  calendar 
year,  is  paid  to  such  individual  by  such  employer  during  such  cal- 
endar year.  If  an  employer  (hereinafter  referred  to  as  successor 
employer)  during  any  calendar  j^ear  acquires  substantially  all  the 
property  used  in  a  trade  or  business  of  another  employer  (herein- 
after referred  to  as  a  predecessor),  or  used  in  a  separate  unit  of  a 
trade  or  business  of  a  predecessor,  and  immediately  after  the  acqui- 
sition employs  in  his  trade  or  business  an  individual  who  immedi- 
ately prior  to  the  acquisition  was  employed  in  the  trade  or  business 
of  such  predecessor,  then,  for  the  purpose  of  determining  whether 
the  successor  employer  has  paid  remuneration  (other  than  remuner- 
ation referred  to  in  the  succeeding  paragraphs  of  this  subsection) 
with  respect  to  employment  equal  to  $4,200  to  such  individual  during 
such  calendar  year,  any  remuneration  (other  than  remuneration 
referred  to  in  the  succeeding  paragraphs  of  this  subsection)  with 
respect  to  employment  paid  (or  considered  under  this  paragraph  as 
having  been  paid)  to  such  individual  by  such  predecessor  during 
such  calendar  year  and  prior  to  such  acquisition  shall  be  considered 
as  having  been  paid  by  such  successor  employer; 

(2)  the  amount  of  any  payment  (including  any  amount  paid  by 
an  employer  for  insurance  or  annuities,  or  into  a  fund,  to  provide 
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for  any  such  payment)  made  to,  or  on  behalf  of,  an  employee  or  any 
of  his  dependents  under  a  plan  or  system  established  by  an  employer 
which  makes  provision  for  his  employees  generally  (or  for  his  em- 
ployees generally  and  their  dependents)  or  for  a  class  or  classes  of 
his  employees  (or  for  a  class  or  classes  of  his  employees  and  their 
dependents),  on  account  of — 

(A)  retirement,  or 

(B)  sickness  or  accident  disability,  or 

(C)  medical  or  hospitalization  expenses  in  connection  with  sick- 
ness or  accident  disability,  or 

(D)  death; 

(3)  any  payment  made  to  an  employee  (including  any  amount 
paid  by  an  employer  for  insurance  or  annuities,  or  into  a  fund,  to 
provide  for  any  such  payment)  on  account  of  retirement; 

(4)  any  payment  on  account  of  sickness  or  accident  disability,  or 
medical  or  hospitalization  expenses  in  connection  with  sickness  or 
accident  disability,  made  by  an  employer  to,  or  on  behalf  of,  an  em- 
ployee after  the  expiration  of  6  calendar  months  following  the  last 
calendar  month  in  which  the  employee  worked  for  such  employer ; 

(5)  any  payment  made  to,  or  on  behalf  of,  an  employee  or  his 
beneficiary — 

(A)  from  or  to  a  trust  described  in  section  401  (a)  which  is  ex- 
empt from  tax  under  section  501(a)  at  the  time  of  such  payment 
unless  such  payment  is  made  to  an  employee  of  the  trust  as  re- 
muneration for  services  rendered  as  such  employee  and  not  as  a 
beneficiary  of  the  trust,  or 

(B)  under  or  to  an  annuity  plan  which,  at  the  time  of  such  pay- 
ment, is  a  plan  described  in  section  403(a),  or 

(C)  under  or  to  a  bond  purchase  plan  which,  at  the  time  of  such 
payment,  is  a  qualified  bond  purchase  plan  described  in  section 
405(a); 

(6)  the  payment  by  an  employer  (without  deduction  from  the 
remuneration  of  the  employee)  — 

(A)  of  the  tax  imposed  upon  an  employee  under  section  3101 
(or  the  corresponding  section  of  prior  law),  or 

(B)  of  any  payment  required  from  an  employee  under  a  State 
unemployment  compensation  law ; 

(7)  remuneration  paid  in  any  medium  other  than  cash  to  an 
employee  for  service  not  in  the  course  of  the  employer's  trade  or 
business ; 

(8)  any  payment  (other  than  vacation  or  sick  pay)  made  to  an 
employee  after  the  month  in  which  he  attains  the  age  of  65,  if  he  did 
not  work  for  the  employer  in  the  period  for  which  such  payment  is 
made; 

(9)  remuneration  paid  to  or  on  behalf  of  an  employee  if  (and  to 
the  extent  that)  at  the  time  of  the  payment  of  such  remuneration  it 
is  reasonable  to  believe  that  a  corresponding  deduction  is  allowable 
under  section  217 ;  or 

(10)  any  payment  or  series  of  payments  by  an  employer  to  an  em- 
ployee or  any  of  his  dependents  wliich  is  paid — 

(A)  upon  or  after  the  termination  of  an  employee's  employ- 
ment relationship  because  of  (i)  death,  (ii)  retirement  for  dis- 
ability, or  (iii)  retirement  after  attaining  an  age  specified  in  the 


12C4 


plan  referred  to  in  subparagraph  (B)  or  in  a  pension  plan  of  the 
employer,  and 

(B)  under  a  plan  established  by  the  employer  which  makes  pro- 
vision for  his  employees  generally  or  a  class  or  classes  of  his  em- 
ployees (or  for  such  employees  or  class  or  classes  of  employees  and 
their  dependents), 
other  than  any  such  payment  or  series  of  payments  which  would 
have  been  paid  if  the  employee's  employment  relationship  had  not 
been  so  terminated. 

(c)  Employment. — For  purposes  of  this  chapter,  the  term  "em- 
ployment" means  any  service  performed  prior  to  1955,  which  was  em- 
ployment for  purposes  of  subchapter  C  of  chapter  9  of  the  Internal 
Hevenue  Code  of  1939  under  the  law  applicable  to  the  period  in  which 
such  service  was  performed,  and  (A)  any  service,  of  whatever  nature, 
performed  after  1954  by  an  employee  for  the  person  employing  him, 
irrespective  of  the  citizenship  or  residence  of  either,  (i)  within  the 
United  States,  or  (ii)  on  or  in  connection  with  an  American  vessel  or 
American  aircraft  under  a  contract  of  service  which  is  entered  into 
within  the  United  States  or  during  the  performance  of  which  and 
while  the  employee  is  employed  on  the  vessel  or  aircraft  it  touches  at 
a  port  in  the  United  States,  if  the  employee  is  employed  on  and  in  con- 
nection with  such  vessel  or  aircraft  when  outside  the  United  States, 
and  (B)  any  service,  of  whatever  nature,  performed  after  1971  out- 
side the  United  States  (except  in  a  contiguous  country  with  which  the 
United  States  has  an  agreement  relating  to  unemployment  compensa- 
tion or  in  the  Virgin  Islands)  by  a  citizen  of  the  United  States  as  an 
employee  of  an  American  employer  (as  defined  in  subsection  (j)  (3) ), 
except — 

(1)  agricultural  labor  (as  defined  in  subsection  (k)); 

(2)  domestic  service  in  a  private  home,  local  college  club,  or  local 
chapter  of  a  college  fraternity  or  sorority ; 

(3)  service  not  in  the  course  of  the  employer's  trade  or  business 
performed  in  any  calendar  quarter  by  an  employee,  unless  the  cash 
remuneration  paid  for  such  service  is  S50  or  more  and  such  service 
is  performed  by  an  individual  who  is  regularly  employed  by  such 
employer  to  perform  such  service.  For  purposes  of  this  paragraph, 
an  individual  shall  be  deemed  to  be  regularly  employed  by  an  em- 
plover  during  a  calendar  quarter  only  if- — 

'  ( A)  on  each  of  some  24  days  during  such  quarter  such  individ- 
ual performs  for  such  employer  for  some  portion  of  the  day  serv- 
ice not  in  the  course  of  the  employer's  trade  or  business,  or 

(B)  such  individual  was  regularly  employed  (as  determined 
under  subparagraph  (A) )  by  such  employer  in  the  performance 
of  such  service  during  the  preceding  calendar  quarter: 

(4)  service  performed  on  or  in  connection  with  a  vessel  or  aircraft 
not  an  American  vessel  or  American  aircraft,  if  the  employee  is  em- 
ployed on  pnd  in  connection  with  such  vessel  or  aircraft  when  out- 
side tlie  United  States ; 

(5)  service  performed  by  an  individual  in  the  employ  of  his  son, 
daui^hter,  or  spouse,  and  service  performed  by  a  child  under  the 
age  oi  21  in  the  employ  of  his  father  or  mother ; 

(6)  service  performed  in  the  employ  of  the  United  States  Gov- 
ernment or  of  an  instrumentality  of  the  United  States  which  is — 
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(A)  wholly  or  partially  owned  by  the  United  States,  or 

(B)  exempt  from  the  tax  imposed  by  section  3301  by  virtue  of 
any  provision  of  law  which  specifically  refers  to  such  section  (or 
the  corresponding  section  of  prior  law)  in  granting  such  exemp- 
tion; 

(7)  service  performed  in  the  employ  of  a  State,  or  any  political 
subdivision  thereof,  or  any  instrumentality  of  any  one  or  more  of 
the  foregoing  which  is  wholly  owned  by  one  or  more  States  or  po- 
litical subdivisions ;  and  any  service  performed  in  the  employ  of  any 
instrumentality  of  one  or  more  States  or  political  subdivisions  to 
the  extent  that  the  instrumentality  is,  with  respect  to  such  service, 
immune  under  the  Constitution  of  the  United  States  from  the  tax 
imposed  by  section  3301 ; 

(8)  service  performed  in  the  employ  of  a  religious,  charitable,  edu- 
cational, or  other  organization  described  in  section  501(c)  (3)  which 
is  exempt  from  income  tax  under  section  501  (a)  ; 

(9)  service  performed  by  an  individual  as  an  employee  or  em- 
ployee representative  as  defined  in  section  1  of  the  Railroad  Unem- 
ployment Insurance  Act  (52  Stat.  1094,  1095;  45  U.S.C.  351)  ; 

(10)  (A)  service  performed  in  any  calendar  quarter  in  the  employ 
of  any  organization  exempt  from  income  tax  under  section  501(a) 
(other  than  an  organization  described  in  section  401(a))  or  under 
section  521,  if  the  remuneration  for  such  service  is  less  than  $50,  or 

(B)  service  performed  in  the  employ  of  a  school,  college,  or  uni- 
versity, if  such  service  is  performed  (i)  by  a  student  who  is  en- 
rolled and  is  regularly  attending  classes  at  such  school,  college,  or 
university,  or  (ii)  by  the  spouse  of  such  a  student,  if  such  spouse 
is  advised,  at  the  time  such  spouse  commences  to  perform  such 
service,  that  (I)  the  employment  of  such  spouse  to  perform  such 
service  is  provided  under  a  program  to  provide  financial  assistance 
to  such  student  by  such  school,  college,  or  university,  and  (II)  such 
employment  will  not  be  covered  by  any  program  of  unemployment 
insurance,  or 

(C)  service  performed  by  an  individual  under  the  age  of  22  who 
is  enrolled  at  a  nonprofit  or  public  educational  institution  which 
normally  maintains  a  regular  faculty  and  curriculum  and  normally 
has  a  regularly  organized  body  of  students  in  attendance  at  the  place 
where  its  educational  activities  are  carried  on  as  a  student  in  a  full- 
time  program,  taken  for  credit  at  such  institution,  which  combines 
academic  instruction  with  work  experience,  if  such  service  is  an 
integral  part  of  such  program,  and  such  institution  has  so  certified 
to  the  employer,  except  that  this  subparagraph  shall  not  apply  to 
service  performed  in  a  program  established  for  or  on  behalf  of  an 
employer  or  group  of  employers,  or 

(D)  service  performed  in  the  employ  of  a  hospital,  if  such  service 
is  performed  by  a  patient  of  such  hospital ; 

(11)  service  performed  in  the  employ  of  a  foreign  government 
(including  service  as  a  consular  or  other  officer  or  employee  or  a 
nondiplomatic  representative)  ; 

(12)  service  performed  in  the  employ  of  an  instrumentality 
wholly  owned  by  a  foreign  government — 
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(A)  if  the  service  is  of  a  character  simihir  to  that  performed 
in  foreign  countries  by  employees  of  the  United  States  Govern- 
ment or  of  an  instrumentality  thereof;  and 

(B)  if  the  Secretary  of  State  shall' certify  to  the  Secretary 
that  the  foreign  government,  with  respect  to  whose  instrmnental- 
ity  exemption  is  claimed,  grants  an  equivalent  exemption  with  re- 
spect to  similar  service  performed  in  the  foreign  country  by  em- 
ployees of  the  United  States  Government  and  of  instrumentalities 
thereof ; 

(13)  service  performed  as  a  student  nurse  in  the  employ  of  a  hos- 
pital or  a  nurses'  training  school  by  an  mdividual  who  is  enrolled 
and  is  regularly  attending  classes  in  a  nurses"  training  school  char- 
tered or  approved  pumiant  to  State  law :  and  service  performed  as 
an  intern  in  the  employ  of  a  hospital  by  an  individual  who  has  com- 
pleted a  4  years'  course  in  a  medical  school  chartered  or  approved 
pui^uant  to  State  law ; 

(14)  service  performed  by  an  individual  for  a  person  as  an  insur- 
ance agent  or  as  an  insurance  solicitor,  if  all  such  service  performed 
by  such  individual  for  such  person  is  performed  for  remuneration 
solely  by  way  of  commission ; 

(15)  (A)  service  performed  by  an  individual  under  the  age  of  18 
in  the  delivery  or  distribution  oi  newspapers  or  shopping  news,  not 
including  delivery  or  distribution  to  any  point  for  subsequent  de- 
livery or  distribution : 

(B)  service  performed  by  an  individual  in.  and  at  the  time  of,  the 
sale  of  newspapers  or  magazines  to  ultimate  consumers,  mider  an 
arrangement  under  which  the  newspapers  or  magazines  are  to  be 
sold  by  him  at  a  fixed  price,  his  compensation  being  based  on  the 
retention  of  the  excess  of  such  -price  over  the  amomit  at  which  the 
newspapers  or  magazines  are  charged  to  him.  whether  or  not  he  is 
guaranteed  a  minimum  amount  of  compensation  for  such  service, 
or  is  entitled  to  be  credited  with  the  unsold  newsjDapers  or  magazines 
turned  back : 

(16)  service  performed  in  the  employ  of  an  international  organi- 
zation ; 

(17)  service  performed  by  an  individual  in  (or  as  an  officer  or 
member  of  the  crew  of  a  vessel  while  it  is  engaged  in)  the  catching, 
taking,  harvesting,  cultivating,  or  farming  of  any  kind  of  fish,  shell- 
fish, Crustacea,  sponges,  seaweeds,  or  other  aquatic  forms  of  animal 
and  vegetable  life  (including  service  performed  by  any  such  indi- 
vidual as  an  ordinary  incident  to  any  such  activity) .  except — 

(A)  service  performed  in  connection  with  the  catching  or  tak- 
ing of  salmon  or  halibut,  for  commercial  purposes,  and 

(B)  service  performed  on  or  in  connection  with  a  vessel  of 
more  than  10  net  tons  (determined  in  the  manner  provided  for 
determining  the  register  tomiage  of  merchant  vessels  under  the 
laws  of  the  United  States)  :  or 

(18)  service  which  is  performed  by  a  nonresident  alien  individ- 
ual for  the  period  he  is  temporarily  present  in  the  United  States  as 
a  nonimmigrant  under  subparagraph  (F)  or  (J)  of  section  101(a) 
(15)  of  the  Immigration  and  Xationality  Act,  as  amended,  and 
which  is  performed  to  carr}'  out  the  purpose  specified  in  subpara- 
graph (F)  or  ( J) ,  as  the  case  may  be. 
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(d)  Included  and  Excluded  Service.— For  purposes  of  this  chap- 
ter, if  the  services  performed  during  one-half  or  more  of  any  pay 
period  by  an  employee  for  the  person  employing  him  constitute  em- 
ployment, all  the  services  of  such  employee  for  such  period  shall  be 
deemed  to  be  employment ;  but  if  the  services  performed  during  more 
than  one-half  of  any  such  pay  period  by  an  employee  for  the  person 
employing  him  do  not  constitute  employment,  then  none  of  the  serv- 
ices of  such  employee  for  such  period  shall  be  deemed  to  be  employ- 
ment. As  used  in  this  subsection  the  term  "pay  period"  means  a  period 
(of  not  more  than  31  consecutive  days)  for  which  a  payment  of  re- 
muneration is  ordinarily  made  to  the  employee  by  the  person  employ- 
ing him.  This  subsection  shall  not  be  applicable  with  respect  to  services 
performed  in  a  pay  period  by  an  employee  for  the  person  employing 
him,  where  any  of  such  service  is  excepted  by  subsection  (c)  (9). 

!  (e)  State  Agency. — For  purposes  of  this  chapter,  the  term  "State 
agency"  means  any  State  officer,  board,  or  other  authority,  designated 
under  a  State  law  to  administer  the  unemployment  fund  in  such 

I  State. 

I        (f )  Unemployment  Fund. — For  purposes  of  this  chapter,  the  term 
I    "unemployment  fund"  means  a  special  fund,  established  under  a  State 
j    law  and  administered  by  a  State  agency,  for  the  payment  of  compen- 
i    sation.  Any  sums  standing  to  the  account  of  the  State  agency  in  the 
Unemployment  Trust  Fund  established  by  section  904  of  the  Social 
Security  Act,  as  amended  (49  Stat.  640;  52  Stat.  1104, 1105 ;  42  U.S.C. 
1104),  shall  be  deemed  to  be  a  part  of  the  unemployment  fund  of  the 
State  and  no  sums  paid  out  of  the  Unemployment  Trust  Fund  to  such 
,    State  agency  shall  cease  to  be  a  part  of  the  unemployment  fund  of  the 
I    State  until  expended  by  such  State  agency.  An  unemployment  fund 
{    shall  be  deemed  to  be  maintained  during  a  taxable  year  only  if 
throughout  such  year,  or  such  portion  of  the  year  as  the  unemploy- 
ment fund  was  in  existence,  no  part  of  the  moneys  of  such  fund  was  ex- 
pended for  any  purpose  other  than  the  payment  of  compensation  (ex- 
clusive of  expenses  of  administration)  and  for  refunds  of  sums 
erroneously  paid  into  such  fund  and  refunds  paid  in  accordance  with 
:    the  provisions  of  section  3305  (b)  ;  except  that — 

jl  ( 1 )  an  amount  equal  to  the  amount  of  employee  payments  into  the 

;        unemployment  fund  of  a  State  may  be  used  in  the  payment  of  cash 

benefits  to  individuals  with  respect  to  their  disability,  exclusive  of 

expenses  of  administration ;  and 

(2)  the  amounts  specified  by  section  903  (c)  (2)  of  the  Social  Se- 
l       curity  Act  may,  subject  to  the  conditions  prescribed  in  such  section, 

be  used  for  expenses  incurred  by  the  State  for  administration  of  its 

unemployment  compensation  law  and  public  employment  offices. 

(g)  Contributions. — For  purposes  of  this  chapter,  the  term  "con- 
tributions" means  payments  required  by  a  State  law  to  be  made  into 
I  an  unemployment  fund  by  any  person  on  account  of  having  individuals 
j  in  his  employ,  to  the  extent  that  such  payments  are  made  by  him  with- 
j  out  being  deducted  or  deductible  from  the  renmneration  of  individu- 
i     als  in  his  employ. 

I        (h)  Compensation. — For  purposes  of  this  chapter,  the  term  "com- 
pensation" means  cash  benefits  payable  to  individuals  with  respect  to 
j    their  unemployment. 
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(i)  Employee. — For  purposes  of  this  chapter,  the  term  "employee" 
has  the  meaning  assigned  to  such  term  by  section  3121  (d) ,  except  that 
subparagraphs  (B)  and  (C)  of  paragraph  (3)  shall  not  apply. 

( j )  State,  United  States,  and  Citizen. — For  purposes  of  this  chap- 
ter— 

(1)  State. — The  term  "State''  includes  the  District  of  Columbia 
and  the  Commonwealth  of  Puerto  Rico. 

(2)  United  States. — The  term  "United  States"  when  used  in  a 
geographical  sense  includes  the  States,  the  District  of  Columbia,  and 
the  Commonwealth  of  Puerto  Rico. 

(3)  American  employer. — The  term  "American  employer"  means 
a  person  who  is — 

(A)  air  individual  who  is  a  resident  of  the  United  States, 

(B)  a  partnership,  if  two-thirds  or  more  of  the  partners  are 
residents  of  the  United  States, 

(C)  a  trust,  if  all  of  the  trustees  are  residents  of  the  United 
States,  or 

(D)  a  corporation  organized  under  the  laws  of  the  United  States 
or  of  any  State. 

An  individual  who  is  a  citizen  of  the  Commonwealth  of  Puerto  Rico 
(but  not  otherwise  a  citizen  of  the  United  States)  shall  be  considered 
for  purposes  of  this  section,  as  a  citizen  of  the  United  States. 

(k)  Agricultural  L^vbor. — For  purposes  of  this  chapter,  the  term 
"agricultural  labor"  has  the  meaning  assigned  to  such  term  by  subsec- 
tion (g)  of  section  3121,  except  that  for  purposes  of  this  chapter  sub- 
paragraph (B)  of  paragraph  (4)  of  such  subsection  (g)  shall  be 
treated  as  reading : 

"(B)  in  the  employ  of  a  group  of  operators  of  farms  (or  a  coop- 
erative organization  of  which  such  operators  are  members)  in  the 
performance  of  service  described  in  subparagraph  (A),  but  only  if 
such  operators  produced  more  than  one-half  of  the  commodity  with 
respect  to  which  such  service  is  performed;" 
(1)  [Repealed.] 

(m)  American  Vessel  and  Aircraft. — For  purposes  of  this  chap- 
ter, the  term  "American  vessel"  means  any  vessel  documented  or  num- 
bered under  the  laws  of  the  United  States;  and  includes  any  vessel 
which  is  neither  documented  or  numbered  under  the  laws  of  the  United 
States  nor  documented  under  the  laws  of  any  foreign  countiy,  if  its 
crew  is  employed  solely  by  one  or  more  citizens  or  residents  of  the 
United  States  or  corporations  organized  under  the  laws  of  the  United 
States  or  of  any  State;  and  the  term  "American  aircraft"  means  an 
aircraft  registered  under  the  laws  of  the  United  States. 

(n)  Vessels  Operated  by  General  Agents  of  United  States. — Not- 
withstanding the  provisions  of  subsection  (c)  (6),  service  performed 
on  or  after  July  1, 1953,  by  officers  and  members  of  the  crew  of  a  vessel 
which  would  otherwise  be  included  as  employment  under  subsection 
(c)  shall  not  be  excluded  by  reason  of  the  fact  that  it  is  performed  on 
or  in  connection  with  an  American  vessel — 

(1)  owned  by  or  bareboat  chartered  to  the  United  States  and 

(2)  whose  business  is  conducted  by  a  general  agent  of  the  Secre- 
tary of  Commerce. 

For  purposes  of  this  chapter,  each  such  general  agent  shall  be  con- 
sidered a  legal  entity  in  his  capacity  as  such  general  agent,  separate 
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and  distinct  from  his  identity  as  a  person  employing  individuals  on 
his  own  account,  and  the  officers  and  members  of  the  crew  of  such  an 
American  vessel  whose  business  is  conducted  by  a  general  agent  of  the 
Secretary  of  Commerce  shall  be  deemed  to  be  performing  services  for 
such  general  agent  rather  than  the  United  States.  Each  such  general 
agent  who  in  his  capacity  as  such  is  an  employer  within  the  meaning 
of  subsection  (a)  shall  be  subject  to  all  the  requirements  imposed  upon 
an  employer  under  this  chapter  w^ith  respect  to  service  which  con- 
stitutes employment  by  reason  of  this  subsection. 

(o)  Certain  Employees  of  Members  of  Affiliated  Groups. — For 
purposes  of  this  chapter,  an  employee  ivhose  wages  are  paid  by  a 
corporation  which  is  a  member  of  an  affiliated  group,  but  who  per- 
forms  services  for  one  or  more  other  meinbers  of  the  affiliated  group, 
shall  be  treated  as  being  in  the  employment  only  of  the  corporation 
which  pays  his  wages.  For  purposes  of  the  preceding  sentence,  the  term 
''''affiliated  groups''''  has  the  meaning  assigned  to  it  by  section  150Jf{a), 
except  that,  for  such  purposes,  any  corporation  shall  be  treated  as  an 
includible  corporation. 

Subtitle  F — Procedure  and  Administration 

Chapter  61.  Information  and  returns. 
Chapter  62.  Time  and  place  for  paying  tax. 
Chapter  63.  Assessment. 
Chapter  64.  Collection. 

Chapter  65.  Abatements,  credits,  and  refunds. 
Chapter  66.  Limitations. 
Chapter  67.  Interest. 

Chapter  68.  Additions  to  the  tax,  additional  amounts,  and  asses- 
sable penalties. 
Chapter  69.  General  provisions  relating  to  stamps. 
Chapter  70.  Jeopardy,  bankruptcy  and  receiverships. 
Chapter  71.  Transferees  and  fiduciaries. 
Chapter  72.  Licensing  and  registration. 
Chapter  73.  Bonds. 

Chapter  74.  Closing  agreements  and  compromises. 
Chapter  75.  Crimes,  other  offenses,  and  forfeitures. 
Chapter  76.  Judicial  proceedings. 
Chapter  77.  Miscellaneous  provisions. 

Chapter  78.  Discovery  of  liability  and  enforcement  of  title. 
Chapter  79:  Definitions. 
Chapter  80.  General  rules, 

CHAPTER  61— INFORMATION  AND  RETURNS 

Subchapter  A.    Returns  and  records. 
Subchapter  B.    Miscellaneous  provisions. 

Subchapter  A — Returns  and  Records 

Part  I.  Records,  statements,  and  special  returns. 

Part  II.  Tax  returns  or  statements. 

Part  III.  Information  returns. 

Part  IV.  Signing  and  verifying  of  returns  and  other  documents. 

Part  V.  Time  for  filing  returns  and  other  documents. 

Part  VI.  Extension  of  time  for  filing  returns. 

Part  VII.  Place  for  filing  returns  or  other  documents. 
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PART  II— TAX  RETURNS  OR  STATEMENTS 

Subpart  A.  General  requirement. 
Subpart  B.  Income  tax  returns. 
Subpart  C.  Estate  and  gift  tax  returns. 
Subpart  D.  Miscellaneous  provisions. 


Subpart  B — Income  Tax  Returns 

Sec.  6012.  Persons  required  to  make  returns  of  income. 

Sec.  6013.  Joint  returns  of  income  tax  by  husband  and  wife. 

Sec.  6014.  Income  tax  return — tax  not  computed  by  taxpayer. 

Sec.  6015.  Declaration  of  estimated  income  tax  by  individuals. 

Sec.  6017.  Self -employment  tax  returns. 


!|C  Sjc  5^  5{*  "i*  ^  "i* 

SEC.  6014.   INCOME  TAX  RETURN— TAX  NOT  COMPUTED   BY  TAX- 
PAYER. 

(a)  Election  by  Taxpayer. — An  individual  entitled  to  elect  to  pay 
the  tax  imposed  by  section  3  whose  gross  income  is  less  than  $10,000 
and  includes  no  income  other  than  remuneration  for  services  per- 
formed by  him  as  an  employee,  dividends  or  interest,  and  v^^hose  gross 
income  other  than  wages,  as  defined  in  section  3401  (a) ,  does  not  exceed 
$100,  shall  at  his  election  not  be  required  to  show  on  the  return  the  tax 
imposed  by  section  1.  Such  election  shall  be  made  by  using  the  form 
prescribed  for  purposes  of  this  section  and  shall  constitute  an  election 
to  pay  the  tax  imposed  by  section  3.  In  such  case  the  tax  shall  be  com- 
puted by  the  Secretary  or  his  delegate  who  shall  mail  to  the  taxpayer 
a  notice  stating  the  amount  determined  as  payable.  [In  determining 
the  amount  payable,  the  credit  against  such  tax  provided  for  by  section 
37  shall  not  be  allowed.] 

(b)  Regulations. — The  Secretary  or  his  delegate  shall  prescribe 
regulations  for  carrying  out  this  section,  and  such  regulations  may 
provide  for  the  application  of  the  rules  of  this  section — 

(1)  to  cases  where  the  gross  income  includes  items  other  than 
those  enumerated  by  subsection  (a) , 

(2)  to  cases  where  the  gross  income  from  sources  other  than 
wages  on  which  the  tax  has  been  withheld  at  the  source  is  more 
than  $100, 

(3)  to  cases  where  the  gross  income  is  $10,000  or  more,  or 

[(4)  to  cases  where  the  taxpayer  is  entitled  to  the  credit  provided 
by  section  37  (relating  to  retirement  income  credit) ,  or] 

[(5)](^)  to  cases  where  the  taxpayer  does  not  elect  the  standard 
deduction. 

Such  regulations  shall  provide  for  the  application  of  this  section  in  the 
case  of  husband  and  wife,  including  provisions  determining  when  a 
joint  return  under  this  section  may  be  permitted  or  required,  whether 
the  liability  shall  be  joint  and  several,  and  whether  one  spouse  may 
make  return  under  this  section  and  the  other  without  regard  to  this 
section. 
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PART  III— INFORMATION  RETURNS 

Subpart  A.  Information  concerning  persons  subject  to  special 
provisions. 

Subpart  B.  Information    concerning    transactions    with  other 
persons. 

Subpart  C.  Information  regarding  wages  paid  employees. 
Subpart  D.  Information  concerning  private  foundations. 


Subpart  C — Information  Regarding  Wages  Paid  Employees 

Sec.  6051.  Receipt  for  employees. 

Sec.  6052.  Returns  regarding  payment  of  wages  in  the  form  of 

group-term  life  insurance. 
Sec.  6053.  Reporting  of  tips. 


SEC.  6051.  RECEIPTS  FOR  EMPLOYEES 

(a)  Requirement. — Every  person  required  to  deduct  and  withhold 
from  an  employee  a  tax  under  section  3101[,  3201,]  or  3402,  or  who 
would  have  been  required  to  deduct  and  withhold  a  tax  under  section 
3402  (determined  without  regard  to  subsection  (n))  if  the  employee 
had  claimed  no  more  than  one  withholding  exemption,  shall  furnish 
to  each  such  employee  in  respect  of  the  remuneration  paid  by  such 
person  to  such  employee  during  the  calendar  year,  on  or  before  J anu- 
ary  31  of  the  succeeding  year,  or,  if  his  employment  is  terminated  be- 
fore the  close  of  such  calendar  year,  on  the  day  on  which  the  last  pay- 
ment of  remuneration  is  made,  a  written  statement  showing  the  fol- 
lowing : 

(1)  the  name  of  such  person, 

(2)  the  name  of  the  employee  (and  his  social  security  account 
number  if  wages  as  defined  in  section  3121(a)  have  been  paid), 

(3)  the  total  amount  of  wages  as  defined  in  section  3401(a), 

(4)  the  total  amount  deducted  and  withheld  as  tax  under  section 
3402, 

(5)  the  total  amount  of  wages  as  defined  in  section  3121(a),  and 

(6)  the  total  amount  deducted  and  withheld  as  tax  under  section 
3101|:,3. 

[(7)  the  total  amount  of  compensation  with  respect  to  which  the 
tax  imposed  by  section  3201  was  deducted,  and 

[  (8)  the  total  amount  deducted  as  tax  under  section  3201.] 
In  the  case  of  compensation  paid  for  service  as  a  member  of  a  uni- 
formed service,  the  statement  shall  show,  in  lieu  of  the  amount  required 
to  be  shown  by  paragraph  (5) ,  the  total  amount  of  wages  as  defined  in 
section  3121  (a),  computed  in  accordance  with  such  section  and  section 
3121  (i)  (2).  In  the  case  of  compensation  paid  for  service  as  a  volunteer 
or  volunteer  leader  wdthin  the  meaning  of  the  Peace  Corps  Act,  the 
statement  shall  show,  in  lieu  of  the  amount  required  to  be  shown  by 
paragraph  (5) ,  the  total  amount  of  wages  as  defined  in  section  3121  (a) , 
computed  in  accordance  with  such  section  and  section  3121  (i)  (3). 
In  the  case  of  tips  received  by  an  employee  in  the  course  of  his  em- 
ployment, the  amounts  required  to  be  shown  by  paragraphs  (3)  and 
(5)  shall  include  only  such  tips  as  are  included  in  statements  furnished 
to  the  employer  pursuant  to  section  6053  (a) . 


78-1,78 — 72'  77 
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(b)  Special  Rule  as  to  Compexsatiox  of  Members  of  Ar3ied 
Forces. — In  the  case  of  compensation  paid  for  service  as  a  member 
of  the  Armed  Forces,  the  statement  required  by  subsection  (a)  shall 
be  furnished  if  any  tax  was  withheld  during  the  calendar  year  under 
section  3402,  or  if  any  of  the  compensation  paid  during  such  year  is 
includible  in  gross  income  under  chapter  1.  or  if  during  the  calendar 
year  any  amount  was  required  to  be  withheld  as  tax  under  section 
3101.  In  lieu  of  the  amount  required  to  be  shown  by  paragraph  (3)  of 
subsection  (a),  such  statement  shall  show  as  wages  paid  during  the 
calendar  year  the  amount  of  such  compensation  paid  during  the  calen- 
dar 5^ear  which  is  not  excluded  from  gross  income  under  chapter  1 
(whether  or  not  such  compensation  constituted  wages  as  defined  in 
section  3401  (a)). 

(c)  Additional  Requirements. — The  statements  required  to  be 
furnished  pursuant  to  this  section  in  respect  of  any  remuneration  shall 
be  furnished  at  such  other  times,  shall  contain  such  other  information, 
and  shall  be  in  such  form  as  the  Secretary  or  his  delegate  may  by 
regulations  prescribe.  The  statements  required  under  this  section  shall 
also  show  the  proportion  of  the  total  amount  withheld  as  tax  under 
sections  3101  and  3201  which  is  for  financing  the  cost  of  hospital  in- 
surance benefits  under  part  A  of  title  XVIII  of  the  Social  Security 
Act. 

(d)  Statements  to  Constitute  Infori^iation  Returns. — A  dupli- 
cate of  any  statement  made  pursuant  to  this  section  and  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  delegate  shall, 
when  required  by  such  regulations,  be  filed  with  the  Secretary  or  his 
delegate. 

(e)  Railroad  Employees. — 

(1)  Additional  requirement. — Every  person  required  to  deduct 
and  withhold  tax  under  section  3201  from  an  employee  shall  include 
on  or  with  the  statement  required  to  be  furnished  such  employee  under 
subsection  (a)  a  notice  concerning  the  provisions  of  this  title  with 
respect  to  the  allowance  of  a  credit  or  refund  of  the  tax  on  wages  im- 
posed by  section  3101{b)  and  the  tax  on  compensation  imposed  by 
section  8201  or  8211  which  is  treated  as  a  tax  on  wages  imposed  by 
section  8101{b). 

(2)  Information  to  be  supplied  to  employees. — Each  person 
required  to  deduct  and  withhold  tax  under  section  3201  during  any 
year  from  an  employee  who  has  also  received  wages  during  such  year 
subject  to  the  tax  imposed  by  section  8101(b)  shall,  upon  request  of 
such  employee,  furnish  to  him  a  written  statement  showing — 

(A)  the  total  amount  of  compensation  with  respect  to  which  the 
tax  imposed  by  section  8201  was  deducted, 

(B)  the  total  amount  deducted  as  tax  under  section  3201,  and 
( (f)  the  portion  of  the  total  amount  deducted  as  tax  under  section 

3201  which  is  for  financing  the  cost  of  hospital  insurance  under 
part  A  of  title  XVIII  of  the  Social  Security  Act. 
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CHAPTER  63— ASSESSMENT 

I  Subchapter  A.    In  general. 

I  Subchapter  B.    Deficiency  procedures  in  the  case  of  income, 

I  estate,  gift,  and  certain  excise  taxes. 

II  Subchapter  A — In  General 

Assessment  autliority. 

Establisliment  by  regulations  of  mode  or  time  of  as- 
sessment. 
Method  of  assessment. 
Supplemental  assessments. 

Special  rules  applicable  to  certain  employment  taxes. 
Special  rules  applicable  to  excessive  claims  under  sec- 
tions 6420,  6421,  6424,  and  6427. 
Cross  references. 

SEC.  6201.  ASSESSMENT  AUTHORITY. 

(a)  Authority  of  Secretary  or  Delegate. — The  Secretary  or  his 
delegate  is  authorized  and  required  to  make  the  inquiries,  determina- 
tions, and  assessments  of  all  taxes  (including  interest,  additional 
amounts,  additions  to  the  tax,  and  assessable  penalties)  imposed  by  this 
title,  or  accruing  under  any  former  internal  revenue  law,  which  have 
not  been  duly  paid  by  stamp  at  the  time  and  in  the  manner  provided 
by  law.  Such  authority  shall  extend  to  and  include  the  following : 

(1)  Taxes  shown  on  return. — -The  Secretary  or  his  delegate  shall 
assess  all  taxes  determined  by  the  taxpayer  or  by  the  Secretary  or  his 
deleigate  as  to  which  returns  or  lists  are  made  under  this  title. 

(2)  Unpaid  taxes  payable  by  stamp. — 

(A)  OMrrTED  STAMPS. — Whenever  any  article  upon  which  a  tax 
is  required  to  be  paid  by  means  of  a  stamp  is  sold  or  removed  for 
sale  or  use  by  the  manufacturer  thereof  or  whenever  any  transac- 
tion or  act  upon  which  a  tax  is  required  to  be  paid  by  means  of  a 
stamp  occurs  without  the  use  of  the  proper  stamp,  it  shall  be  the 
duty  of  the  Secretary  or  his  delegate,  upon  such  information  as 
he  can  obtain,  to  estimate  the  amount  of  tax  which  has  been  omit- 
ted to  be  paid  and  to  make  assessment  therefor  upon  the  person 
or  persons  the  Secretary  or  his  delegate  determines  to  be  liable 
for  such  tax. 

(B)  Check  or  money  order  not  duly  paid. — In  any  case  in 
which  a  check  or  money  order  received  under  authority  of  section 
6311  as  payment  for  stamps  is  not  duly  paid,  the  unpaid  amount 
may  be  immediately  assessed  as  if  it  were  a  tax  imposed  by  this 
title,  due  at  the  time  of  such  receipt,  f  rom  the  person  who  tendered 
such  check  or  money  order. 

(3)  Erroneous  income  tax  prepayment  credits. — If  on  any  re- 
turn or  claim  for  refund  of  income  taxes  under  subtitle  A  there  is  an 
overstatement  of  the  credit  for  income  tax  withheld  at  the  source, 
or  of  the  amount  paid  as  estimated  income  tax,  the  amount  so  over- 
stated which  is  allowed  against  the  tax  shown  on  the  return  or 
which  is  allowed  as  a  credit  or  refund  may  be  assessed  by  the  Secre- 
tary or  his  delegate  in  the  same  manner  as  in  the  case  of  a  mathe- 
matical error  appearing  upon  the  return. 


Sec.  6201. 

Sec.  6202. 

Sec.  6203. 

Sec.  6204. 

Sec.  6205. 

Sec.  6206. 

Sec.  6207. 
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(4)  Erroneous  credit  under  section  39  or  1^2. — If  on  any  return 
or  claim  for  refund  of  income  taxes  under  subtitle  A  there  is  an  i 
overstatement  of  the  credit  allowable  by  section  39  (relating  to  cer-  I, 
tain  uses  of  gasoline,  special  fuels,  and  lubricating  oil)  or  section  Jt2  \ 
( relating  to  work  honus) ,  the  amount  so  overstated  which  is  allowed  ' 
against  the  tax  shown  on  the  return  or  which  is  allowed  as  a  credit  i 
or  refund  may  be  assessed  by  the  Secretary  or  his  delegate  in  the  ! 
same  manner  as  in  the  case  of  a  mathematical  error  appearing  upon 
the  return. 

Subchapter  B — Deficiency  Procedures  in  the  Case  of  Income, 
Estate,  Gift,  and  Certain  Excise  Taxes 

Sec.  6211.  Definition  of  a  deficiency. 
Sec.  6212.  Notice  of  deficiency. 

Sec.  6213.  Restrictions  applicable  to  deficiencies;  petition  to  Tax 
Court. 

Sec.  6214.  Determinations  by  Tax  Court. 
Sec.  6215.  Assessment  of  deficiency  found  by  Tax  Court. 
Sec.  6216.  Cross  references. 

SEC.  6211.   DEFINITION  OF  A  DEFICIENCY. 

(a)  In  General. — For  purposes  of  this  title  in  the  case  of  income, 
estate,  gift,  and  excise  taxes,  imposed  by  subtitles  A  and  B,  and  chap- 
ter 42,  the  term  "deficiency"  means  the  amount  by  which  the  tax  im- 
posed by  subtitle  A  or  B  or  chapter  42  exceeds  the  excess  of — 

( 1 )  the  sum  of 

(A)  the  amount  shown  as  the  tax  by  the  taxpayer  upon  his 
return,  if  a  return  was  made  by  the  taxpayer  and  an  amount  was 
shown  as  the  tax  by  the  taxpayer  thereon,  plus 

(B)  the  amounts  previously  assessed  (or  collected  without 
assessment)  as  a  deficiency,  over — 

(2)  the  amount  of  rebates,  as  defined  in  subsection  (b)  (2),  made. 

(b)  Rules  for  Application  of  Subsection  (a). — For  purposes  of 
this  section — 

(1)  The  tax  imposed  by  subtitle  A  and  the  tax  shown  on  the 
return  shall  both  be  determined  without  regard  to  payments  on 
account  of  estimated  tax,  without  regard  to  the  credit  under  section 
31,  and  without  regard  to  so  much  of  the  credit  under  section  32  as 
exceeds  2  percent  of  the  interest  on  obligations  described  in  section 
1451. 

(2)  The  term  "rebate"  means  so  much  of  an  abatement,  credit, 
refund,  or  other  repayment,  as  was  made  on  the  ground  that  the  tax 
imposed  by  subtitle  A  or  B  or  chapter  42  was  less  than  the  excess 
of  the  amount  specified  in  subsection  (a)  (1)  over  the  rebates  previ- 
ously made. 

(3)  The  computation  by  the  Secretary  or  his  delegate,  pursuant  to 
section  6014,  of  the  tax  imposed  by  chapter  1  shall  be  considered  as 
having  been  made  by  the  taxpayer  and  the  tax  so  computed  con- 
sidered as  shown  by  the  taxpayer  upon  his  return. 

(4)  The  tax  imposed  by  subtitle  A  and  the  tax  shown  on  the  re- 
turn shall  both  be  determined  without  regard  to  the  [credit]  credits 
under  section  39  cmd  4^,  unless,  without  regard  to  such  [credit] 
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credits^  the  tax  imposed  by  subtitle  A  exceeds  the  excess  of  the 
1  amount  specified  in  subsection  (a)  (1)  over  the  amount  specified  in 
j         subsection  (a)  (2). 

!  SEC.  6213.  RESTRICTIONS  APPLICABLE  TO  DEFICIENCIES;  PETITION 
I  TO  TAX  COURT. 

I  (a)  Time  for  Filing  Petition  and  Restriction  on  Assessment. — 
j  Within  90  days,  or  150  days  if  the  notice  is  addressed  to  a  person  out- 
j  side  the  States  of  the  Union  and  the  District  of  Columbia,  after  the 
'  notice  of  deficiency  authorized  in  section  6212  is  mailed  (not  count- 
j  ing  Saturday,  Sunday,  or  a  legal  holiday  in  the  District  of  Columbia 
I  as  the  last  day) ,  the  taxpayer  may  file  a  petition  with  the  Tax  Court 
Ij  for  a  redetermination  of  the  deficiency.  Except  as  otherwise  provided 
j  in  section  6861  no  assessment  of  a  deficiency  in  respect  of  any  tax  im- 
j      posed  by  subtitle  A  or  B  or  chapter  42  and  no  levy  or  proceeding  in 

court  for  its  collection  shall  be  made,  begun,  or  prosecuted  until  such 
I  notice  has  been  mailed  to  the  taxpayer,  nor  until  the  expiration  of  such 
j      90-day  or  150-day  period,  as  the  case  may  be,  nor,  if  a  petition  has  been 

filed  with  the  Tax  Court,  until  the  decision  of  the  Tax  Court  has  be- 
'  come  final.  Notwithstanding  the  provisions  of  section  7421(a),  the 
I  making  of  such  assessment  or  the  beginning  of  such  proceeding  or  levy 
;      during  the  time  such  prohibition  is  in  force  may  be  enjoined  by  a 

proceeding  in  the  proper  court. 

(b)  Exceptions  to  Restrictions  on  Assessment. — 

(1)  Mathematical  errors. — If  the  taxpayer  is  notified  that,  on 
I  account  of  a  mathematical  error  appearing  upon  the  return,  an 
'         amount  of  tax  in  excess  of  that  shown  upon  the  return  is  due,  and 

that  an  assessment  of  the  tax  has  been  or  will  be  made  on  the  basis 
of  what  would  have  been  the  correct  amount  of  tax  but  for  the  math- 
ematical error,  such  notice  shall  not  be  considered  as  a  notice  of  de- 
ficiency for  the  purposes  of  subsection  (a)  (prohibiting  assessment 
and  collection  until  notice  of  the  deficiency  has  been  mailed),  or  of 
section  6212(c)(1)  (restricting  further  deficiency  letters),  or  sec- 
tion 6512(a)  (prohibiting  credits  or  refunds  after  petition  to  the 
Tax  Court),  and  the  taxpayer  shall  have  no  right  to  file  a  petition 
with  the  Tax  Court  based  on  such  notice,  nor  shall  such  assessment 
I  or  collection  be  prohibited  by  the  provisions  of  subsection  (a)  of 
this  section. 

(2)  Assessments  arising  out  or  tentative  carryback  adjust- 
ments.— If  the  Secretary  or  his  delegate  determines  that  the  amount 

!  applied,  credited,  or  refunded  under  section  6411  is  in  excess  of  the 

overassessment  attributable  to  the  carryback  with  respect  to  which 
such  amount  was  applied,  credited,  or  refunded,  he  may  assess  the 

[\         amount  of  the  excess  as  a  deficiency  as  if  it  were  due  to  a  mathe- 

'         matical  error  appearing  on  the  return. 

(3)  Assessment  or  amount  paid. — Any  amount  paid  as  a  tax  or 
\         in  respect  of  a  tax  may  be  assessed  upon  the  receipt  of  such  payment 

j         notwithstanding  the  provisions  of  subsection  (a) .  In  any  case  where 
such  amount  is  paid  after  the  mailing  of  a  notice  of  deficiency  under 
I         section  6212,  such  payment  shall  not  deprive  the  Tax  Court  of  juris- 
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diction  over  such  deficiency  determined  under  section  6211  without 
regard  to  such  assessment. 

(c)  Failure  To  File  Petition. — If  the  taxpayer  does  not  file  a  pe- 
tition with  the  Tax  Court  within  the  time  prescribed  in  subsection  (a), 
the  deficiency,  notice  of  which  has  been  mailed  to  the  taxpayer,  shall 
be  assessed,  and  shall  be  paid  upon  notice  and  demand  from  the  Sec- 
retary or  his  delegate. 

(d)  Waiver  of  Restrictions. — The  taxpayer  shall  at  any  time 
(whether  or  not  a  notice  of  deficiency  has  been  issued)  have  the  right, 
by  a  signed  notice  in  writing  filed  with  the  Secretary  or  his  delegate,  to 
waive  the  restrictions  provided  in  subsection  (a)  on  the  assessment  and 
collection  of  the  whole  or  any  part  of  the  deficiency. 

(e)  Suspension  of  Filing  Period  for  Certain  Chapter  42  Taxes. — 
The  running  of  the  time  prescribed  by  subsection  (a)  for  filing  a  peti- 
tion in  the  Tax  Court  with  respect  to  the  taxes  imposed  by  section 
4941  (relating  to  taxes  on  self -dealing),  4942  (relating  to  taxes  on 
failure  to  distribute  income) ,  4943  (relating  to  taxes  on  excess  business 
holdings),  4944  (relating  to  investments  which  jeopardize  charitable 
purpose),  or  4945  (relating  to  taxes  on  taxable  expenditures)  shall  be 
suspended  for  any  period  during  which  the  Secretary  or  his  delegate 
has  extended  the  time  allowed  for  making  corrections  under  section 
4941(e)  (4),  4942(j)  (2),  4943(d)  (3),  4944(e)  (3),  or  4945(h)  (2). 

(f)  Cross  References. — 

(1)  for  assessment  as  if  a  mathematical  error  on  the  return,  in 
the  case  of  erroneous  claims  for  income  tax  prepayment  credits,  see 
section  6201(a)  (3). 

(2)  for  assessments  without  regard  to  restrictions  imposed  by 
this  section  in  the  case  of — 

(A)  recovery  of  foreign  income  taxes,  see  section  905(c). 

(B)  recovery  of  foreign  estate  tax,  see  section  2016. 

(3)  for  assessment  as  if  a  mathematical  error  on  the  return,  in 
the  case  of  erroneous  claims  for  credits  under  section  39  or  4^,  see 
section  6201(a)  (4). 

******* 

CHAPTER  64— COLLECTION 

Subchapter  A.  General  provisions. 
Subchapter  B.  Receipt  of  payment. 
Subchapter  C.  Lien  for  taxes. 

Subchapter  D.  Seizure  of  property  for  collection  of  taxes. 

Subchapter  A — Greneral  Provisions 

Sec.  6301.    Collection  authority. 
Sec.  6302.    Mode  or  time  of  collection. 
Sec.  6303.    Notice  and  demand  for  tax. 
Sec.  6304.    Collection  under  the  Tariff  Act. 
Sec.  6305.  Collection  of  certain  liability  to  the  United  States. 
******* 
SEC.  6305.  COLLECTION  OF  CERTAIN  LIABILITY  TO  THE  UNITED 
STATES. 

Upon  receiving  a  certifieation  from  the  Attorney  General  under 
section  JfS2{h)  (1)  of  the  Social  Security  Act  with  respect  to  any  in- 
dividual, the  Secretary  or  his  delegate  shall  assess  and  collect  the 
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amount  ceTtifled  ly  the  Attorney  General  in  the  same  manner,  with 
the  same  powers,  and  (except  as  provided  in  this  section)  subject  to 
the  same  limitations  as  if  such  amount  were  a  tax  imposed  hy  subtitle 
C  the  collection  of  which  would  he  jeopardized  hy  delay,  except  that — 

(1)  no  interest  or  penalties  shall  he  assessed  or  collected,  and 

(2)  for  such  purposes,  paragraphs  (^),  {6),  and  (8)  of  section 
6SS4-(a)  (relating  to  property  exempt  from  levy)  shall  not  apply, 

******* 
Subchapter  D— Seizure  of  Property  for  Collection  of  Taxes 

Levy  and  distraint. 
Surrender  of  property  subject  to  levy. 
Production  of  books. 
Property  exempt  from  levy. 
Sale  of  seized  property. 
Sale  of  perishable  goods. 
Redemption  of  property. 
Certificate  of  sale  ;  deed  of  real  property. 
Legal  effect  of  certificate  of  sale  of  personal  propercy 

and  deed  of  real  property. 
Records  of  sale. 
Expense  of  levy  and  sale. 
Application  of  proceeds  of  levy. 
Authority  to  release  levy  and  return  property. 
Cross  references. 

SEC.  6334.   PROPERTY  EXEMPT  FROM  LEVY. 

(a)  Enumeration. — There  shall  be  exempt  from  levy — 

(1)  Wearing  ApPxVREL  AND  SCHOOL  BOOKS. — Such  items  of  wearing 
apparel  and  such  school  books  as  are  necessary  for  the  taxpayer  or 
for  members  of  his  family ; 

(2)  Fuel,  provisions,  furniture,  and  personal  effects. — If  the 
taxpayer  is  the  head  of  a  family,  so  much  of  the  fuel,  provisions, 
furniture,  and  personal  effects  in  his  household,  and  of  the  arms  for 
personal  use,  livestock,  and  poultry  of  the  taxpayer,  as  does  not 
exceed  $500  in  value ; 

(3)  Books  and  tools  of  a  trade,  business,  or  profession. — So 
many  of  the  books  and  tools  necessary  for  the  trade,  business,  or 
profession  of  the  taxpayer  as  do  not  exceed  in  the  aggregate  $250 
in  value. 

(4)  Unemployment  benefits. — Any  amount  payable  to  an  indi- 
vidual with  respect  to  his  unemployment  (including  any  portion 
thereof  payable  with  respect  to  dependents)  under  an  unemploy- 
ment compensation  law  of  the  United  States,  of  any  State,  or  of  the 
District  of  Columbia  or  of  the  Commonwealth  of  Puerto  Rico. 

(5)  Undelivered  mail. — Mail,  addressed  to  any  person,  which 
has  not  been  delivered  to  the  addressee. 

(6)  Certain  annuity  and  pension  payments. — Annuity  or  pen- 
sion payments  under  the  Railroad  Retirement  Act,  benefits  under 
the  Railroad  Unemployment  Insurance  Act,  special  pension  pay- 
ment received  by  a  person  whose  name  has  been  entered  on  the  Army, 
Navy,  Air  Force,  and  Coast  Guard  Medal  of  Honor  roll  (38  U.S.C. 


Sec.  6331. 
Sec.  6332. 
Sec.  6333. 
Sec.  6334. 
Sec.  6335. 
Sec.  6336. 
Sec.  6337. 
Sec.  6338. 
Sec.  6339. 

Sec.  6340. 
Sec.  6341. 
Sec.  6342. 
Sec.  6343. 
Sec.  6344. 
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562),  and  annuities  based  on  retired  or  retainer  pay  under  chapter 
73  of  title  10  of  the  United  States  Code. 

(7)  Workmen's  compensation. — Any  amount  payable  to  an  in- 
dividual as  workmen's  compensation  (including  any  portion  thereof 
payable  with  respect  to  dependents)  under  a  Avorkmen's  compensa- 
tion law  of  the  United  States,  any  State,  the  District  of  Columbia 
or  the  Commonwealth  of  Puerto  Rico. 

(8)  Salary,  wages,  of  other  income. — If  the  taxpayer  is  re- 
quired by  judgment  of  a  court  of  competent  jurisdiction,  entered 
prior  to  the  date  of  levy,  to  contribute  to  the  support  of  his  minor 
children,  so  much  of  his  salary,  wages,  or  other  income  as  is  neces-' 
sary  to  comply  with  such  judgment. 

>K  *  *  *  *  *  * 

CHAPTER  65— abatements,  CREDITS,  AND 

REFUNDS 

Subchapter  A.    Procedure  in  general. 
Subchapter  B.    Rules  of  special  application. 

Subchapter  A — Procedure  in  General 

Sec.  6401.  Amounts  treated  as  overpayments. 

Sec.  6402.  Authority  to  make  credits  or  refunds. 

Sec.  6403.  Overpayment  of  installment. 

Sec.  6404.  Abatements. 

Sec.  6405.  Reports  of  refunds  and  credits. 

Sec.  6406.  Prohibition  of  administrative  review  of  decisions. 

Sec.  6407.  iDate  of  allowance  of  refund  or  credit. 

SEC.  6401.   AMOUNTS  TREATED  AS  OVERPAYMENTS. 

(a)  Assessment  and  Collection  After  Limitation  Period. — The 
term  "overpayment"  includes  that  part  of  the  amount  of  the  payment 
of  any  internal  revenue  tax  which  is  assessed  or  collected  after  the 
expiration  of  the  period  of  limitation  properly  applicable  thereto. 

(b)  Excessive  Credits. — If  the  amount  allowable  as  credits  under 
sections  31  (relating  to  tax  withheld  on  wages) ,  39  (relating  to  certain 
uses  of  gasoline,  special  fuels,  and  lubricating  oil)  1^2  (relating  to  work 
tonus) ^  and  667(b)  (relating  to  taxes  paid  by  certain  trusts)  exceeds 
the  tax  imposed  by  subtitle  A  (reduced  by  the  credits  allowable  under 
subpart  A  of  part  IV  of  subchapter  A  of  chapter  1,  other  than  the 
credits  allowable  under  sections  31  and  39),  the  amount  of  such  excess 
shall  be  considered  an  overpayment. 

(c)  KuLE  Where  No  Tax  Liability.^ — An  amount  paid  as  tax  shall 
not  be  considered  not  to  constitute  an  overpayment  solely  by  reason  of 
the  fact  that  there  was  no  tax  liability  in  respect  of  which  such  amount 
was  paid. 


I 

ll 

II 

ll  1219  , 

I  Subchapter  B — Rules  of  Special  Application 

Tentative  carryback  adjustments. 
Floor  stocks  refunds. 

Special  rules  applicable  to  certain  employment  taxes. 
Income  tax  withheld. 

Credits  or  refunds  to  persons  who  collected  certain 
taxes. 

Certain  taxes  on  sales  and  services. 
Coconut  and  palm  oil. 
Sugar. 

Excise  tax  on  wagering. 
Gasoline  used  on  farms. 

Gasoline  used  for  certain  nonhighway  purposes  or  by 

local  transit  systems. 
Cross  references. 

Conditions  to  allowance  in  the  case  of  alcohol  and 

tobacco  taxes. 
Lubricating  oil  not  used  in  highway  motor  vehicles. 
Adjustment  of  overpayment  of  estimated  income  tax 

by  corporation. 
Refund  of  aircraft  use  tax  where  plane  transports  for 

hire  in  foreign  air  commerce. 
Fuels  not  used  for  taxable  purposes. 

4:  H:  H:  %  He 

SEC.  6413.   SPECIAL  RULES  APPLICABLE  TO  CERTAIN  EMPLOYMENT 
TAXES. 

(a)  Adjustment  of  Tax. — 

(1)  General  rule. — If  more  than  the  correct  amount  of  tax  im- 
posed by  section  3101,  3111,  3201,  3221,  or  3402  is  paid  with  respect 
to  any  payment  of  remuneration,  proper  adjustments,  with  respect 
to  both  the  tax  and  the  amount  to  be  deducted,  sha'll  be  made, 
without  interest,  in  such  manner  and  at  such  times  as  the  Secre- 
tary or  his  delegate  may  by  regulations  prescribe. 

(2)  United  states  as  employer. — For  purposes  of  this  subsection, 
in  the  case  of  remuneration  received  from  the  United  States  or  a 
wholly  owned  instrumentality  thereof  during  any  calendar  year, 
each  head  of  a  Federal  agency  or  instrumentality  who  makes  a  re- 
turn pursuant  to  section  3122  and  each  agent,  designated  by  the  head 
of  a  Federal  agency  or  instrumentality,  who  makes  a  return  pur- 
suant to  such  section  shall  be  deemed  a  separate  employer. 

( 3 )  Guam  or  American  samoa  as  employer. — For  purposes  of  this 
subsection,  in  the  case  of  remuneration  received  during  any  calendar 
year  from  the  Government  of  Guam,  the  Government  of  American 
Samoa,  a  political  subdivision  of  either,  or  any  instrumentality  of 
any  one  or  more  of  the  foregoing  which  is  wholly  owned  thereby, 
the  Governor  of  Guam,  the  Governor  of  American  Samoa,  and  each 
agent  designated  by  either  who  makes  a  return  pursuant  to  section 
3125  shall  be  deemed  a  separate  employer. 

(4)  District  of  Columbia  as  employer. — For  purposes  of  this 
subsection,  in  the  case  of  remuneration  received  during  any  calen- 
.  dar  year  from  the  District  of  Columbia  or  any  instrumentality 

which  is  wholly  owned  thereby,  the  Commissioners  of  the  District 
of  Columbia  and  each  agent  designated  by  them  who  makes  a  re- 
turn pursuant  to  section  3125  shall  be  deemed  a  separate  employer. 

(b)  Overpayment  of  Certain  Employment  Taxes. — If  more  than 


Sec.  6411. 
Sec.  6412. 
Sec.  6413. 
Sec.  6414. 
Sec.  6415. 

Sec.  6416. 
Sec.  6417. 
Sec.  6418. 
Sec.  6419. 
Sec.  6420. 
Sec.  6421. 

Sec.  6422. 
Sec.  6423. 

Sec.  6424. 
Sec.  6425. 

Sec.  6426. 

Sec.  6427. 
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the  correct  amount  of  tax  imposed  by  sections  3101,  3111,  3201,  3221,  or 
3402  is  paid  or  deducted  with  respect  to  any  payment  of  remuneration 
and  the  overpayment  cannot  be  adjusted  under  subsection  (a)  of  this 
section,  the  amount  of  the  overpayment  shall  be  refunded  in  such  man- 
ner and  at  such  times  (subject  to  the  statute  of  limitations  properly 
applicable  thereto)  as  the  Secretary  or  his  delegate  may  by  regulations 
prescribe. 

(c)  Special  Refunds. — 

(1)  In  general. — If  by  reason  of  an  employee  receiving  wages 
from  more  than  one  employer  during  a  calendar  year  after  the 
calendar  year  1950  and  prior  to  the  calendar  year  1955,  the  wages 
received  by  him  during  such  year  exceed  $3,600,  the  employee 
shall  be  entitled  (subject  to  the  provisions  of  section  31(b))  to  a 
credit  or  refund  of  any  amount  of  tax,  with  respect  to  such  wages, 
imposed  by  section  1400  of  the  Internal  Revenue  Code  of  1939  and 
deducted  from  the  employee's  wages  (whether  or  not  paid  to  the 
Secretary  or  his  delegate),  which  exceeds  the  tax  with  respect  to 
the  first  $3,600  of  such  wages  received;  or  if  by  reason  of  an  em- 
ployee receiving  wages  from  more  than  one  employer  (A)  during 
any  calendar  year  after  the  calendar  year  1954  and  prior  to  the 
calendar  year  1959,  the  wages  received  by  him  during  such  year 
exceed  $4,200,  or  (B)  during  any  calendar  year  after  the  calendar 
year  1958  and  prior  to  the  calendar  year  1966,  the  Avages  received 
by  him  during  such  year  exceed  $4,800,  or  (C)  during  any  calendar 
year  after  the  calendar  year  1965  and  prior  to  the  calendar  year 
1968,  the  wages  received  by  him  during  such  year  exceed  $6,600,  or 
(D)  during  any  calendar  year  after  the  calendar  year  1967  and  prior 
to  the  calendar  year  1972,  the  wages  received  by  him  during  such 
year  exceed  $7,800,  or  (E)  during  any  calendar  year  after  the  calen- 
dar year  1971  and  prior  to  the  calendar  year  1973,  the  wages  re- 
ceived by  him  during  such  year  exceed  $9,000  or  (F)  during  any 
calendar  year  after  the  calendar  year  1972  and  prior  to  the  calendar 
year  1974,  the  wages  received  by  him  during  such  year  exceed 
$10,800,  or  (i)  during  any  calendar  year  after  the  calendar  year 
1973  and  prior  to  the  calendar  year  1975.  the  wages  received  by 
him  during  such  year  exceed  $12,000,  or  (H)  during  any  calendar 
year  after  1974,  the  wages  received  by  him  during  such  year  ex- 
ceed the  contribution  and  benefit  base  (as  determined  under  section 
230  of  the  Social  Security  Act)  which  is  effective  with  respect  to 
such  year;  and  the  employee  shall  be  entitled  (subject  to  the  pro- 
visions of  section  31(b))  to  a  credit  or  refund  of  any  amount  of 
tax,  with  respect  to  such  wages,  imposed  by  section  3101  and  de- 
ducted from  the  employee's  wages  (whether  or  not  paid  to  the 
Secretary  or  his  delegate),  which  exceeds  the  tax  with  respect  to 
the  first  $4,200  of  such  wages  received  in  such  calendar  year  after 
1954  and  before  1959,  or  which  exceeds  the  tax  with  respect  to 
the  first  $4,800  of  such  wages  received  in  such  calendar  year  after 
1958  and  before  1966,  or  which  exceeds  the  tax  with  respect  to 
the  first  $6,600  of  such  wages  received  in  such  calendar  year 
after  1965  and  before  1968,  or  which  exceeds  the  tax  with  respect 
to  the  first  $7,800  of  such  wages  received  in  such  calendar  year 
after  1967  and  before  1972,  or  which  exceeds  the  tax  with  respect 
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to  the  first  $9,000  of  such  wages  received  in  such  calendar  year 
after  1971  and  before  1973,  or  which  exceeds  the  tax  with  respect 
to  the  first  $10,800  of  such  wages  received  in  such  calendar  year 
after  1972  and  before  1974,  or  which  exceeds  the  tax  witK  respect 
to  the  first  $12,000  of  such  wages  received  in  such  calendar  year 
after  1973  and  before  1975,  or  which  exceeds  the  tax  with  respect 
to  an  amount  of  such  wages  receiA^ed  in  such  calendar  year  after 
1974  equal  to  the  contribution  and  benefit  base  (as  determined 
under  section  230  of  the  Social  Security  Act)  which  is  effective 
with  respect  to  such  year. 

(2)  Applicability  in  case  of  federal  and  state  employees,  em- 
ployees OF  certain  foreign  corporations,  and  governmental  em- 
ployees IN  GUAM,  AMERICAN  SAMOA,  AND  THE  DISTRICT  OF  C0LUMBIx\.  

(A)  Federal  employees. — In  the  case  of  remuneration  received 
from  the  United  States  or  a  wholly  owned  instrumentality  thereof 
during  any  calendar  year,  each  head  of  a  Federal  agency  or  instru- 
mentality who  makes  a  return  pursuant  to  section  3122  and  each 
agent,  designated  by  the  head  of  a  Federal  agency  or  instrumen- 
tality, who  makes  a  return  pursuant  to  such  section  shall,  for  pur- 
poses of  this  subsection,  be  deemed  a  separate  employer,  and  the 
term  "wages"  includes  for  purposes  of  this  subsection  the  amount, 
not  to  exceed  $3,600  for  the  calendar  year  1951, 1952, 1953,  or  1954, 
$4,200  for  the  calendar  year  1955, 1956, 1957,  or  1958,  $4,800  for  the 
calendar  year  1959,  1960,  1961,  1962, 1963,  1964,  or  1965,  $6,600  for 
the  calendar  year  1966  or  1967,  $7,800  for  the  calendar  year  1968, 
1969,  1970,  or  1971,  or  $9,000  for  the  calendar  year  1972,  $10,800 
for  the  calendar  year  1973,  $12,000  for  the  calendar  year  1974,  or  an 
amount  equal  to  the  contribution  and  benefit  base  (as  determined 
under  section  230  of  the  Social  Security  Act)  for  any  calendar  year 
after  1974  Avith  respect  to  which  such  contribution  and  benefit  base 
is  effective,  determined  by  each  such  head  or  agent  as  constituting 
wages  paid  to  an  employee. 

(B)  State  employees. — For  purposes  of  this  subsection,  in  the 
case  of  remuneration  received  during  any  calendar  year,  the  term 
"Avages"  includes  such  remuneration  for  services  covered  by  an 
agreement  made  pursuant  to  section  218  of  the  Social  Security  Act 
as  Avould  be  Avages  if  such  services  constituted  employment;  the 
term  "employer"  includes  a  State  or  any  political  subdivision 
thereof,  or  any  instrumentality  of  any  one  or  more  of  the  fore- 
going; the  term  "tax"  or  "tax  imposed  by  section  3101"  includes, 
in  the  case  of  services  covered  by  an  agreement  made  pursuant 
to  section  218  of  the  Social  Security  Act,  an  amount  equivalent 
to  the  tax  which  Avould  be  imposed  by  section  3101,  if  such  services 
constituted  employment  as  defined  in  section  3121 ;  and  the  pro- 
visions of  this  subsection  shall  apply  whether  or  not  any  amount 
deducted  from  the  employee's  remuneration  as  a  result  of  an  agree- 
ment made  pursiiant  to  section  218  of  the  Social  Security  Act  has 
been  paid  to  the  Secretary. 

(C)  Employees  of  certain  foreign  corporations. — For  pur- 
-  poses  of  paragraph  (1)  of  this  subsection,  the  term  "Avages"  in- 
cludes such  remuneration  for  services  covered  by  an  agreement 
made  pursuant  to  section  3121  (1)  as  would  be  Avages  if  such  serv- 
ices constituted  employment;  the  term  "employer"  includes  any 
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domestic  corporation  which  has  entered  into  an  agreement  pur- 
suant to  section  3121(1)  ;  the  term  "tax"  or  "tax  imposed  by  sec- 
tion 3101,"  includes,  in  the  case  of  services  covered  by  an  agree- 
ment entered  into  pursuant  to  section  3121(1),  an  amount  equiv- 
alent to  the  tax  which  would  be  imposed  by  section  3101,  if  such 
services  constituted  employment  as  defined  in  section  3121;  and 
the  provisions  of  paragraph  (1)  of  this  subsection  shall  apply 
whether  or  not  any  amount  deducted  from  the  employee's  re- 
muneration as  a  result  of  the  agreement  entered  into  pursuant  to 
section  3121(1)  has  been  paid  to  the  Secretary  or  his  delegate. 

(D)  Governmental  employees  in  guam. — In  the  case  of  re- 
muneration received  from  the  Government  of  Guam  or  any  po- 
litical subdivision  thereof  or  from  any  instrumentality  of  any  one 
or  more  of  the  foregoing  which  is  wholly  owned  thereby,  during 
any  calendar  year,  the  Governor  of  Guam  and  each  agent  desig- 
nated by  him  who  makes  a  return  pursuant  to  section  3125(a) 
shall,  for  purposes  of  this  subsection,  be  deemed  a  separate 
employer. 

(E)  Governmental  employees  in  American  samoa. — In  the 
case  of  remuneration  received  from  the  Government  of  American 
Samoa  or  any  political  subdivision  thereof  or  from  any  instru- 
mentality of  any  one  or  more  of  the  foregoing  which  is  wholly 
owned  thereby,  during  any  calendar  year,  the  Governor  of  Amer- 
ican Samoa  and  each  agent  designated  by  him  who  makes  a  return 
pursuant  to  section  3125(b)  shall,  for  purposes  of  this  subsection, 
be  deemed  a  separate  employer. 

(F)  Governmental  employees  in  the  district  of  Columbia. — 
In  the  case  of  remuneration  received  from  the  District  of  Colum- 
bia or  any  instrumentality  wholly  owned  thereby,  during  any 
calendar  year,  the  Commissioners  of  the  District  of  Columbia  and 
each  agent  designated  by  them  who  makes  a  return  pursuant  to 
section  3125(c),  shall,  for  purposes  of  this  subsection,  be  deemed 
a  separate  employer. 

(3)  Applicability  with  respect  to  compensation  of  employees 
subject  to  the  railroad  retirement  tax  act. — -In  the  case  of  any 
individual  who,  during  any  calendar  year  after  1967,  receives  wages 
from  one  or  more  employers  and  also  receives  compensation  which 
is  subject  to  the  tax  imposed  by  section  3201  or  3211,  such  compensa- 
tion shall,  solely  for  purposes  of  applying  paragraph  (1)  with  re- 
spect to  the  tax  imposed  by  section  3101(b),  be  treated  as  wages 
received  from  an  employer  with  respect  to  which  the  tax  imposed  by 
section  3101(b)  was  deducted. 

(d)  Refund  or  Credit  of  Federal  Unemployment  Tax. — Any 
credit  allowable  under  section  3302,  to  the  extent  not  previously  al- 
lowed, shall  be  considered  an  overpayment,  but  no  interest  shall  be  al- 
lowed or  paid  with  respect  to  such  overpayment. 
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(e)  Special  Refunds  of  Social  Security  Tax  to  Members  of 
Certain  Regligious  Faiths. — 

(1)  In  general. — An  employee  who  receives  wages  with  respect  to 
which  the  tax  imposed  by  section  3101  is  deducted  during  a  calendar 
year  for  which  an  authorization  granted  under  this  subsection  applies 
shall  be  entitled  {subject  to  the  provisions  of  section  31(b))  to  a  credit  or 
refund  of  the  amount  of  tax  so  deducted. 

(2)  Authorization  for  credit  or  refund. — Any  individual  may 
file  an  application  (in  such  form  and  manner,  and  with  such  official, 
as  may  be  prescribed  by  regulations  under  this  subsection)  for  an 
authorization  for  credit  or  refund  of  the  tax  imposed  by  section  3101  if 
he  is  a  member  of  a  recognized  religious  sect  or  division  thereof  described 
in  section  1402(h)(1)  and  is  an  adherent  of  established  tenets  or  teach- 
ings of  such  sect  or  division  described  in  such  section.  Such  authoriza- 
tion may  be  granted  only  if — 

(A)  the  application  contains  or  is  accompanied  by  evidence 
described  in  section  1402(h)(1)(A)  and  a  waiver  described  in  section 
1402(h)(1)(B),  and 

(B)  the  Secretary  of  Health,  Education,  and  Welfare  makes  the 
findings  described  in  section  1402(h)(1)  (C),  (D),  and  (E). 

An  authorization  may  not  be  granted  to  any  individual  if  any  benefit  or 
other  payment  referred  to  in  section  1402(h)(1)(B)  became  payable  (or, 
but  for  section  203  or  222(b)  of  the  Social  Security  Act,  would  have 
become  payable)  at  or  before  the  time  of  filing  of  such  waiver. 

(3)  Effective  period  of  authorization. — An  authorization 
granted  to  any  individual  under  this  subsection  shall  apply  with 
respect  to  wages  paid  to  such  individual  during  the  period — 

(A)  commencing  with  the  first  day  of  the  first  calendar  year  after 
1972  throughout  which  such  individual  meets  the  requirements 
specified  in  paragraph  (2)  and  in  which  such  individual  files 
application  for  such  authorization  ( except  that  if  such  application 
is  filed  on  or  before  the  date  prescribed  by  law,  including  any  exten- 
sion thereof,  for  filing  an  income  tax  return  for  such  individuaVs 
taxable  year,  such  application  may  be  treated  as  having  been  filed 
in  the  calendar  year  in  which  such  taxable  year  begins),  and 

(B)  ending  with  the  first  day  of  the  calendar  year  in  which  (i) 
such  individual  ceases  to  meet  the  requirements  of  the  first  sentence 
of  paragraph  (2),  or  (ii)  the  sect  or  division  thereof  of  which  such 
individual  is  a  member  is  found  by  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  to  have  ceased  to  meet  the  requirements  of  sub-- 
paragraph  (B)  of  paragraph  (2). 

(4)  Application  by  fiduciaries  or  survivors. — If  an  individual 
who  has  received  wages  with  respect  to  which  the  tax  imposed  by  section 
3101  has  been  deducted  during  a  calendar  year  dies  without  having 
filed  an  application  under  paragraph  (2)  an  application  may  be  filed 
with  respect  to  such  individual  by  a  fiduciary  acting  for  such  individuaVs 
estate  or  by  such  individuaVs  survivor  (within  the  meaning  of  section 
205  (c)(1)(C)  of  the  Social  Security  Act). 

He  :jc  ^  4.  iSc  4r  ;f( 
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Subtitle  I — Work  Bonus  Program 

Chapter  97.  Work  bonus  program 

CHAPTER  97.— WORK  BONUS  PROGRAM 

Sec.  10001.  Payment. 

Sec.  10002.  Recovery  of  overpayments;  penalties. 

Sec.  10008.  Cooperation  of  other  Government  agencies. 

Sec.  10004-  Applications;  regulations. 

Sec.  10005.  Definition  of  eligible  individual. 

Sec.  10006.  Appropriation  of  funds  for  payments. 

SEC.  mOL  PAYMENT, 

(a)  In  General. — Except  as  provided  in  subsection  (d),  the  Secretary 
or  his  delegate  shall  pay  to  each  eligible  individual,  upon  application 
therefor  made  after  the  close  of  a  calendar  year,  an  annual  payment  for 
that  calendar  year  in  an  amount  determined  under  subsection  (6) . 

(6)  Determination  of  Amount. — 

(1)  In  general. — The  amount  of  the  payment  to  which  an  eligible 
individual  is  entitled  under  this  chapter  for  any  calendar  year  is  an 
amount  equal  to  10  percent  of  not  more  than  $4,000  of  the  wages  or 
compensation  paid  to  him,  or  to  him  and  his  spouse,  if  he  is  married 
(as  determined  under  section  IJjS) — 

{A)  with  respect  to  which  taxes  were  deducted  and  withheld  under 
section  3102  {relating  to  deduction  of  tax  from  wages  under  the 
Federal  Insurance  Contributions  Act)  or  section  3202  {relating  to 
deduction  of  tax  from  compensation  under  the  Railroad  Retirement 
Act) ;  or 

(B)  by  the  Work  Administration  for  services  performed  by  a 
participant  in  guaranteed  employment  and  with  respect  to  which  the 
Work  Administration  certifies  to  the  Secretary  under  section  2052 
(6)  W)  of  the  Social  Security  Act  was  paid  for  services  performed  on 
behalf  of  an  employer  under  a  contract  entered  into  with  the  Work 
Administration  under  section  2052 {e)  of  such  Act. 

(2)  Limitation. — The  amount  of  the  payment  to  which  an  eligible 
individual  is  entitled  for  any  calendar  year  under  paragraph  (1)  shall 
be  reduced  by  one-fourth  of  the  amount  by  which  his  income,  or,  if  he  is 
married  {as  determined  under  section  14^),  the  total  of  his  income  and 
his  spouse's  income,  for  the  calendar  year  exceeds  $4,000.  For  purposes 
of  this  paragraph,  the  term  "income''  means  all  income  from  whatever 
source  derived,  other  than  payments  provided  by  this  chapter,  determined 
without  regard  to  subtitle  A  {relating  to  income  taxes) . 

(c)  Advance  Payments. — 

{1)  In  general. —  Upon  application  therefor  made  after  the  close 
of  any  of  the  first  three  quarters  of  any  calendar  year,  the  Secretary  or 
his  delegate  shall  pay  to  an  eligible  individual  an  advance  payment  on 
account  of  the  annual  payment  to  which  he  reasonably  expects  to  be 
entitled  under  subsection  {a)  for  that  year.  The  amount  of  any  advance 
payment  to  which  an  eligible  individual  is  entitled  at  the  close  of  any 
calendar  quarter  shall  be  equal  to — 

{A)  the  annual  payment  to  which  the  eligible  individual  would  be 
entitled  with  respect  to  the  wages  and  compensation  described  in 
subsection  {b){l)  received  by  him  on  or  before  the  close  of  the  most 
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recent  quarter  for  which  application  is  made,  taking  inta  account 
the  wages,  compensation,  and  other  income  received  and  reasonably 
expected  to  be  received  during  the  calendar  year,  reduced  by 

(B)  the  amount  of  advance  payments  made  to  him,  or  for  which  he 
made  application,  for  any  prior  quarters  of  the  calendar  year. 
{2)  Minimum  advance  payment. — No  advance  payment  shall  he 
made  under  this  subsection  for  any  amount  less  than  $30. 

(3)  Determination  of  status. — For  purposes  of  this  subsection f 
the  determination  of  whether  an  eligible  individual  is  married  shall  be 
made  a^  of  the  close  of  the  calendar  quarter  or  quarters  for  which  an 
application  for  payment  has  been  filed  by  that  individual. 

(4)  Annual  statement. — Any  individual  who  receives  an  advance 
payment  under  this  subsection  for  any  calendar  year  shall  file,  after  the 
close  of  that  year,  a  statement  with  the  Secretary  or  his  delegate  setting 
forth  the  amounts  he  has  received  as  advance  payments  under  this 
subsection  during  that  year,  the  amount  of  income  he  and  his  spouse, 
if  any,  have  receive  I  during  that  year,  and  such  other  information  as  the 
Secretary  or  his  delegate  may  require  and  in  such  form  and  at  such  time 
as  he  may  require. 

id)  Credit  in  Lieu  of  Payment. — An  eligible  individual  may  elect 
for  any  taxable  year  to  take  the  amount  of  any  payment  to  which  he  is 
entitled  under  this  chapter  as  a  credit  against  tax  under  section  42.  The 
election  shall  be  fled  at  such  time  and  in  such  form  as  the  Secretary  or 
his  delegate  may  prescribe. 

SEC,  10002.  RECOVERY  OF  OVERPAYMENTS;  PENALTIES, 

(a)  Recovery  of  Overpayments. — If  the  Secretary  or  his  delegate 
determines  that  any  part  of  any  amount  paid  to  an  individual  for  any 
year  under  this  chapter  was  in  excess  of  the  amount  to  which  that  individ- 
ual was  entitled  under  this  chapter  for  that  year,  the  Secretary  or  his 
delegate  shall  notify  that  individual  of  the  excess  payment  and  may — 

{1)  withhold,  from  any  amounts  which  that  individual  is  entitled 
to  receive  under  this  chapter  in  any  subsequent  year,  amounts  totaling 
not  more  than  the  amount  of  that  excess; 

(2)  treat  the  amount  of  that  excess  as  if  it  were  a  deficiency  under 
subchapter  B  of  chapter  63  of  subtitle  F  and  utilize  the  procedures 
available  to  him  under  that  subtitle  to  collect  that  amount; 

(3)  enter  into  an  agreement  with  that  individual  for  the  repayment 
of  that  amount;  or 

(4)  take  such  other  action  as  may  be  necessary  to  recover  that  amount, 

(b)  Penalties. — Each  application  form  and  any  other  document 
required  to  be  filed  under  this  chapter  shall  contain  a  written  declaration 
that  it  is  made  under  penalty  of  perjury.  The  provisions  of  chapter  75 
{relating  to  crimes,  other  ojffenses,  and  forfeitures)  shall  apply  to  such 
forms  and  documents. 

SEC,  10003,  COOPERATION  OF  OTHER  GOVERNMENT  AGENCIES, 

The  Secretary  or  his  delegate  is  authorized  to  obtain  from  any  agency 
or  department  of  the  United  States  Government  or  of  any  State  or  political 
subdivision  thereof  such  information  with  respect  to  any  individual  apply- 
ing for  or  receiving  benefits  under  this  chapter,  or  any  individual  whose 
income  is  taken  into  consideration  in  determining  benefits  payable  to  an 
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eligible  individual  under  this  chapter,  as  may  be  necessary  for  the  proper 
administration  of  this  chapter.  Each  agency  and  department  of  the  United 
States  Government  is  authorized  and  directed  to  furnish  to  the  Secretary 
or  his  delegate  such  information  upon  request. 

SEC.  10004,  APPLICATIONS;  REGULATIONS. 

(a)  In  General. — The  Secretary  or  his  delegate  shall  develop  simple 
and  expedient  application  forms  and  procedures  for  use  by  eligible  indi- 
viduals who  wish  to  obtain  the  benefits  of  this  chapter,  arrange  for  dis- 
tributing such  forms  and  making  them  easily  available  to  eligible 
individuals,  and  prescribe  such  regulations  as  may  be  necessary  to  carry 
out  the  provisions  of  this  chapter. 

(6)  Time  for  Filing  Applications  for  Payment. — No  annual 
payment  may  be  made  to  an  eligible  individual  for  a  calendar  year  unless 
the  application  for  that  payment  is  filed  on  or  before  the  last  day  of  the 
calendar  quarter  following  the  close  of  that  year.  No  advance  payment 
may  be  made  to  an  eligible  individual  for  any  calendar  quarter  or  quarters 
unless  the  application  for  that  payment  is  filed  on  or  before  the  last  day 
of  the  calendar  quarter  following  the  close  of  the  quarter  or  quarters  for 
which  application  is  filed.  For  purposes  of  section  42,  failure  to  file  an 
application  for  an  annual  payment  within  the  time  prescribed  by  this 
subsection  shall  not  affect  an  eligible  individuals  entitlement  to  such 
payment. 

SEC.  10005.  DEFINITION  OF  ELIGIBLE  INDIVIDUAL. 

For  the  purpose  of  this  chapter,  ''eligible  individual  means  an 
individual — 

(1)  who  is  physically  present  in  the  United  States; 

{2)  whose  wages  are  subject  to  tax  under  chapter  21  or  22  {relating 
to  the  Federal  Insurance  Contributions  Act  and  the  Railroad  Retire- 
ment Tax  Act,  respectively)  or  who  receives  compensation  from  the 
Work  Administration  for  services  performed  in  guaranteed  employ- 
ment on  behalf  of  an  employer  under  a  contract  entered  into  with  the 
Work  Administration  under  section  2052(e)  of  the  Social  Security  Act; 
and 

(3)  who  maintains  a  household  which  includes  a  child  of  that 
individual  with  respect  to  whom  he  is  entitled  to  a  deduction  under 
section  151{e){l){B). 

SEC.  10006.  APPROPRIATION  OF  FUNDS  FOR  PAYMENTS. 

There  is  hereby  appropriated,  out  of  any  moneys  in  the  Treasury  not 
otherwise  appropriated,  for  each  fiscal  year  such  sums  as  may  be  necessary 
to  enable  the  Secretary  or  his  delegate  to  make  payments  under  this  chapter. 


XV.  ADDITIONAL  VIEWS  OF  MR.  HARTKE 
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XV.  ADDITIONAL  VIEWS  OF  SENATOR  VANCE  HARTKE 


For  the  past  37  years,  older  Americans  have  benefited  from  a  Gov- 
ernment-supported retirement  system.  As  the  ranks  of  the  retired 
increase,  the  deficiencies  of  that  system  have  become  manifest.  Unfor- 
tunately, the  Senate  Finance  Committee  version  of  H.R.  1  does  little 
to  provide  the  type  of  sweeping  reform  which  is  needed  by  the  Nation's 
retired  and  disabled  workers. 

Nine  out  of  every  ten  people  now  in  paid  employment  are  covered 
or  eligible  for  coverage  under  the  social  security  program.  More  than 
90  percent  of  all  older  citizens  are  now  eligible  for  benefits.  For  mil- 
lions of  Americans,  social  security  is  the  basis  of  protection  against 
loss  of  income  due  to  retirement,  disability,  or  death  of  the  family 
breadwinner. 

During  the  past  13  years,  I  have  introduced  a  series  of  proposals 
designed  to  provide  the  type  of  social  security  reform  which  would 
guarantee  that  no  older  American  need  live  in  poverty.  I  see  no  reason 
why  a  person  should  be  forced  to  undergo  a  radical  reduction  in  his 
standard  of  living  simply  because  he  retires  from  the  active  working 
force.  A  wage-earner's  65th  birthday  should  be  an  occasion  for  joy 
and  celebration,  not  one  for  despair  and  desperation. 

The  Senate  committee  approved  several  changes  in  the  retirement 
and  health  benefits  programs  which  are  long  overdue.  Two  are  of 
special  importance. 

BLIND  DISABILITY  BENEFITS 

The  proposal  adopted  by  the  Senate  Finance  Committee  is  substan- 
tially similar  to  a  bill  which  I  have  introduced  over  the  past  several 
years.  That  proposal  would ; 

1.  Reduce  the  number  of  quarters  a  blind  person  must  be  employed 
in  social  security-covered  work  to  qualify  for  disability  benefit  pay- 
ments from  20  of  the  last  40  quarters  to  6  at  anytime. 

2.  The  "earnings"  test  in  disability  insurance  would  be  entirely 
eliminated  for  blind  persons  applying  for  or  receiving  disability  in- 
surance payments. 

Under  existing  law,  any  appreciable  earnings  disqualifies  disabled 
persons  from  receiving  or  continuing  to  receive  disability  insurance 
payments. 

This  proposal  recognizes  that  a  person  who  tries  to  function  sight- 
less in  our  sight-structured  world,  functions  at  a  financial  dis- 
advantage. 

By  allowing  a  blind  person  to  draw  disability  insurance  payments 
so  long  as  he  remains  blind  and  irrespective  of  his  earnings,  this  pro- 
posal would  provide  him  a  regular  source  of  funds  to  pay  for  his 
"sight,"  and  thus  helps  to  reduce  the  economic  disadvantages  of 
blindness. 
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PRESCRIPTION  DRUG  COVERAGE  UNDER  MEDICARE 

Prescription  drugs  represent  the  largest  single  personal  health  ex- 
penditure the  aged  are  now  required  to  meet  out  of  their  own  resources. 
A  Department  Task  Force  on  Prescription  Drugs,  a  Special  Com- 
mittee of  non-governmental  drug  experts,  and  the  1971  Advisory 
Council  on  Social  Security  all  recommended  that  prescription  drugs 
be  covered  under  Medicare.  Drug  coverage  should  provide  protection 
for  those  who  need  it  most — that  is,  to  those  who  have  recurring  costs 
because  of  chronic  ailment.  The  economic  problem  of  the  aged  in  rela- 
tion to  drug  costs  is  not  the  occasional  acute  illness  but  the  problem  of 
a  continuing  drain  of  $10,  $15  and  $20  a  month  for  these  maintenance 
drugs. 

The  approach  which  I  offered  as  part  of  S.  906  and  S.  2513  is  sub- 
stantially similar  to  the  approach  adopted  by  the  Senate  Finance  Com- 
mittee. It  provides  coverage  for  those  drugs  necessary  for  the  treat- 
ment of  diabetes,  high  blood  pressure,  chronic  cardiovascular  disease, 
chronic  respiratory  disease,  chronic  kidney  disease,  arthritis,  gout, 
rheumatism,  tuberculosis,  glaucoma,  thyroid  disease,  and  cancer.  The 
list  omits  mental  and  nervous  conditions  as  well  as  gastrointestinal  dis- 
orders because  the  drugs  used  in  their  treatment  are  drugs  which  are 
used  by  many  people  for  general  reasons  and  are,  therefore,  difficult 
10  control. 

Despite  the  efforts  to  improve  the  social  security  system  which  are 
contained  in  the  Senate  committee  version  of  H.R.  1,  I  find  several 
areas  of  deficiency  which  must  be  corrected  if  we  are  to  provide  the 
full  measure  of  justice  and  hope  which  the  social  security  program 
was  designed  to  offer.  In  disability  benefits,  retirement  benefits  and 
health  benefits,  the  Senate  committee's  recommendations  are  inado- 
quate. 

I.  DISABILITY  BENEFITS 

A.  Reduction  in  Waiting  Period 

Under  the  present  law,  a  disabled  worker  does  not  become  eligible 
for  disability  benefits  until  the  7th  month  of  his  disability  ;  his  first 
benefit  check  is  not  payable  before  the  8th  month.  No  worker  is  eligible 
to  receive  disability  benefits  unless  the  disability  is  expected  to  last  (or 
has  lasted)  at  least  12  full  months  or  to  result  in  death. 

Surely  we  need  not  ask  a  disabled  worker  to  wait  so  long  before  he 
receives  the  assistance  he  deserves.  Only  one-fourth  of  all  workers  in 
private  industry  are  covered  by  State  temporary  disability  insurance 
programs.  That  means  that  three-fourths  of  all  such  workers  would  be 
forced  to  their  own  resources  for  the  first  7  months  of  a  major  dis- 
ability. The  other  one- fourth  would  not  be  eligible  for  State  benefits 
in  excess  of  26  weeks.  Nor  is  Workmen's  Compensation  a  major  factor 
since  that  program  pays  less  than  2  percent  of  all  workers  who  become 
totally  disabled. 

I  propose  that  the  present  waiting  period  be  reduced  to  3  months  so 
that  an  increased  nuniber  of  disabled  workers  would  be  eligible  for 
benefits  and  for  vocational  rehabilitation  services  financed  from  the 
social  security  trust  funds.  Experience  has  shown  that  rehabilitation 
services  are  generally  more  effective  if  begun  as  soon  after  disable- 
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ment  as  possible.  By  reducing  the  waiting  period  for  benefit  eligibility, 
Congress  will  also  reduce  the  waiting  period  for  rehabilitation  services. 

In  addition,  I  propose  that  the  present  12-month  duration  require- 
ment be  eliminated.  This  would  be  consistent  with  private  disablement 
insurance  which  pays  benefits  after  a  specified  waiting  period  regard- 
less of  the  expected  duration  of  the  disability.  The  families  of  those 
who  have  been  disabled  for  3  months  need  immediate  financial  assist- 
ance regardless  of  the  number  of  months  that  need  may  last. 

B.  Test  of  Recent  Covered  Work 

Under  present  law,  the  insured  status  requirements  for  social  security 
disability  benefits  are  far  more  stringent  than  for  retirement  benefits. 
The  latter  are  paid  if  the  worker  is  "fully  insured"  while  the  former 
are  paid  if  the  worker  is  fully  insured  and  if  he  has  at  least  20  quarters 
(5  ;7ears)  of  coverage  in  the  40  quarter  period  before  he  became 
disabled. 

For  many  disabled  workers,  this  provision  is  unjust  and  unreason- 
able. Progressive  illness  often  makes  it  impossible  for  a  worker  to 
remain  in  gainful  employment  long  before  disability  occurs  within 
the  meaning  of  the  law.  By  the  time  his  ailment  progresses  to  the 
point  of  disability,  he  has  lost  his  disability  benefit  eligibility  because 
of  the  test  of  recent  covered  work.  Some  who  have  failed  to  meet  this 
test  have  worked  under  the  social  security  system  for  20  years  or 
more. 

The  determination  of  disability  has  progressed  to  such  a  point  that 
valid  determinations  can  be  made  without  reliance  on  the  recency-of- 
work  test  as  an  indication  that  the  worker  would  still  be  in  the  work- 
force if  it  were  not  for  his  impairment.  Disability  determinations  are 
made  regularly  in  the  cases  of  widows,  widowers,  and  adults  who  be- 
came disabled  in  childhood,  without  regard  to  whether  they  have  done 
recent  work  or  whether  they  have  ever  worked. 

Recognizing  these  facts,  it  is  time  that  Congress  eliminated  the  test 
of  recent  covered  work  and  enabled  workers  to  qualify  for  disability 
benefits  when  fully  insured. 

C.  Definition  of  Disability 

The  current  law  contains  no  greater  inequity  than  the  definition 
of  "disability"  for  purposes  of  benefit  eligibility.  A  worker  cannot  be 
considered  disabled  unless  his  impairments  are  so  severe  as  to  render 
him  unable  to  engage  in  any  substantial  gainful  activity.  An  exception, 
however,  is  made  for  a  blind  worker  age  55  or  older,  who  can  qualify 
for  benefits  if  he  is  unable  to  engage  in  any  substantial  gainful  activity 
requiring  skills  or  abilities  comparable  to  those  required  in  vjork  he 
had  previously  performed  with  regularity  and  over  a  substantial  period 
of  time. 

Many  workers  are  being  denied  disability  benefits  today  because 
they  are  forced  to  drop  out  of  the  work  force  by  impairments  which 
prevent  them  from  continuing  their  regular  jobs.  For  older  workers, 
this  type  of  impairment  is  especially  tragic  because  there  is  usually  no 
other  job  available  for  which  he  has  the  training  or  the  skills.  The 
situation  is  less  serious  for  younger  workers  who  can  usually  be  re- 
trained for  other  employment. 

We  should  correct  this  injustice  by  amending  the  definition  of  dis- 
ability so  that  benefits  are  payable  to  a  worker  aged  55  or  older  if  he 
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is  so  disabled  that  he  can  no  longer  engage  in  substantial  gainful  ac- 
tivity in  his  regular  work  or  in  any  other  work  in  which  he  has  en- 
gaged with  some  regularity  in  the  recent  past. 

II.  RETIREMENT  BENEFITS 

A.  Additional  Drop-Out  Tears 

The  method  used  in  averaging  earnings  has  a  substantial  effect  on 
the  protection  afforded  under  the  social  security  program.  Benefits  for 
a  retired  worker  and  his  family  are  based  on  his  average  monthly  earn- 
ings in  covered  work  over  a  specified  number  of  years.  In  most  cases, 
the  number  of  years  used  is  equal  to  5  less  than  the  number  elapsing 
after  1950  (or,  if  later,  after  the  year  in  which  the  worker  reaches  age 
21)  and  up  to  (but  not  including)  the  year  in  which  the  worker  reaches 
age  65  (age  62  for  a  woman) ,  becomes  disabled,  or  dies. 

Since  benefits  payable  to  a  man  who  retires  at  65  this  year  are  based 
on  earnings  averaged  over  only  16  years,  average  earnings  under  the 
program  now  bear  a  much  closer  relationship  to  earnings  just  before 
retirement  than  they  will  in  the  future  when  benefits  will  be  aver- 
aged over  a  period  of  35  to  38  ye^rs.  In  most  cases,  earnings  averaged 
over  such  a  long  period  will  bear  little  relationship  to  earnings  im- 
mediately prior  to  retirement. 

The  Senate  Finance  Committee  rejected  the  House  provisions  of 
H.E.  1  which  would  have  provided  additional  drop-out  years  over 
the  5  allowed  under  present  law.  That  decision  will  result  in  a  perpetu- 
ation of  a  schedule  of  benefits  which  is  far  too  low  to  meet  the  needs  of 
retired  Americans. 

I,  therefore,  propose  that  Congress  amend  the  Social  Security  Act 
to  provide  one  additional  drop-out  year  for  every  10  years  of  cover- 
age. This  provision  would  help  assure  that  the  social  security  retire- 
ment benefits  of  long-term  workers  will  more  accurately  reflect  recent 
pre-retirement  earnings  and  will  lessen  the  effect  that  periods  of 
unemployment,  illness,  and  low  earnings  have  on  benefit  amounts. 

B.  Earnings  Limitation 

Workers  who  are  covered  by  private  pension  systems  receive  their 
pensions  when  they  qualify  iDecause  of  age,  length  of  service,  etc. 
Those  covered  by  social  security,  on  the  other  hand,  find  that  they 
may  be  "fully  insured"  but  nevertheless  ineligible  for  benefits.  This  is 
so  if  they  have  earned  income  after  retirement  in  excess  of  the  limits 
set  by  the  current  law. 

To  perpetuate  the  retirement  test  is  to  say  that  social  security  is  an 
income  supplement  rather  than  retirement  insurance.  Workers  who 
have  paid  into  the  system  deserve  the  benefits  for  which  they  have 
paid.  They  should  not  be  forced  to  remain  inactive  in  our  social  and 
economic  structure  in  order  to  receive  those  benefits;  nor  should  we 
make  the  pretense  that  social  security  benefits  alone  are  adequate  to 
meet  basic  human  needs  in  the  1970's. 

The  increase  in  the  earnings  limitation  contained  in  the  Senate 
committee  version  of  H.R.  1  is  a  rather  small  step  in  the  right  direc- 
tion. I  would  have  preferred  to  have  seen  an  increase  to  $2400  per 
year  (with  only  a  $1  reduction  in  benefits  for  every  $2  earned  there- 
after) with  a  commitment  to  an  eventual  elimination  of  the  earnings 
limitation  completely.  This  means  that  a  retired  worker  can  earn  $50 


1233 


a  week  without  having  a  single  dollar  deducted  from  his  already 
meager  social  security  benefits. 

More  than  5  million  aged  live  in  poverty — millions  more  are  teeter- 
ing on  the  poverty  borderline.  In  the  past  3  years,  this  figure  has 
increased  while  poverty  among  all  other  age  groups  has  decreased.  To 
prohibit  older  citizens  from  working  to  meet  their  basic  needs  is  to 
force  them  to  live  their  lives  in  the  despair  of  poverty. 

C.  Age  62  Computation  Point  for  Men 

Under  present  law,  the  method  of  computing  benefits  for  men  and 
women  differs  in  that  years  up  to  age  65  must  be  taken  into  account  in 
determining  average  earnings  for  men,  while  for  women  only  years 
up  to  age  62  must  be  taken  into  account.  In  addition,  benefit  eligibility 
is  based  on  age  65  for  men  and  age  62  for  women. 

The  Senate  Finance  Committee  has  taken  an  important  step  in  cor- 
recting this  inequity  by  adopting  the  House  provision  which  phases  in 
an  age  62  computation  point  for  men  over  a  3-year  period.  Men  who 
reach  age  62  in  1972  would  Imve  only  years  up  to  age  64  taken  into  ac- 
count ;  men  who  reach  age  62  in  1973  would  have  years  up  to  only  age 
63  taken  into  account ;  and  men  reaching  age  62  in  1974  or  later  who 
have  their  benefits  based  on  the  years  up  to  the  time  they  were  age  62. 
The  number  of  quarters  of  coverage  needed  for  fully  insured  status 
would  also  be  reduced  in  three  steps. 

I  see  no  reason  to  delay  the  full  impact  of  the  elimination  of  a  serious 
inequity  in  the  social  security  program.  Because  of  the  general  agree- 
ment that  age  62  should  be  the  computation  point  for  men  as  well  as 
women,  the  provision  in  the  Senate  committee  bill  should  take  full 
effect  immediately,  with  no  3-year  phase-in  period. 

Z>.  Lump- Sum  Death  Payments 

Under  the  present  law,  the  lump-sum  death  payment  is  three  times 
the  worker's  primary  insurance  amount,  but  may  not  exceed  $255.  As  a 
result  of  this  maximum  dollar  limitation,  the  amount  of  lump-sum 
death  benefit  no  longer  bears  a  reasonable  relationship  to  the  expenses 
connected  with  the  worker's  death  or  to  the  earnings  levels.  Since  this 
provision  went  into  effect  in  1952,  the  cost  of  living  has  increased  46.3 
percent.  Sadly,  the  costs  of  illnesses  and  funerals  have  risen  far  more. 

In  order  to  meet  these  soaring  costs,  the  deceased  worker's  survivors 
often  reach  into  their  monthly  benefits.  This  may  mean  that,  for  some 
time  after  the  worker's  death,  the  family  will  not  have  sufficient  income 
to  meet  its  daily  needs. 

Con.ofress  should  remove  the  statutory  dollar  limit  on  lump-sum 
death  benefits  and  provide  for  a  payment  equal  to  three  times  the 
worker's  primarj^  insurance  amount  with  a  maximum  payment  equal 
to  the  highest  primary  insurance  amount  which  any  person  dying  on 
the  date  such  individual  died  could  have  had. 

In  this  way,  not  only  will  death  benefits  bear  a  more  reasonable 
relationship  to  funeral  costs,  they  will  also  bear  a  more  reasonable 
relationship  to  earnins"=;  levels. 

E.  Financing  of  Benefits 

Under  present  law,  regular  social  security  cash  benefits  are  financed 
from  contributions  made  by  employees,  employers,  and  the  self- 
employed.  The  majority  of  foreign  social  security  programs  have  pro- 
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visions  for  government  contributions,  the  most  common  being 
provision  for  equal  contributions  by  workers,  employers,  and  the 
government. 

In  order  to  make  the  social  security  program  effective  in  its  early 
years,  full  rate  benefits  are  being  paid  to  people  who  were  already  old 
or  in  their  middle  years  at  the  time  their  work  was  first  covered  under 
the  social  security  program.  Only  a  small  percentage  of  the  actual 
cost  of  the  benefits  being  paid  to  these  people  is  met  by  the  contribu- 
tions they  and  their  employers  paid.  The  balance  of  this  cost  will  be 
paid  by  later  generations  of  workers  and  their  employers. 

If  one  looks  only  at  social  security's  current  benefit  and  financing 
provisions  and  does  not  take  into  account  that  there  will  be  future 
changes  made  in  the  program,  one  could  conclude  that  young  workers 
would  get  social  security  protection  that  is  worth  less  than  the  com- 
iDined  employee-employer  contributions  that  will  be  paid  on  their  earn- 
ings. Under  this  sort  of  static  analysis  of  the  present  program,  that  is, 
an  analysis  that  assumes  that  wage  and  benefit  levels  remain  unchanged 
in  the  future,  the  combined  contributions  of  future  generations  of 
workers  and  their  employers  will  be  about  50  percent  higher  than  the 
benefits  payable  to  these  future  generations. 

Moreover,  a  case  could  be  made  that  payroll  contributions  are  not 
the  most  desirable  means  by  which  to  pay  for  the  cost  of  getting  the 
program  started — ^that  is,  the  cost  of  financing  benefits  for  the  first 
generation  of  workers.  The  employee-employer  contribution,  when 
viewed  solely  as  a  tax,  is  regressive  since  it  falls  more  heavily  on  low- 
income  workers  than  on  higher-paid  workers.  Proponents  of  general 
revenue  financing  have  argued  for  many  years  that  a  regressive  tax 
should  not  be  used  to  finance  a  social  cost  that  is  the  responsibility  of 
the  whole  Nation. 

If  the  cost  of  getting  the  program  started  were  to  be  met  by  a  gov- 
ernment contribution,  all  of  the  contributions  paid  with  respect  to 
the  earnings  of  future  generations  of  workers — by  employers  as  well 
as  employees — would  be  available  to  furnish  protection  for  those  fu- 
ture generations.  As  a  result,  the  value  of  the  insurance  protection 
provided  under  the  program  for  them  could  be  made  equivalent  to  the 
value  of  the  ultimate  combined  employee-employer  rate  to  be  paid  in 
the  future.  At  the  same  time,  the  adoption  of  such  a  financing  policy 
could  make  possible  a  substantial  liberalization  of  benefits  now  with- 
out increases  in  social  security  contribution  rates. 

An  arrang^^ment  under  which  the  cost  of  getting  the  social  security 
proarram  started  would  be  spread  over  the  broader  base  of  general 
taxntion  h^^^  often  boon  proposed  over  the  vears.  In  1935,  the  Com- 
mittee on  Economic  Security,  in  expiaininrr  its  plan  for  contributory 
annuities,  made  the  following  statement  in  its  report  to, the  President: 

The  allowance  of  larger  annuities  than  are  warranted  by 
their  contributions  and  the  matchins:  contributions  of  their 
employers  to  the  workers  who  are  broup-ht  into  the  system 
at  the  outset  would  involve  a  cost  to  the  Federal  government 
which,  if  payments  were  begun  immediately,  would  total 
approximately  $500  million  per  year.  lender  the  plan  sug- 
frested,  however,  no  payments  will  actually  be  made  by  the 
Federal  government  until  1965  and  will,  of  course,  be  greater 


1235 


than  they  would  be  if  paid  as  incurred  by  the  amount  of  the 
compound  interest  on  the  above  sum. 

In  recommending  a  government  contribution,  a  1938  Advisory 
r<^npcil  said : 

Since  the  Nation,  as  a  whole,  will  materially  and  socially 
benefit  by  such  a  program  it  is  highly  appropriate  that  the 
Federal  government  should  participate  in  the  financing  of 
the  system.  With  a  broadening  of  the  scope  of  the  protection 
afforded,  governmental  participation  in  meeting  the  cost  of 
the  program  is  all  the  more  justified  since  the  existing  cost  of 
relief  and  old  age  assistance  will  be  materially  affected. 

The  Advisory  Council  of  1948  wrote  the  following  statement  in  its 
1  eport : 

The  Council  believes  that  Old  Age  and  Survivors  Insur- 
ance should  be  planned  on  the  assumption  that  general  taxa- 
tion will  eventually  share  more  or  less  equally  with  employer 
and  employee  contributions  in  financing  future  benefit  out- 
lays and  administrative  costs  ...  in  a  social  insurance  sys- 
tem it  would  be  inequitable  to  ask  either  employers  or 
employees  to  finance  the  entire  cost  of  liabilities  arising 
primarily  because  the  Act  had  not  been  passed  earlier  than 
it  was.  Hence  it  is  desirable  for  the  Federal  government,  as 
sponsor  of  the  program,  to  assume  at  least  part  of  these 
accrued  liabilities  based  on  the  prior  service  of  early  retire- 
ments. A  government  contribution  would  be  a  recognition 
of  the  interest  to  the  Nation  as  a  whole  in  the  welfare  of  the 
aged,  and  of  widows  and  children. 

Such  a  contribution  is  particularly  appropriate  in  view  of 
the  relief  to  the  general  taxpayer  which  should  result  from 
the  substitution  of  social  insurance  for  part  of  public  assist- 
ance. 

The  use  of  general  revenues  would  be  one  means  of  making  the 
social  security  system  cost  less  for  all  contributors  except  insofai*  as 
they  would  pay  higher  income  taxes,  of  improving  benefit  levels,  and 
of  meeting  costs  on  a  considerably  more  progressive  basis. 

Under  the  Hartke  proposal  for  general  revenue  financing  of  cash 
benefits,  the  general  revenue  contribution  would  be  equal  to  two-tenths 
of  one-fifth  of  cash  benefit  outgo  in  fiscal  1973.  The  two-tenths  figure 
would  increase  by  one-tenth  each  fiscal  year  after  1973  eventually 
reaching  one-fifth  of  benefit  outgo  for  each  fiscal  year  beginning  with 
1981.  In  other  words,  the  general  revenue  contribution  for  the  cash 
benefit  program  would  be  equal  to  one-twenty-fifth  of  benefit  outgo 
in  fiscal  1973;  three-fiftieths  of  benefit  outgo  in  fiscal  1974;  two- 
I  twenty-fifths  in  fiscal  1975 ;  one-tenth  in  fiscal  i97 6 ;  three-twenty-fifths 
in  fiscal  1977;  seven-fiftieths  in  fiscal  1978;  four-twenty-fifths  in  fiscal 
1979 ;  nine-fiftieths  in  fiscal  1980 ;  and  one-fifth  in  each  fiscal  year  after 
1980. 

F,  Reduced  Social  Security  Tax  Liability  for  Low-Iivcome  Individuals 
The  payroll  tax  has  become  one  of  the  largest  components  in  the 
Federal  taxation  system.  While  the  size  and  impact  of  this  tax  has 
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grown  rapidly,  its  substance  has  remained  unchanged  since  the  orig- 
inal adoption  of  social  security.  The  result  is  that  the  single  worker 
who  earns  $30,000  a  year  pays  a  tax  equal  to  that  which  is  paid  by  a 
$10,000  wage-earner.  What  is  even  more  important,  the  effective  rate 
of  taxation  declines  as  the  rate  of  earnings  increases.  The  worker  with 
a  $25,000  income  has  a  payroll  tax  rate  of  about  1.6  percent;  the  ex- 
ecutive with  a  $100,000  income  has  a  payroll  tax  rate  of  about  four- 
tenths  of  1  percent ;  but  the  worker  with  only  a  $7,000  income  has  a 
payroll  tax  rate  of  6.2  percent  under  current  law. 

A  reduction  in  social  security  tax  liability  for  low-income  indi- 
viduals is  necessary  to  offset  some  of  the  regressive  nature  of  the  cur- 
rent flat- rate  social  security  tax.  The  amount  of  social  security  tax 
liability  for  employees  and  the  self-employed  should  be  based  on  their 
earnings,  the  low-income  allowance,  and  a  number  of  exemptions  they 
claim  on  their  income  tax  return. 

Under  a  proposal  which  I  introduced  last  year  (Amendment  #892 
to  H.R.  1)  if  a  worker  has  earnings  that  do  not  exceed  the  point  of 
first  income  tax  liability  as  prescribed  by  the  amendment,  he  would 
pay  10  percent  of  the  total  social  security  tax  due.  For  each  $50  of 
earnings  in  excess  of  the  point  of  first  tax  liability  the  proportion  of 
social  security  tax  paid  by  the  individual  would  be  increased  by  5  per- 
cent so  that  earnings  within  the  first  $50  range  above  the  point  of  first 
tax  liability  would  result  in  a  tax  on  his  total  earnings  of  15  percent  of 
the  social  security  tax.  Total  earnings  within  the  next  $50  range  would 
mean  a  tax  rate  of  20  percent  of  the  total  tax.  No  individual  would 
pay  more  than  100  percent  of  the  total  social  security  tax  rate. 

For  example,  the  provisions  of  my  amendment  provide  that  a 
worker  claiming  two  exemptions  would  pay  10  percent  of  the  total 
social  security  tax  on  earnings  below  $2,750.  If  his  earnings  were 
more  than  $2,749  but  less  than  $2,800,  he  would  pay  15  percent  of  the 
total  social  security  tax.  A  worker  claiming  four  exemptions  would 
pay  at  the  10  percent  rate  on  earnings  up  to  $4,250  and  on  earnings 
of  more  than  $4,249  but  less  than  $4,300  he  would  pay  15  percent  of  the 
total  social  security  tax.  In  determining  income  to  arrive  at  the  point 
of  first  tax  liability,  only  wages  and  self -employment  income  covered 
under  the  social  security  program  would  be  used. 

Employers  would  withhold  the  adjusted  social  security  tax  from 
their  employees.  In  some  situations,  an  employee  with  more  than  one 
employer  during  the  year  would  not  have  a  sufficient  amount  of  social 
security  taxes  withheld  during  the  year  because  his  total  social  secu- 
rity tax  liability  would  be  based  on  his  total  covered  earnings.  In  this 
case,  the  employee  would  pay  the  difference  between  the  tax  due  and 
the  tax  withheld  when  he  filed  his  federal  income  tax  return.  Tn  addi- 
tion, some  employees  might  have  an  overwithholding  of  their  social 
security  taxes.  These  individuals  would  receive  a  refund  of  their  excess 
social  security  tax  when  they  file  their  tax  return.  Similarly,  for  pur- 
poses of  Avithholding  the  social  security  tax  and  computing  the  social 
security  tax  due  at  the  end  of  the  year,  a  working  married  couple 
would  both  be  considered  single  individuals  with  one  exemption  each. 
This  might  require  adjustments  in  the  amount  of  tax  due  or  refunded 
at  the  time  the  income  tax  return  was  filed. 

Following  is  a  table  which  describes  the  impact  of  the  Hartke  social 
security  tax  proposal: 
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PERCENTAGE  OF  SOCIAL  SECURITY  TAX  PAID  BY  A  SINGLE  INDIVIDUAL  AT  VARIOUS  INCOME  LEVELS 


Percent  of  total  Effective 
social  security  tax      social  security 

Covered  social  security  earnings  paid  by  employee  tax  rate' 

0  to  $2 ,049    10  0.52 

$2,050  to  $2 ,099       15  .78 

$2,100  to  $2, 149     20  1.04 

$2,150  to  $2, 199         25  1.30 

$2,200  to  $2, 249   .    30  1.56 

$2,250  to  $2,299       35  1.82 

$2,300  to  $2, 349       40  2.08 

$2,350  to  $2, 399'.      45  2.34 

$2,400  to  $2, 449         50  2.60 

$2,450  to  $2 ,499   55  2.86 

$2,500  to  $2 ,549    60  3.12 

$2,550  to  $2 .599   65  3.38 

$2,600  to  $2 ,649    70  3.64 

$2,650  to  $2 ,699     75  3.90 

$2,700  to  $2 ,749   80  4.16 

$2,750  to  $2, 799    85  4.42 

$2,800  to  $2 ,849    90  4.68 

$2,850  to  $2 ,899   95  4.94 

$2,900  and  over    100  5.20 

»  Based  on  employee  and  employer  social  security  contribution  rate  of  5.2  percent  each  for  1972. 

G.  Coverage  of  Federal  Employees 

Federal  emplo3^ees  represent  the  single  largest  group  of  workers  in 
the  United  States  who  have  been  denied  the  privilege  of  obtaining 
the  benefits  of  the  social  security  system.  As  the  largest  single  employer 
in  the  United  States,  the  Federal  Government  can  ill  afford  to  con- 
tinue to  refuse  to  permit  its  employees  the  same  protection  as  afforded 
almost  all  citizens.  (See  table  below.) 

A  Federal  employee  should  be  allowed  to  make  the  choice  as  to 
whether  he  will  come  under  the  social  security  system  in  addition  to 
his  civil  service  coverage.  In  effect,  this  puts  the  Federal  employee  on 
the  same  level  as  a  private  employee  since  most  private  employees 
get  social  security  coverage  in  addition  to  whatever  private  pension 
they  may  have. 

New  Federal  employees  would  have  two  years  from  the  date  of  their 
employment  within  which  to  file  a  certificate  indicating  their  desire 
for  such  coverage.  Existing  employees  likewise  have  two  years  to 
make  such  election.  This  election  generally  can  be  retroactive  for  a 
one-year  period  if  the  employee  so  chooses  and  if  he  pays  the  tax  due. 

In  addition,  in  order  that  employees  might  have  a  further  opportu- 
nity because  of  changed  family  or  financial  conditions  or  for  other 
good  reason  to  elect  coverage,  at  the  end  of  a  five-year  period  each 
employee  should  have  one  further  chance  to  elect  coverage — there 
would  be  six  months  to  elect  coverage  at  that  point. 

The  employee  should  continue  to  pay  the  employee  tax,  but  there 
would  be  no  employer's  share  to  be  paid.  This  follows  the  precedent 
established  in  1965  when  coverage  was  extended  to  II/2  million  indi- 
viduals who  receive  earnings  in  the  form  of  tips  and  gratuities.  At 
that  time,  the  Chief  Actuary  of  the  Social  Security  Administration 
testified  that  extension  of  social  security  coverage  of  these  li/^  million 
individuals  was  an  actuarially  sound  solution  to  that  coverage  prob- 
lem. This  would  be  equally  true  of  extension  of  coverage  to  Federal 
employees  because  they  are,  as  a  group,  generally  conceded  to  be 
superior  risks  in  terms  of  insurance  actuarial  considerations. 
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This  proposal  is  actuarially  sound.  It  is  in  the  interest  of  the  em- 
ployees because  it  permits  them  to  make  the  election  in  their  own 
interest  and  it  is  in  the  interest  of  the  Federal  government,  not  only 
from  a  budgetary  point  of  view,  but  also  because  it  closes  the  final 
large  gap  of  coverage  which  remains  under  the  social  security  system. 

Federal  civilian  employment  State — 1970 


Total 

State  employment 

Alabama    54,308 

Alaska   14^  481 

Arizona    27,  502 

Arkansas    16,  561 

California   303,536 

Colorado   42,  314 

Connecticut    20,  440 

Delaware    4,  719 

District  of  Columbia   192,  918 

Florida   69,343 

Georgia     73,  764 

Hawaii    26,338 

Idaho  ^   8, 155 

Illinois   110,  726 

Indiana   44,  447 

Iowa   18,  067 

Kansas    22,329 

Kentucky    34,685 

Louisiana    27,  586 

Maine    15,  077 

Maryland    121,  814 

Massachusetts   63,  481 

Michigan    53,  436 

Minnesota    29, 286 

Mississippi   :   20,  278 

Missouri    65,  028 

Montana    10,292 

Nebraska    15.  090 

Nevada    8,051 

New  Hampshire   5,  467 

New  Jersey  ;   65,  870 

New   Mexico   25,  051 

New  York   177,834 

North  Carolina   37,331 

North  Dakota   8,051 

Ohio   96,922 

Oklahoma   52,836 

Oregon    24,109 

Pennsylvania   137,693 

Rhode  Island   14,619 

South  Carolina   29,  301 

South  Dakota   9,251 

Tennessee   44,  803 

Texas    144,666 

Utah   38.250 

Vermont    3,653 

Virginia   138,764 

Washington    52.563 

West  Virginia  ,   13.  279 

Wisconsin   25,  542 

Wyoming   5. 186 


Total,  United  States   2,  665,  093 


1239 


H.  Veterans 

Section  402(d)(1)(B)  of  the  Social  Security  Act  authorizes  the 
benefits  to  natural  or  adopted  children  of  a  parent  covered  by  Social 
Security  where  the  parent  is  either  dead,  disabled,  or  retired.  The 
amount  of  the  benefits  is  of  the  parent's  basic  benefit  if  the  parent 
is  retired  or  disabled ;  %  of  the  benefit  if  the  parent  is  dead.  Thus,  if  a 
parent  is  retired  or  disabled,  benefits  would  be  between  $35  and  $140 
per  month  depending  upon  the  salary  levels  of  the  parent's  jobs,  the 
length  of  time  covered,  and,  where  the  family  is  large,  the  size  of  the 
family.  If  the  parent  is  dead,  benefits  would  be  between  $45  and  $210 
per  month.  Such  benefits  were  originally  available  only  to  children 
under  the  age  of  18  but  a  few  years  ago  the  provision  was  amended  to 
permit  benefits  to  flow  to  full-time  students  over  the  age  of  18,  but 
below  the  age  of  22. 

The  difficulty  with  the  existing  law  is  that  it  discriminates  against 
persons  who  served  in  the  Armed  Forces  between  the  ages  of  18  and 
22.  Their  benefits  are  reduced  by  the  time  they  spent  in  service. 

Only  40  percent  of  Vietnam  era  veterans  are  currently  making  use 
of  their  GI  Bill  benefits,  as  compared  with  the  50  percent  who  utilized 
those  benefits  after  World  War  II  and  the  45  percent  after  the  Korean 
conflict. 

Perhaps  the  most  important  reason  for  the  poor  rate  of  participa- 
tion is  the  lack  of  adequate  funds.  Existing  GI  Bill  benefits  are,  by 
themselves,  inadequate  and  do  not  provide  sufficient  support  for  tui- 
tion, fees  and  living  expenses.  Section  1681  of  title  38,  United  States 
Code,  provides  that  the  educational  assistance  allowance  for  a  veteran 
is  designed  to  "meet  in  'part  the  expenses  of  his  subsistence,  tuition, 
fees,  supplies,  books,  equipment  and  other  educational  costs."  (Italics 
supplied.)  Money  provided  through  the  Social  Security  Act  would 
help  fill  the  gap  that  currently  exists. 

To  correct  this  injustice,  I  propose  that,  for  the  purpose  of  deter- 
mining education  benefits  under  social  security  for  a  dependent  who 
has  served  in  the  armed  forces,  the  period  of  his  active  duty  up  to  3 
years  which  was  commenced  prior  to  the  date  he  reached  age  22  shall 
be  deducted  from  his  actual  age.  Such  a  change  will  put  him  on  an 
equal  basis  with  the  non-veteran  in  terms  of  social  security  benefits 
received. 

ni.  HEALTH  BENEFITS 

A.  Combine  Parts  A  and  B  of  the  Medicare  Program 

There  is  no  longer  any  reason  to  maintain  the  separate  hospital  in- 
surance (Part  A)  and  medical  insurance  (Part  B)  segments  of  the 
Medicare  program.  Wage  earners  should  be  given  the  opportunity  to 
pay  for  their  medical  coverage  during  their  working  years,  instead,  of 
paying  a  monthly  premium  for  this  protection  when  they  are  retired 
and  living  on  reduced  incomes. 

Although  95  percent  of  all  eligible  older  people  have  elected  to  be 
covered  under  the  supplementary  Part  B  program,  more  than  700,000 
eligible  persons  have  failed  to  do  so.  Combining  Parts  A  and  B  of 
Medicare  would  mean  automatic  enrollment  in  the  health  insurance 
program  for  all  those  eligible. 
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Monthly  premiums  for  the  Part  B  Medicare  program  have  increased 
from  $3.00  six  years  ago  to  $5.80  effective  July  1,  1972.  The  latest  in- 
crease from  $5.60  to  $5.80  a  month  will  cost  the  elderly  of  this  Nation 
$1.5  billion.  These  are  people  on  fixed  incomes  who  cannot  afford  to 
have  any  additional  burden  imposed  on  them. 

While  the  Administration  agrees  that  Part  B  premiums  should  be 
eliminated,  it  prefers  to  finance  this  program  through  the  payroll  tax. 
As  I  have  indicated  elsewhere  in  this  statement,  the  payroll  tax  is  both 
burdensome  and  regressive  at  its  current  levels.  To  increase  that 
burden  is  both  unwise  and  unjust  for  the  tens  of  millions  of  working 
Americans  who  will  have  to  bear  the  added  cost. 

One-half  of  Part  B  costs  are  now  paid  through  general  revenues.  It 
is  time  that  Congress  financed  the  entire  cost  of  the  program  in  this 
manner. 

B.  Financing  of  Medicare 

The  1971  Advisory  Council  on  Social  Security  recommended  that 
all  Medicare  benefits  (including  the  combined  Parts  A  and  B)  be 
financed  one-third  from  employer  contributions,  one-third  from  em- 
ployee contributions  and  one-third  from  general  revenues.  In  making 
that  recommendation,  the  Council  said : 

Among  the  elements  underlying  the  Council's  recommenda- 
tion that  Medicare  financing  be  restructured  was  the  problem 
of  financing  Medicare  protection  for  social  security  disability 
beneficiaries.  The  Council  concluded  that  there  are  insuper- 
able problems  involved  in  any  attempt  to  devise  an  equitable 
method  for  financing  supplementary  medical  insurance  for 
the  disabled  on  a  current-premium  basis.  If,  for  example,  a 
uniform  premium  rate  for  the  aged  and  the  disabled  were 
determined  based  on  the  average  per  capita  cost  for  the  entire 
group,  the  aged  would  in  effect  be  subsidizing  from  their 
reduced  retirement  incomes  the  high  medical  costs  of  the  dis- 
abled. If  the  premium  for  both  the  disabled  and  the  aged  were 
based  on  the  per  capita  cost  for  the  aged,  and  the  Federal 
Government  were  to  meet  the  additional  cost  of  the  disabled 
from  general  revenues,  the  Federal  subsidy  for  the  disabled 
would  represent  the  major  part  of  their  medical  costs.  On  the 
other  hand,  if  the  disabled  were  to  be  required  to  pay  a  pre- 
mium based  on  the  per  capita  cost  for  the  disabled,  such  a 
premium  would  be  3  times  the  amount  paid  by  the  aged — 
$16.80  per  disabled  person  (in  contrast  with  the  $5.60  per 
month  the  aged  will  be  paying  in  July  1971).  Many  of  the 
disabled  who  need  the  protection  would  forgo  it  because  they 
could  not  afford  the  premium.  This  high  premium  would  also 
tend  to  discourage  enrollment  among  the  disabled  who  are  in 
relatively  good  health,  including  some  who  could  obtain  in- 
surance at  lower  cost  elsewhere,  with  the  result  that  there 
would  be  a  preponderance  of  relatively  high-cost  and  pro- 
gressively worsening  adverse  selection,  accompanied  by  still 
higher  cost. 

In  view  of  the  impracticality  of  current-premium  financing 
for  the  disabled  and  the  inequities  which  would  result  from 
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financing  supplementary  medical  insurance  differently  for  the 
aged  and  for  the  disabled,  the  Council  concluded  that  it  would 
be  desirable  to  finance  supplementary  medical  insurance  for 
both  the  aged  and  the  disabled  from  social  security  contri- 
butions and  general  revenues.  The  general-revenue  share  of 
financing  the  combined  Medicare  program  should  ultimately 
be  set  at  one-third  of  the  total  program  costs. 

An  appropriation  from  general  revenue  to  the  Medicare  program 
will  also  help  to  pay  for  the  coverage  afforded  to  people  already  old 
when  the  program  started,  thus  relieving  younger  workers  of  this 
burdensome  cost.  In  order  to  make  the  program  fully  effective  in  the 
early  years,  people  who  were  already  old  at  the  time  it  began  were 
covered  for  full  benefits,  even  though  some  had  made  no  contributions 
to  Medicare  whatsoever  and  the  rest,  together  with  their  employers, 
had  made  contributions  substantially  below  the  cost  of  benefits  being 
paid  to  them.  Thus,  part  or  all  of  the  cost  of  their  benefits  is  now  met 
by  contributions  of  younger  workers  and  future  generations  of 
workers. 

I  propose  that  this  goal  be  achieved  over  a  period  of  4  years,  be- 
ginning with  a  general  revenue  contribution  of  one-fifth  in  the  first 
two  years,  one-fourth  in  the  third  year,  and  one-third  in  the  fourth 
year. 

G.  Eye  Care^  Eyeglasses^  Dentures^  and  Hearing  Aids 

The  Medicare  program  now  covers  non-routine  eye,  ear  and  dental 
services.  These  three  areas  of  affliction  are  all  more  common  to  those 
over  65  than  in  any  other  age  group.  Yet,  although  their  incidence  is 
more  frequent,  the  elderly  receive  proportionately  less  care  than  other 
groups.  For  millions  of  older  Americans,  the  costs  of  eye,  ear  and 
dental  care  are  beyond  their  means. 

In  the  area  of  dental  care,  statistics  show  that  among  those  in  the 
age  range  25  to  44,  the  mean  number  of  teeth  filled  is  highest — aver- 
aging about  8  per  person.  But  for  those  over  65 — and  under  80— that 
average  drops  to  about  5.  At  the  same  time,  the  number  of  missing 
teeth  increases  from  about  8  to  19. 

These  figures  apply,  of  course,  only  to  those  m  all  ages  who  retam 
some  of  their  own  teeth.  Another  study  in  the  same  series,  published 
October  1965,  is  perhaps  even  more  significant.  A  survey  of  dental 
visits  conducted  during  a  1-year  period  of  1963-64,  shows  that  per- 
sons 25  to  44  go  to  the  dentist  more  than  twice  as  often  as  those  over 
65,  even  though  it  is  apparent  that  the  need  is  greater  in  the  elderly. 
Part  of  the  reason  for  less  frequent  visits,  however,  is  that  the  elderly 
are  most  often  those  who  have  lost  all  their  teeth — the  survey  estimates 
that  60  percent  of  those  over  65  are  in  that  category  of  the  "edentulous." 
Many  of  these  are  entirely  without  dentures  and,  because  they  can 
manage  only  soft  foods,  their  general  health  is  often  impaired  to  some 
extent.  Many  others  have  a  need  for  denture  repairs  or  replacement  of 
badly  fitting  dentures,  but  because  of  their  income  limitations  go  with- 
out seeing  a  dentist  for  these  corrections. 

That  this  is  true  is  shown  not  only  by  the  reduced  number  of  dental 
visits  among  the  elderly,  but  also  by  the  much  lower  number  of  dental 
visits  by  those  with  low  incomes.  For  persons  with  family  incomes  of 
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$7,000  per  year  the  incidence  of  visits  to  the  dentists  is  more  than  twice 
that  of  persons  with  family  incomes  below  $4,000.  There  is  no  need,  in 
view  of  the  common  knowledge  we  have  acquired  in  recent  years  as  to 
the  income  status  of  the  elderly,  to  cite  statistics  on  that  score;  it  is 
well  known  that  the  largest  low-income  group  in  the  Nation  is  com- 
posed of  the  elderly,  many  of  whom  try  to  exist  on  nothing  more  than 
their  social  security  income. 

A  second  area  of  need  is  that  of  eye  care.  Again,  the  basic  facts  are 
the  same :  it  is  the  elderly  who  are  in  the  greatest  need  because  they 
have  the  greatest  sight  impairment,  but  because  of  their  limited  in- 
come they  are  far  more  likely  to  live  with  their  disability  rather  than 
have  it  properly  cared  for  to  make  their  latter  years  as  enjoyable  as 
they  might  be.  Again,  data  from  the  National  Health  Survey  of  1963- 
1965  reveals  the  facts. 

Here  the  survey  is  quite  specific : 

About  56  percent  of  all  cases  of  visual  impairments  were 
among  persons  with  a  family  income  of  less  than  $4,000.  The 
high  prevalence  of  visual  defects  among  persons  in  the  lower 
income  groups  was  influenced  by  the  older  age  composition 
of  these  population  groups. 

At  the  time  of  the  survey,  24.4  percent  of  those  over  65  had  incomes 
below  $3,000  and  another  12  percent  were  under  $4,000.  At  the  same 
time,  the  over-65  age  group  comprised  nearly  half— 46.4  percent — of 
all  those  with  visual  impairment.  I  quote  again : 

The  number  of  visually  impaired  persons  per  1,000  popula- 
tion increased  sharply  with  age.  From  a  rate  of  0.6  among 
young  people  under  25,  the  rate  of  severe  visual  impairments 
increased  to  97.5  among  persons  75  years  and  older.  The  cor- 
responding rate  for  other  visual  impairments  were  from  6.9 
to  77.4  and  131.3. 

The  leading  cause  of  severe  impairment  among  the  elderly  is  the 
presence  of  cataracts,  which  is  more  than  three  times  as  frequent  as  in 
those  under  65.  In  fact — and  this  figure  may  be  surprising — ^nearly  40 
percent  of  all  visual  impairments  among  those  over  65  are  due  to 
cataracts.  This,  of  course,  is  a  condition  which  can  be  relieved  by  sur- 
gery at  the  proper  stage,  and  such  surgery  is  covered  under  the  law 
as  in  any  other  surgery. 

But — and  this  is  an  important  part  of  the  problem — ^it  is  obvious 
that  a  cataract  must  be  diagnosed  before  it  can  be  treated  by  surgery 
or  otherwise.  And  at  this  point,  the  law  leaves  the  expense  of  a  diagnos- 
tic visit  to  the  individual,  without  coverage  under  Part  B  as  I  am 
proposing.  Specifically  excluded  are  "procedures  performed  during 
the  course  of  any  eye  examination  to  determine  the  refractive  state  of 
the  eyes,"  as  well  as  exclusion  of  expenses  for  "eyeglasses  or  eye  exam- 
inations for  the  purpose  of  prescribing,  fitting  or  changing  eyeglasses." 

The  result  is  obvious :  thousands  of  the  elderly  whose  vision  is  im- 
paired by  cataracts  do  not  know  they  have  them  and  are  thus  barred 
from  the  treatment  by  surgery  which  the  law  provides.  This  is  a  situ- 
ation which  cries  out  for  change.  Providing  the  opportunity  for  the 
elderly  to  visit  an  ophthalmologist,  or  an  optometrist  under  Part  B 
Medicare  would  lead  to  the  discovery  and  treatment  of  uncounted 
cases  of  cataract  now  undetected. 
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The  third  area  is  that  of  hearing  impairment.  Actually,  the  rate  of 
hearing  impairment  is  considerably  greater  than  that  of  visual  impair- 
ment, although  I  venture  that  most  people,  seeing  so  many  more  eye- 
glasses than  hearing  aids  in  use,  would  be  much  surprised  to  know 
that  fact.  Whereas  there  are  an  estimated  5,390,000  persons  in  the 
Nation  with  eye  problems  at  least  severe  enough  to  make  them  unable 
even  with  glasses  to  recognize  a  friend  walking  on  the  other  side  of 
the  street,  more  than  8i/^  million  have  by  their  own  or  a  family  mem- 
ber's account  in  answering  the  health  survey  questions  "deafness  or 
serious  trouble  hearing  with  one  or  both  ears."  The  incidence  per  1,000 
of  the  population  is,  respectively,  28.8  for  "all  visual  impairments"  as 
defined  and  described  earlier,  and  45.7  for  hearing  impairments. 

Again,  the  burden  of  this  disability  falls  most  heavily  on  the  elderly. 
Indeed,  in  comparison  to  the  rest  of  the  population,  this  is  an  even 
greater  problem  for  them,  as  the  figures  attest.  Among  those  under  25 
years  of  age  the  incidence  of  hearing  impairment  is  only  9.5  per  1,000, 
but  among  those  over  75,  the  figure  is  more  than  33  times  as  great — 
317.2  per  1,000  or  nearly  a  third  of  all  persons  in  that  age  bracket. 
The  rate  for  those  in  the  65  to  74  bracket  is  less,  but  still  more  than  17 
times  the  rate  for  the  young,  or  162.1  per  1,000.  And,  again,  there 
seems  to  be  some  statistical  significance  to  the  income  factors : 

Among  persons  under  65  years  of  age,  those  with  a  family 
income  less  than  $3,000  had  a  relatively  high  rate  of  hearing 
impairment.  For  persons  with  higher  incomes,  there  were  only 
slight  differences  between  the  rates  of  hearing  loss  . . .  Among 
older  persons,  the  rate  of  hearing  impairment  decreased  stead- 
ily from  242.5  per  1,000  persons  with  a  family  income  of  less 
than  $3,000  to  173.3  per  1,000  with  a  family  income  of  $7,000- 
$9,999. 

In  recognition  of  these  facts,  I  propose  that  routine  eye  care,  eye- 
glasses, dentures  and  hearing  aids  be  covered  under  Medicare  after 
the  beneficiary  has  met  an  annual  deductible  expense. 

Z>.  Kidney  Disease 

In  what  must  be  the  most  tragic  irony  of  the  twentieth  century, 
people  are  dying  because  they  cannot  get  access  to  proper  medical  care. 
We  have  learned  how  to  treat  or  to  cure  some  of  the  diseases  which 
have  plagued  mankind  for  centuries,  yet  these  treatments  are  not 
available  to  most  Americans  because  of  their  cost. 

More  than  8,000  Americans  will  die  this  year  from  kidney  disease 
who  could  have  been  saved  if  they  had  been  able  to  afford  an  artificial 
kidney  machine  or  transplantation.  These  will  be  needless  deaths — 
deaths  which  should  shock  our  conscience  and  shame  our  sensibilities. 

Each  year,  about  8  million  Americans  are  afflicted  with  kidney 
diseases.  Diseases  of  the  kidneys  and  diseases  affecting  these  organs 
rank  among  the  major  ailments  which  undermine  or  destroy  good 
health.  As  the  fifth  leading  cause  of  death  in  this  country,  the  insidious 
nature  of  kidney  diseases  is  reflected  in  tlie  fact  that  many  people  who 
harbor  infectious  organisms  in  their  urinary  tract  will  have  no  warn- 
ing of  their  disease  until  kidney  damage  is  beyond  repair.  Of  tlie 
nearly  8  million  new  victims  each  year,  about  2,800,000  suffer  from 
liypertensive  renal  cardiovascular  diseases  causing  35  percent  of  the 
deaths  from  kidney  disease;  about  2  million  suffer  from  infectious 
diseases  causing  18  percent  of  deaths ;  and  about  3  million  suffer  other 
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diseases  such  as  hypersensitivity,  calculi,  urinary  abnormalities,  and 
other  ailments  causing  26  percent  of  the  deaths. 

In  terms  of  indirect  costs  of  mortality — lost  future  income — ^kidney 
disease  is  the  highest  ranking  killer,  costing  the  country  $1.5  billion 
annually.  Additionally,  more  than  $1  billion  has  to  be  spent  each  year 
for  hospital  and  nursing  home  care,  professional  services,  and  drugs. 
Surprisingly,  this  exceeds  the  annual  medical  services  costs  for  ma- 
ternity care,  or  for  all  forms  of  cancer. 

We  have  the  opportunity  now  to  begin  a  national  program  of 
kidney  disease  treatment  assistance  administered  through  the  Social 
Security  Administration,  and  I  propose  that  we  take  that  opportunity 
so  that  more  lives  are  not  lost  needlessly. 

E,  Psychologists 

Medicare  contains  several  built-in  limitations  which  restrict  the 
patterns  of  care  and  availability  of  services  for  individuals  suffering 
from  mental,  psychoneurotic  and  personality  disorders. 

While  there  are  provisions  for  treatment  of  such  difficulties  under 
Part  B  of  Medicare,  they  must  either  be  provided  by  a  doctor  of 
medicine  or  by  a  doctor  of  osteopathy  or  as  an  incident  to  their 
services. 

The  result  of  this  limitation  has  been  to  restrict  psychological  serv- 
ices to  the  point  where  less  than  1  percent  of  the  patients  served  by 
psychologists  are  over  65  years  of  age. 

Psychology  has  established  itself  as  an  independent  profession. 
There  is  substantial  evidence  that  the  quality  of  psychologists'  serv- 
ices is  almost  uniformly  high.  In  the  15  years  that  psychologists  have 
had  access  to  malpractice  insurance,  not  one  case  has  gone  to  court. 

There  is  also  significant  evidence  that  early  intervention  in  the  treat- 
ment of  mental  health  disorders  reduces  over-all  costs  of  medical 
expenses. 

Recently,  many  major  insurance  companies  have  begun  to  recognize 
psychologists  as  providers  of  health  care.  Thirteen  states  have  now 
enacted  laws  which  require  insurance  carriers  to  reimburse  their 
policyholders  for  the  diagnosis  and  treatment  of  nervous  and  mental 
disorders  whether  these  services  were  rendered  by  psychologists  or 
psychiatrists. 

Although  the  Senate  Finance  Committee  modified  the  current  law 
to  expand  the  coverage  of  psychologists'  services  under  H.K.  1,  the 
Committee  failed  to  put  psychologists  on  the  same  footing  as  psychia- 
trists and  other  doctors  for  purposes  of  coverage.  In  recognition  of 
the  state  of  the  profession  and  the  need  which  older  people  have  for 
psychologists'  services,  I  propose  that  qualified  psychologists'  services 
be  covered  under  Medicare. 

CONCLUSION 

These  are  among  the  changes  which  I  propose  to  H.R.  1  to  make  the 
social  security  program  more  responsive  to  the  needs  of  the  elderly  and 
tlie  others  whom  it  serves.  These  people  deserve  bold  action  from  Con- 
gress. When  the  Senate  begins  debate  on  IT.R.  1, 1  intend  to  initiate  a 
full  discussion  of  the  issues  which  I  have  raised  in  this  statement  in 
order  that  the  legislation  which  is  passed  encompasses  the  type  of  re- 
form which  the  social  security  program  needs. 
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II.  MEDICARE-MEDICAID 

I.  WELFARE  REFORM 
I.  The  Problem 

A.  THE  FAILURE  OF  AFDC 

Everyone  ^agrees  that  the  present  welfare  system  is  a  mess.  No  one 
supports  it  and  it  supports  no  one  adequately. 

The  current  public  assistance  program,  Aid  To  Families  With  De- 
pendent Children  (AFDC)  is  made  up  of  54  different  State  and  ter- 
ritorial programs,  each  administered  by  a  separate  jurisdiction  under 
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broad  Federal  guidelines.  Including  the  county-administered  pro- 
grams, there  are  at  least  1,152  distinct  operating  welfare  systems.  By 
complying  with  Federal  regulations  these  States  and  jurisdictions  are 
eligible  for  Federal  matching  funds  ranging  from  a  Federal  contribu- 
tion of  50%  up  to  83%  depending  on  the  varying  economic  conditions 
in  the  States. 

As  a  result  of  this  diversity  of  programs,  there  is  a  wide  variance 
in  benefit  levels  and  rules  and  regulations  for  determining  eligibility 
and  need.  There  are  as  many  different  interpretations  of  the  Federal 
welfare  guidelines  as  there  are  interpreters.  Because  of  the  split  of  au- 
thority between  the  States  and  the  Federal  Government,  there  is  virtu- 
ally no  control  at  the  Federal  level  of  caseloads,  administrative  effi- 
ciency or  mushrooming  costs. 

The  entire  welfare  system  is  an  enigma.  Costs  to  the  States  are  rap- 
idl}^  growing  out  of  control.  The  present  rate,  in  fact,  would  double 
the  program  cost  at  least  every  three  years. 

In  calendar  year  1971,  14.8  million  people  received  assistance  under 
the  principal  welfare  programs  (AFDC,  Old  Age  Assistance  (OAA), 
Aid  to  the  Blind(AB) ).  Of  this  total,  10.6  million  people  (7.7  million 
children  and  2.9  million  adults)  received  AFDC  payments.  This  repre- 
sents an  increase  of  10.3%  over  the  preceding  year. 

In  the  same  year  welfare  costs  amounted  to  $10.8  billion,  of  which 
$6.2  billion  was  spent  on  AFDC.  These  costs  were  up  14.7%  over  the 
preceding  year. 

Despite  the  increase  in  costs,  the  beneficiaries  of  the  welfare  system 
are  no  better  off.  In  fact,  welfare  cutbacks  are  taking  place  all  over  the 
country.  Payments  to  recipients  in  almost  half  the  States  have  been 
decreased  in  the  last  two  years. 

Other  problems  abound  in  the  welfare  system.  By  limiting  pay- 
ments to  those  families  in  which  the  male  head  is  absent,  family  disin- 
tegration is  encouraged.  Unemployed-father  families  are  eligible  for 
assistance  in  only  23  States. 

Men  who  work  part-time  are  discouraged  from  seeking  full-time 
employment  because  their  families  are  eligible  only  while  they  work 
part-time.  Families  in  which  the  father  works  full  time  but  who  still 
live  in  poverty,  are  not  helped  at  all.  And  yet  40%  of  the  poor  in  this 
country  live  in  families  headed  by  a  full-time  worker. 

Single  people  and  childless  couples  under  65  are  completely  in- 
eligible for  assistance  unless  they  are  blind  or  disabled. 

The  working  and  training  programs  under  the  w^elfare  system  have 
failed  to  provide  the  social  services,  day  care,  and  training  and  jobs 
needed  to  move  employable  adult  recipients  from  the  welfare  rolls  to 
the  pay  rolls. 

B.  THE  FAILURE  OF  PAST  EFFORTS  IX  WORKFARE 

In  fact,  the  history  of  welfare-manpower  programs,  stretching  back 
to  1962,  has  been  one  of  constant  failure.  Welfare  work  rules  have  paid 
lip  service  to  the  work  ethic.  But  no  real  efforts  have  been  made  to  pro- 
vide the  number  of  jobs  which  are  truly  needed  to  help  the  poor. 

Between  1963  and  1966  the  Congress  created  programs  under  the 
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Equal  Employment  Act,  the  Job  Corps,  the  Neighborhood  Youth 
Corps,  Adult  Work  Experience,  ^ew  Careers,  Operation  Maintenance 
and  Special  Impact.  Statistic  after  statistic  proved  that  people  were 
being  placed  in  training.  Still,  by  the  time  Congress  held  hearings  on 
public  assistance  in  1967,  the  situation  as  compared  to  1964  had 
worsened.  In  those  three  years,  133,000  persons  had  enrolled  in  train- 
ing, 70,000  were  receiving  training,  and  22,000  had  found  jobs.  Mean- 
while, the  AFDC  rolls  had  increased  by  800,000. 

1.  The  WIN^  Program 

In  1967  Congress  enacted  tlie  Work  Incentive  Program  (WIN)  with 
the  specific  intent  of  reducing  welfare  dependency.  W^hile  the  WIN 
Program  is  the  largest  manpower  program  in  operation,  its  current 
enrollment  of  120,000  amounts  to  only  about  10%  of  the  estimated 
employables — male  and  female — on  the  current  AFDC  rolls. 

During  its  3i/^  years  it  has  proved  increasingly  incapable  of  moving 
employable  welfare  recipients  into  jobs. 

From  July  1968  to  December  1970,  511,000  people  were  found  appro- 
l^riate  for  referral  to  WIN,  but  only  398,000  were  actually  referred.  Of 
those  referred,  less  than  60% — 229,000 — were  actually  enrolled.  In  the 
final  analysis  only  20,000  AFDC  cases — 10%  of  enrollments — w^ere 
•  closed  following  WIN.  Yet  during  this  time  span  the  welfare  popula- 
'  tion  increased  by  1,169,000  families. 

2.  The  Talmadge  Amendments 

The  latest  effort  to  restructure  welfare-manpower  programs  occurred 
in  December  of  1971  when  Congress  enacted  the  so-called  Talmadge 
amendments  to  the  WIN  program.  These  provisions  set  forth  specific 
criteria  regarding  who  is  required  to  register  for  employment  for 
training  and  provide  financial  incentives  and  penalties  to  assure  State 
compliance  with  new  work  referral  rules.  The  amendments  also  set 
priorities  for  the  limited  training  resources  available. 

Wliile  the  Talmadge  amendments  do  patch  up  some  of  the  prob- 
lems in  the  WIN  program,  they  should  not  be  viewed  as  welfare  re- 
form. The  WIN-Talmadge  program  continues  a  program  in  which 
lines  of  responsibility  are  divided  and  blurred  between  the  Depart- 
ment of  Labor,  HEW  and  State  and  local  agencies.  State  employ- 
ment service  agencies  will  continue  to  be  dependent  on  local  wel- 
fare agencies  as  their  sole  source  of  supportive  services,  regardless 
of  whether  these  agencies  can  supply  the  services.  No  one  agency 
will  have  command  responsibility  and  the  confusion  between  the  two 
Federal  agenices  and  the  multi- jurisdictional  State  and  local  agen- 
cies will  continue  under  WIN-Talmadge. 

The  WIN-Talmadge  program  continues  the  inequitable  AFDC 
situation  in  which  families  headed  by  unemployed  fathers  will  con- 
tinue to  be  ineligible  in  a  majority  of  states  and  low-income  families  in 
which  the  father  works  full  time  will  not  be  covered  at  all.  This  per- 
petuates a  welfare  system  Avhich  gives  a  father  an  incentive  to  leave  his 
family  so  that  they  can  receive  benefits.  The  WIN-Talmadge  programs 
leaves  untouched  the  wide  variance  between  states  in  benefit  levels. 
Income  supplements  to  the  working  fathers — making  it  always  more 
profitable  to  work  than  receive  welfare — would  not  be  provided  un- 
der Dresent  law. 
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II.  The  Finaxce  Committee  Bill — Another  Workfare  Proposal 

The  Finance  Committee  proposal  offers  more  of  the  same  work- 
fare  programs  which  have  failed  in  the  past. 

The  program  approved  by  the  Senate  Finance  Committee  repre- 
sents a  long  step  backward  on  the  road  to  welfare  reform. 

The  Finance  Committee  proposal  retains  the  existing,  wide- 
ly discredited  State  AFDC  programs  for  mothers  with  young  children, 
and  adds  on  top  of  it  another  program  for  families  with  an  overlapping 
jumble  of  wage  subsidies,  social  security  tax  rebates,  work  disincentives 
and  subpoverty  wage  programs. 

Rather  than  coordinate  and  improve  the  operation  of  our  wel- 
fare program,  the  Committee  proposal  compounds  the  lack  of  co- 
ordination by  scattering  new  programs  throughout  the  Federal  gov- 
ernment. The  new  "workfare"  programs  would  be  administered 
by  the  Departments  of  HEW,  Treasury  and  a  new  Federal  Work 
Administration  in  addition  to  the  1152  administrative  units  at  the  state 
and  local  level  which  already  handle  the  AFDC  program. 

The  Committee's  proposals  supposedly  increase  work  incentives 
but  the  combined  effect  of  the  disparate  array  of  income  supplements, 
tax  rates  and  job  programs  is  to  discourage  people  from  working. 
Welfare  recipients  will  be  in  a  continuing  state  of  confusion  about 
how  to  relate  to  all  the  offices  and  programs  involved. 

Even  more  importantly,  the  Committee  bill  does  nothing  to  improve 
the  level  of  benefits  AFDC  recipients  receive,  or  to  move  in  the  direc- 
tion of  nationally  uniform  eligibility  standards  and  pa3'ment  levels. 

The  costs  of  the  Committee  proposal  would  exceed  those  of  H.R.  1 
by  over  $6  billion  and  would  cover  some  30  million  people.  Yet 
much  of  the  money  for  the  program  would  not  be  concentrated  on  the 
poorest  of  the  poor.  Instead,  large  amounts  would  go  to  those  earning 
relatively  more  money.  Administrative  costs  would  also  be  increased 
since  records  would  have  to  be  maintained  and  transferred  between 
many  different  Federal,  State  and  local  agencies. 

A  more  detailed  analysis  of  the  Committee  proposal  illustrates  the 
confusion  and  inequities  inherent  in  the  plan. 

A.  WAGE  SUBSIDY 

A  wage  subsidy  would  be  paid  by  the  newly  created  Work  Admin- 
istration equalling  three-fourths  of  the  difference  between  a  low  wage 
in  private  industry  and  the  minimum  wage.  The  Committee  report 
assumes  that  the  minimum  wage  is  $2.00.  Thus  it  was  the  figure  $1.50 
when  referring  to  %  of  the  minimum.  But  since  the  bill  itself  speaks  in 
terms  of  %  of  the  minimum  wage — presently  $1.60 — I  will  assume  that 
present  law  is  in  effect.  Thus  if  a  worker  is  making  $1.20  per  hour  the 
wage  subsidy  would  be  30  cents  an  hour — %  of  the  difference  between 
$1.20  and  $1.60.  Such  a  subsidy  would  encourage  employers  to  pay  low 
wages  since  they  could  expect  the  Federal  Government  to  pick  up  the 
cost  of  higher  wages.  In  addition  to  this  wage  depressant  effect,  workers 
would  be  better  off  only  if  they  worked  longer  hours.  Nothing  would  be 
done  to  upgrade  hourly  wages. 
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This  Nation  shall  avoid  a  policy  of  encouraging  workers  to  work 
for  sub-poverty  wages.  Eaising  wage  levels  would  be  wiser.  Further- 
more, recipients  would  not  be  automatically  eligible  for  the  wage  sub- 
sidy. They  would  have  to  apply  to  the  local  employment  service — 
agencies  which  have  consistently  fallen  down  on  the  job  of  providing 
jobs  and  services  to  the  poor. 

The  wage  subsidy  would  only  apply  to  jobs  paying  between  $1.20 
and  $.1.60  per  hour.  Thus,  the  most  impoverished  workers — those  in 
jobs  which  pay  less  than  $1.20 — would  not  be  aided.  This  group,  com- 
prising well  over  half  a  million  individuals,  is  in  dire  need  of 
assistance. 

B.   10  PERCENT  PAYMENT 

Participants  referred  to  private  sector  jobs  would  receive  an  addi- 
tional subsidy  of  10%  of  wages  covered  by  Social  Security.  This  pay- 
ment, made  by  the  Internal  Revenue  Service,  would  only  apply  to  the 
base  hourly  wage,  not  to  the  wage  subsidy  portion  of  hourly  income. 
This  payment  would  be  phased  out  as  income  rises  above  the  poverty 
line  at  a  25%  rate,  thus  dampening  any  incentives  to  move  above  the 
poverty  line. 

Such  a  proposal  rewards  a  family  with  $4,000  of  earnings  twice  as 
much  as  a  family  with  $2,000.  It  thus  provides  the  least  to  those  with 
the  greatest  need. 

Administratively  this  proposal  would  involve  the  keeping  of  a  huge 
volume  of  records  and  the  maintenance  and  transfer  of  records  be- 
tween IRS,  the  Work  Administration  and  perhaps  other  agencies.  Mil- 
lions of  tax  records  would  become  a  part  of  the  welfare  maze. 

While  I  share  the  view  of  the  Committee  that  it  is  desirable  to 
relieve  the  poor  of  the  burden  of  paying  Social  Security  taxes — I  have 
publicly  supported  a  Social  Security  rebate  to  impoverished  working 
Americans — I  cannot  accept  the  Committee  proposal  since  it  is  part 
and  parcel  of  an  unworkable  and  inequitable,  overall  plan. 

The  legislation  I  have  developed — Amendment  559 — would  provide 
relief  from  both  Social  Securit;^  and  income  taxes  through  the  earn- 
ings disregard  feature.  That  is,  in  determining  what  is  income  for  the 
purposes  of  computing  the  welfare  payment,  my  proposal  disregards 
the  first  $720  of  income,  40%  of  additional  income,  and  amounts  paid 
for  Social  Security  and  income  taxes. 

C.   WORK  ADMINISTRATION 

While  the  vast  majority  of  welfare  recipients  are  unemployable,  the 
Finance  Committee  proposal  concentrates  heavily  on  the  small  minor- 
ity who  are  employable.  The  main  structure  of  the  program  for 
families  with  an  employable  individual  is  the  Work  Administration. 

The  Work  Administration  would  attempt  to  provide  job  placement, 
job  development,  employability  plans  and  manpower  training.  All  em- 
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ploy  able  adults  reo-istering  for  welfare  would  be  re(|uii'ed  to  become 
employees  of  the  lYork  Administration  as  a  condition  of  receiving- 
assistance.  The  Work  Administration  would  attempt  to  i^lace  regis- 
trants in  private  jobs  at  the  minimum  wage  or  ''subsidized''  public  or 
private  jobs  at  less  than  tlie  minimum  wage.  The  10%  supplement 
would  be  provided  for  those  taking  private  jobs  and  for  the  non-sub- 
sidy portion  of  subsidized  public  or  private  jobs. 

Those  not  so  placed  in  ''regular'  jobs  would  become  direct  employ- 
ees of  the  Work  Administration  at  $1.20/hour,  far  less  than  either  the 
poverty  line  or  the  Federal  minimum  vv'age.  These  employees  vvould 
receive  no  vrage  subsidy  or  10%  supplement.  In  fact,  the  Work  Admin- 
istration employees  would  be  in  limbo  between  Federal  and  private 
employment — ineligible  for  Social  Security,  unemployment  compensa- 
tion or  workmeivs  compensation,  ■ 

These  direct  Work  Administration  employees  Avould  be  required  to 
perform  "useful  work  which  can  contribute  to  the  betterment  of  the 
community.-'  For  mothers  with  younger  children,  training  to  improve 
the  quality  of  life  (improve  liomemaking,  beautifying  apartments,  ac- 
quiring consumer  skilJs)  would  be  provided.  The  Work  Administra- 
tion v\'ould  ajso  provide  temporary  employment  with  reimbursement 
to  the  Work  Administration.  In  eli'ect,  the  Federal  Government  would 
be  maintaining  a  sub-poverty  Avage  manpower  pool  at  the  disposal  of 
the  business  community. 

The  concepts  embodied  in  the  Work  Administration  are  confused 
and  often  erroneous.  While  the  basic  idea  of  making  the  Federal  Gov- 
ernment the  employer  of  last  resoit  is  a  sound  one,  the  downgrading 
of  public  service  jobs  realtive  to  private  sector  employment  is  unfor- 
tunate. The  emphasis  on  providing  "incentives"  for  workers  to  move 
into  "regular''  private  employment  by  paying  Work  Administration 
employees  only  $1.20/hour  is  absurd  at  best. 

A  major  problem  with  the  Committee's  proposal  is  that  the  private 
sector  does  not  have  sufficient  jobs.  In  fact,  over  5  million  Americans 
are  unemployed.  Thus,  even  with  extraordinary  motivation,  a  Work 
Administration  employee  cannot  escape  his  $1.20/hour  job  if  there  are 
no  other  jobs.  He  is  doomed  to  remain  at  a  menial  $1.20/hour  salary — 
$1,500  below  a  j^overty  level  wage  on  an  annual  basis.  And  the  Cor- 
poration, by  paying  only  $1.25  and  hour  for  those  in  manpower  training 
is  discouraging  rather  than  encouraging  participants  to  upgrade  their 
~ skills  and  increase  their  income. 

Rather  than  discouraging  public  service  employment  we  should  be 
fostering  it.  It  has  been  estimated  that  State  and  local  government 
could  utilize  as  many  as  4  million  people  in  public  service  acti\dties  of 
all  kinds — consei'vation,  education,  health,  consumer  protection,  rec- 
reation, sanitation,  criminal  justice,  child  care.  It  should  be  obvious 
to  all  that  our  inner  cities  are  decaying,  our  air  and  water  getting 
dirtier  and  our  public  services  becoming  increasingly  unable  to  meet 
the  challenge  of  providing  us  with  the  manner  of  existence  we  as 
Americans  desire.  Public  service  jobs  should  provide  workers  with 
at  least  a  poverty-level  wage.  In  this  way  we  can  both  fight  poverty 
and  improve  our  communities. 

Under  the  Committee  bill  those  unable  to  work  would  continue  to 
participate  in  the  widely  discredited  AFDC  system.  Generally  each 
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State  would  decide  the  level  of  assistance  it  will  pro^dde.  But  Federal 
financial  participation  in  tlie  program  would  be  changed  from  the  pres- 

D.  ASSISTAXCE  TO  UNEMPLOYABLE  ADULTS 

ent  matching  formula  to  a  bloc  grant  approach.  By  putting  a  ceiling 
on  Federal  aid,  the  Committee  bill  Avill  discourage  the  States  from  rais- 
ing welfare  payments.  The  bloc  grant  approach  would  allow  only  lov/ 
benefit  States  to  raise  their  benefit  levels.  Under  the  Committee  bill  a 
State's  grant  for  1973  would  equal  the  1972  Federal  share,  plus  an  addi- 
tional amount  equal  to  as  much  as  one-half  of  the  1972  State's  share. 
But  less  tlian  on.e-half  the  State  share  would  be  provided  if  that  amount 
were  sufficient  to  bring  family  income  up  to  a  level  of  $1,600  for  a 
family  of  two,  $2,000  for  three,  or  $2,400  for  four.  Alternatively,  a 
State'^could  opt  for  110%  of  the  1972  Federal  share.  In  future  years 
the  bloc  grants  would  be  reduced  under  the  assumption  that  the  Com- 
mittee's workfare  program  is  reducing  the  welfare  rolls.  Given  the 
past  failure  of  welfare- workfare  programs  it  appears  that  the  reduced 
size  of  the  payments  will  mean  only  smaller  and  smaller  assistance 
payments  to  families  in  need  rather  than  stable  payments  to  a  shrink- 
ing w^elfare  population. 

Ill,  Amexd3iext  559 — The  Ribicoff  Alternative 

The  legislation  I  and  others  have  introduced  to  reform  the  American 
welfare  system  is  based  on  the  study  of  the  Commission  on  Income 
Maintenance  Programs  (The  Heineman  Commission)  which  was  as- 
signed its  task  in  January  of  1968  by  President  Johnson.  Following- 
over  a  year  and  a  half  of  study,  the  Commission  issued  its  recommenda- 
tions to  create  a  Family  Assistance  Plan.  Based  in  large  part  on  the 
work  of  the  Commission,  President  Nixon  introduced  a  Family  As- 
sistance Plan  in  October  of  1969. 

During  the  three  j^ears  of  debate  on  welfare  reform  the  President 
has  revised  and  re-revised  the  originally  sound  proposal  to  a  point 
where,  in  its  present  form  in  the  House-passed  H.R.  1,  it  is 
unacceptable. 

The  elements  of  the  proposal  we  have  introduced  build  on  the  origi- 
nally sound  proposal. 

a.  xatioxal  ixcome  guaraxtee 

Amendment  559  would  establish  a  national  Federal  floor  of  benefits 
at  a  level  of  $3,000  for  a  family  of  four  in  the  first  year.  Federal  pay- 
ment levels  under  the  program  would  increase  over  a  five  year  period 
so  that  all  people  in  need  of  public  assistance  would  be  receiving  at 
least  a  poverty  level  income  by  the  time  the  program  is  fully  fed- 
eralized. 

My  proposal  would  move  the  Federal  payment  up  each  year  to  assure 
that  by  fiscal  year  1977  all  Americans  received  at  least  a  povoity  level 
income.  As  introduced  in  October  of  1971,  the  Amendment  provided 
for  a  Federal  payment  level  of  $3,000  in  fiscal  year  1973,  75%  of  the 
poverty  level  in  fiscal  1974,  80%  of  the  poverty  level  in  fiscal  1975, 
90%  of  the  poverty  level  in  fiscal  1976  and  100%  of  the  poverty  level  in 
fiscal  year  1977. 
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B.  STATE  SUPPLEMENTATION  OF  BENEFITS 

The  proposal  would  require  States  whose  payment  levels  now  exceed 
the  Federal  guarantee  level  to  make  supplemental  payments  to  assure 
that  no  one  receives  less  under  welfare  reform  than  he  or  she  now 
receives  under  the  present  system. 

This,  would  be  accomplished  by  requiring  States  to  maintain  the 
payment  levels  they  had  as  of  January  1971.  This  would  result  in  a 
rescinding  of  the  major  cutbacks  in  welfare  payments  made  over  the 
dast  few  years. 

The  State  maintenance  payment  would  also  have  to  include  the  bonus 
value  of  food  stamps  in  recognition  of  the  elimination  of  food  stamps 
for  recipients  under  the  Family  Assistance  Plan. 

C.  UNIFORM  FEDERAL  SYSTEM 

Amendment  559  would  establish,  for  the  first  time,  uniform  Fed- 
eral eligibility  standards  as  well  as  uniform  national  benefits.  At 
present  the  welfare  system  is  administered  by  1,152  separate  adminis- 
trative units  whose  competence  and  efficiency  varies  widely.  In  effect 
there  are  as  many  different  interpretations  of  the  welfare  system  as 
there  are  interpreters.  Uniform  rules  and  payments  would  eliminate 
any  incentive  for  persons  to  migrate  from  one  State  to  another  to  take 
advantage  of  a  new  generous  payment  plan  in  a  different  State. 

D.  AID  TO  WORKING  POOR:  PILOT  PROGRAMS 

Amendment  559  includes  the  principle  of  aiding  low-income  intact 
families  (the  "working  poor").  Under  present  law  a  family  cannot 
receive  assistance  if  a  man  is  present  in  the  home  and  is  working.  This 
often  creates  a  situation  in  which  the  husband  quits  his  job  and  deserts 
the  family  so  that  it  can  take  advantage  of  higher  welfare  benefits. 

The  innovative  program  to  provide  income  supplements  to  the  work- 
ing poor  (the  Opportunities  for  Families  Program)  was  not  intended 
to  go  into  effect  until  January  1, 1974. 1  have  proposed  that  testing  and 
demonstration  projects  of  such  a  system  be  tried  out  before  implemen- 
tation is  carried  out  on  a  national  level. 

I  have  been  increasingly  concerned  over  the  difficulties  encountered 
by  social  legislation  created  in  Congress.  Laws  that  have  been  ap- 
proved in  legislative  chambers  and  acclaimed  as  social  milestones  have 
not  passed  muster  in  the  field.  The  poverty  programs  of  the  1960's 
promised  an  end  to  poverty.  Instead,  they  raised  hopes  and  expecta- 
tions but  did  little  to  lessen  the  poverty  problem.  The  result  was  in- 
creased anger  and  frustration. 

This  tendency  to  seek  answers  in  position  papers  and  academic  exer- 
cises must  give  way  to  the  experience  of  the  real  world. 

In  summary  form  the  pilot  projects  would  be  designed  as  follows ; 
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1.  Test  of  Working  Poor  Provisions 

The  pilot  projects  would  be  a  test  of  the  impact  of  the  provisions 
of  H.R.  1  which  provide  benefits  and  related  employment  services  to 
working  poor  male-headed  families. 

2.  Four  Program  Purposes 
The  projects  will  study : 

{a)  Work  Experience:  The  work  experience  of  participants — 
types  of  jobs,  hours  and  earnings. 

(h)  Effect  on  Families:  Effect  of  the  program  on  the  compo- 
sition and  structure  of  families. 

{c)  Services :  Types  of  services  that  are  needed  for  the  working 
poor. 

{d)  Participation:  The  extent  to  which  families  who  are  eli- 
gible for  the  program  participate. 

3.  Administrative  Purposes 

An  additional  important  purpose  of  the  projects  will  be  to  provide 
information  for  administrative  planning  for  the  new  program  to  cover 
the  working  poor  to  be  established  nationally  on  a  date  specified  in 
H.R.  1,  following  a  report  to  the  Congress  on  findings  from  the  pilot 
projects.  Important  administrative  questions  to  be  studied  are : 
{a)  How  soon  do  applicants  apply  for  benefits. 
{h)  Feasibility  of  the  initial  application  form — whether  the 
information  sought  can  be  provided  by  the  family  liead  and 
whether  this  information  is  complete  enough  to  calculate  pay- 
ments and  provide  an  adequate  basis  for  an  automated  audit. 

(c)  The  extent  to  which  necessary  documentation  such  as  birth 
certificates  of  children,  marriage  licenses,  W-2  forms,  business 
records,  etc.  can  be  provided  by  families. 

{d)  The  proportion  of  eligible  individuals  who  do  not  have 
Social  Security  numbers,  or  have  them  but  do  not  know  where 
they  are. 

(e)  Qualification  and  training  needs  of  personnel. 
(/)  The  workability  of  regulations,  including  appeals  proce- 
dures. 

(g)  Information  needed  to  design  a  data  storage  and  retrieval 
system  so  that  internal  consistency  checks  and  audits  of  the  re- 
ports can  be  conducted. 

{h)  Estimates  of  administrative  cost  and  personnel  needs  for 
operating  nationwide. 

^.  Number  of  Areas 

The  number  of  sites  for  pilot  projects  would  be  limited.  The  reason 
for  this  is  that  HEW  needs  to  be  able  to  set  up  and  conduct  the  proj- 
ects so  that  a  report  can  be  made  to  the  Congress  in  time  for  its  con- 
sideration before  the  effective  dates  of  the  new  program  to  cover  the 
working  poor. 
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5.  Form 

The  form  of  the  pilot  projects  would  be  "pre-post."  That  is,  HEW 
would  measure  important  population  characteristics  before  the  test 
and  after  the  test  to  determine  the  effect  of  the  new  program. 

6.  Responsible  Agencies 
The  pilot  projects  will  be  undertaken  by  the  Secretary  of  HEW  and 

the  Labor  Department  Avith  the  Secretary  of  HEW  having  lead  re-  i 
sponsibility. 

Providing  aid  to  the  working  poor  will  assure  that  it  is  always  more 
advantageous  financialh^  to  work  than  to  simply  receive  welfare  and 
it  will  remove  the  present  system's  incentive  to  break  up  homes. 

Under  the  proposal  to  aid  the  working  poor,  the  recipient  could 
work  without  losing  all  his  benefits.  His  welfare  check  would  not  be 
cut  off  automatically  when  he  works  but  would  instead  be  phased  out 
gradually  under  a  formula. 

In  determining  the  size  of  the  welfare  payment,  the  first  $720  of 
earnings  is  entirely  disregarded  and  40%  of  additional  earnings  is 
ignored.  Under  a  $3,000  guaranteed  income  i^lan  let  us  look  at  a  typical 
example  of  how  the  formula  works : 

Example  A :  Assume  a  family  of  four  with  earnings  of  $3,600.  In 
determining  the  size  of  the  FAP  payment,  the  first  $720  is  deducted, 
leaving  $2,880.  Then  deduct  40%  of  $2,880  (since  our  earnings  dis- 
regard is  $720  plus  40%  of  income) .  This  leaves  $1,728  of  income.  Since 
our  guaranteed  income  level  is  $3,000,  we  need  to  add  $1,272  to  reach 
the  $3,000  level.  Thus  the  FAP  payment  to  a  family  of  four  making 
$3,600  would  be  $1,272.  Adding  $1,272  to  earnings  of  $3,600  gives  the 
family  $4,872.  In  this  case  the  family  has  been  moved  out  of  property 
by  the  Family  Assistance  Plan. 

Under  present  law,  no  Federal  benefits  at  all  are  payable  to  this  fam- 
ily in  any  State  because  the  father  is  in  the  home  and  is  not  unem- 
ployed. If  the  family  with  $3,600  in  income  lived  in  a  State  which  paid 
$3,900  a  year  they  would  find  it  more  advantageous  to  quit  work  and 
go  on  welfare.  But  the  Family  Assistance  Plan,  by  supplementing 
earnings,  removes  the  incentive  to  quit  work.  In  fact  it  provides  an 
incentive  to  work  because  working  income  will  be  supplemented. 

Under  my  proposal,  if  the  pilot  programs  are  successful,  benefits  to 
working  poor  families  would  totally  phase  out  at  a  level  of  $5,720.  It 
is  at  this  point  that,  after  the  earnings  disregard  formula  is  used,  the 
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countable  income  is  $3,000,  making  the  family  ineligible  for  supple- 
ments. (Deduct  $720  from  $5,720,  leaving  $5'00().  Then  deduct  40% 
of  the  remaining  $5,000,  leaving  $3,000.  With  $3,000  in  countable  in- 
come, $0  is  needed  to  reach  the  $3,000  guarantee  level.) 

The  earnings  disregard  formulas  have  varied  in  different  bills  and 
have  caused  a  great  deal  of  controversy.  It  is  argued  that  the  more 
liberal  the  earnings  disregard — e.g.,  $720  plus  50%  rather  than  $720 
plus  40%  or  33% — the  greater  the  incentive  to  work..  Intuitively,  this 
assessment  seems  correct.  The  more  money  a  family  can  earn  without 
losing  some  of  its  welfare  benefits  the  more  likely  they  will  be  to  con- 
tinue work.  Studies,  however,  are  inconclusive  about  whether  the  size 
of  the  earnings  disregard  is  a  critical  factor  as  to  w^hether  a  family 
will  move  into  or  drop  out  of  the  labor  force.  In  fact,  the  New  Jersey 
Income  Maintenance  Experiment  thus  far  has  not  shown  the  relation- 
ship one  would  intuitively  expect. 

On  the  other  hand,  the  level  of  the  break-even  point — that  level  at 
which  benefits  phase  out  ($5,720  in  the  case  of  Amendment  559) — is 
of  critical  importance  in  terms  of  cost  and  public  acceptance  of  the 
bill.  By  providing  supplements,  how^ever  small,  to  families  with  in- 
comes at  the  $6,000  level,  the  resources  available  to  aid  those  in  poverty 
are  spread  thinner.  At  the  $5,000  and  $6,000  income  levels  we  find  many 
families  bunched  up  in  what  could  be  called  a  bell  curve  pattern.  There 
are  fewer  families  at  the  extremes  of  poverty,  but  many  more  as  in- 
come goes  up.  It  would  be  wiser  to  concentrate  our  resources  on  the 
poorest  of  the  poor.  I  believe  that  my  earnings  disregard  formula  of 
^720  plus  40%  accomplishes  that  purpose,  but  our  experience  during 
the  pilot  period  would  give  us  the  most  reliable  information  in  this 
area. 

The  following  chart  illustrates  the  way  in  w^hich  the  nucleus  of 
eligible  recipients  and  the  cost  of  the  program  increases  as  the  "earn- 
ings disregard"  and  payment  levels  are  liberalized. 

For  example,  a  $3,000  plan  with  a  67%  tax  rate  covers  25.5  million 
people  at  a  cost  of  $9.4  billion.  The  same  payment  level  with  a  50% 
tax  rate  covers  39.3  million  people  and  costs  $11.6  billion. 

In  view  of  our  limited  resources  and  desires  to  concentrate  these 
funds  on  the  poorest  of  the  poor  we  set  a  rate  of  60%  with  a  payment 
level  of  $3,000.  Such  a  program  will  potentially  make  30.8  million 
people  eligible  and  c^st  $10.4  billion.  It  should  be  emphasized  that 
such  costs  and  eligibility  are  the  outside  limits  if  everyone  takes 
.advantage  of  the  program.  Realistically,  cost  and  coverage  will  be 
smaller. 
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TABLE  1 

BENEFIT  LEVELS  AND  TAX  RATES— PAYMENTS  AND  CASELOADS 


Tax  rates 


Maximum  50  percent                     60  percent  67  percent 

benefit  for       

family  Payments       Eligibles  Payments       Eiigibles  Payments  Eligibles 

of  4  (billions)     (millions)  (billions)     (millions)  (billions)  (millions) 


$2,400   7.9  28.1 

$2,600   9.1  31.5 

$2,800   10.3  35.0 

$3,000   11.6  39.3 

$3,200   12.9  43.8 

$3,400   14.3  48.6 

$3,600   15.7  53.6 


7.1 

22.8 

6.4 

19.4 

8.2 

25.4 

7.4 

21.4 

9.3 

28.1 

8.4 

23.4 

10.4 

30.8 

9.4 

25.5 

11.6 

33.6 

10.5 

27.7 

12.8 

36.6 

11.6 

30.2 

14.1 

39.8 

12.7 

32.9 

Note:  Under  Ribicoff  amendment,  welfare  recipients  keep  first  $720  of  earnings  plus 
four-tenths  of  the  remainder  (a  60%  tax  rate). 


E.  FISCAL  EELIEF  TO  THE  STATES 

As  the  Federal  Government  takes  over  the  welfare  system  in  the  next 
five  years  my  proposal  would  provide  billions  of  dollars  of  fiscal  relief 
to  the  States. 

The  relief  mechanism  of  this  proposal  works  as  follows.  Those  States 
which  are  required  to  make  supplmentary  payments  (all  States  that 
presently  pay  more  than  the  Federal  guarantee  level — $8,000  in  the  first 
year)  would  receive  30%  Federal  matching  for  their  supplementary 
payments.  In  addition  these  States  would  be  guaranteed  that  their 
welfare  costs  not  exceed  90%  of  calendar  1971  costs  for  fiscal  1978, 
75 %o  for  fiscal  1974,  50%)  for  fiscal  1975,  25%  for  fiscal  1976,  and 
0%  for  fiscal  1977.  At  the  beginning  of  fiscal  1977,  then,  the  States 
would  be  entirely  out  of  the  welfare  business. 

An  em.ergency  fiscal  relief  measure  which  I  have  introduced.  Amend- 
ment 820,  would  provide  immediate  relief  to  the  financially  hard- 
pressed  States.  In  the  period  before  the  Family  Assistance  Plan  takes 
effect  my  emergency  proposal  would  assure  the  States  that  in  fiscal  1972 
and  fiscal  1973  welfare  costs  would  not  exceed  1971  levels. 

The  following  charts  illustrate  the  savings  to  the  States  under  my 
proposal. 
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TABLE  2 

RIBICOFF  EMERGENCY  WELFARE  FISCAL  RELIEF  MEASURE  (AMENDMENT  820 

TO  H.R.  1) 


State 


State  savings 
(In  millions) 


Fiscal 
year 
1972 


Fiscal 
year 
1973 


Alabama   $6.2  $10.1 

Alaska   1.5  3.5 

Arizona   1.7  36.1 

Arkansas   2.6  5.5 

California   98.6  169.5 

Colorado   4.1  8.9 

Connecticut   12.0  18.1 

Delaware   2.6  4.4 

District  of 

Columbia   19.1  54.5 

Florida   11.0  100.6 

Georgia   13.0  22.1 

Hawaii   5.1  8.0 

Idaho   .6  1.8 

Illinois   100.4  189.1 

Indiana   20.3  33.9 

Iowa   1.7  4.9 

Kansas   2.4  7.4 

Kentucky   2.9  6.7 

Louisiana   0  25.7 

Maine   2.5  2.8 

Maryland   14.7  44.4 

Massachusetts   39.5  69.0 

Michigan   69.0  111.7 

Minnesota   8.5  16.9 

Mississippi   3.8  5.3 

Missouri   6.1  10.7 

Montana   .2  .5 


State 


Nebraska  

Nevada  

New  Hampshire, 

New  Jersey  

New  Mexico.  . . . 

New  York.  

North  Carolina. . 
North  Dakota. . . . 

Ohio  

Oklahoma  

Oregon  

Pennsylvania  

Rhode  Island  

South  Carolina.  . 
South  Dakota.. . . 

Tennessee  

Texas  

Utah  

Vermont  

Virginia  

Washington  

vVest  Virginia  

/Wisconsin  

vVyoming ....  

Possessions  


Total 


State  savings 
(in  nnillions) 


Fiscal 
year 

1972 

Fiscal 
year 
1973 

$4.7 

$8.2 

.2 

1.5 

1.3 

2.2 

24.0 

45.8 

.4 

1.0 

78.3 

153.9 

6.4 

10.5 

.6 

1.1 

30.9 

63.8 

14.0 

14.0 

2.6 

4.8 

38.1 

67.7 

3.9 

7.2 

\J 

4!9 

1.0 

1.5 

2.0 

3.9 

2.7 

15.0 

2.0 

3.4 

1.9 

3.9 

9.4 

22.0 

1.1 

7.3 

2.9 

2.9 

12.0 

19.9 

2.0 

.6 

.2 

1.7 

694.3 

1,440.7 

7S  80 
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F.  WORK  REQUIREMENTS 

Everyone  agrees  that  able-bodied  adults  should  have  the  oppor- 
tunity to  work  if  employable.  My  proposal  incorporates  this  principle. 
Work  requirements,  however,  should  be  placed  in  perspective. 

The  fact  is  that  only  a  sijiall  percentage  of  those  presently  on  wel- 
fare are  employable.  Of  the  14.8  million  welfare  recipients  in  1971, 
the  majority  (50%  or  7.7  million)  are  children.  Another  4.2  million 
are  aged  (15%)  blind  or  disabled  (9%).  Some  2.5  (18%)  million  are 
mothers  with  children. 

Some  14%  of  these  women  already  work  and  7  %  are  in  work  train- 
ing. An  additional  35%  could  work  if  adequate  day  care  programs 
were  available  for  their  children.  5%  would  have  employment  po- 
tential following  extensive  social  rehabilitation  efforts,  and  the  re- 
maining 40%  have  little  employment  potential  because  they  care  for 
small  children  at  home,  have  major  physical  or  mental  incapacities  or 
other  insurmountable  work  barriers.  Despite  all  these  barriers  70%  to 
80%  want  to  work. 

This  leaves  us  with  able-bodied  unemployed  adult  males  who  make 
up  less  than  1%  of  the  welfare  population.  Of  these,  more  than  80% 
want  to  work  according  to  a  government-sponsored  study.  And  about 
half  of  these  are  enrolled  in  work  training  programs  hopefully  de- 
signed to  make  them  more  employable.  This  is  hardly  the  picture  of 
millions  of  slackers  making  a  full-time  job  out  of  avoiding  work. 

What  the  adults  on  welfare  lack  is  not  the  incentive  to  work,  but 
tlie  opportunity  to  work. 

My  proposal  Avould  give  them  that  opportunity. 

Amendment  559  provides  a  system  in  which  all  potential  welfare 
recipients  register  for  welfare  assistance  under  one  program  jointly 
operated  by  the  Departments  of  Health,  Education,  and  Welfare 
and  Labor.  If  determined  to  be  unemployable  the  welfare  recipient 
becomes  a  part  of  the  Family  Assistance  Plan  (FAP)  which  guaran- 
tees an  income  level  of  at  least  $3,000  in  the  first  year. 

Tliose  determined  employable  according  to  criteria  set  forth  in  the 
Amendment  would  come  under  the  jurisdiction  of  the  Opportunities 
for  Families  (OFF)  program.  These  persons  would  be  given  a  job 
or  an  employability  plan  and  training  leading  toward  a  job.  Xo  one 
would  be  required  to  undergo  training  unless  a  job  were  available  at 
the  end  of  the  training. 

The  following  people  would  be  automatically  exempt  from  the  work 
requirement : 

(a)  mother  or  other  relative  caring  for  a  child  under  age  6 
(h)  those  unable  to  work  because  of  illness.,  incapacity  or  ad- 
vanced age 

(c)  the  mother  or  other  female  caretaker  of  a  child  if  the 
father  or  another  adult  male  is  in  the  home  and  is  not  otherwise 
exempted  from  the  requirement  of  registration 

(d)  a  child  under  age  16  or  in  school 

(e)  one  whose  presence  in  the  home  is  required  because  of  the 
illness  or  incapacity  of  another  household  member. 

There  are  additional  safeguards  to  assure  that  mothers  are  not  forced 
to  abandon  tlieir  children  in  order  to  enter  the  labor  marketplace. 
Mothers  with  children  over  age  six  may  be  required  to  enter  the  job 
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market  oiily  if  a  suitable  job  paying  at  least  the  minimum  wage  and 
adequate  day  care  is  available. 

Suitable  employment  is  determined  based  on  the  individual's  health 
and  safety,  his  physical  fitness,  his  prior  training,  experience  and  earn- 
ings, the  length  of  his  unemployment,  his  prospects  for  obtaining 
work,  and  the  distance  of  the  work  from  his  residence.  Because  the 
number  of  such  suitable  jobs  paying  the  Federal  minimum  wage  is 
small,  this  will  reduce  the  number  of  private  sector  jobs  available. 
Consequently  the  Amendment  provides  for  the  Federal  support  of 
300,000  public  service  jobs  at  State  and  local  government  levels  to  aid 
in  providing  basic  governmental  services  ranging  from  hospital 
work  to  environmental  protection  to  health  and  child  care. 

The  other  major  protection  against  forced  work  is  the  day  care 
^'adequacy"  requirement.  My  proposal  requires  that  all  day  care  be 
no  less  comprehensive  than  the  1968  Federal  Interagency  Day  Care 
Requirements.  No  mother  should  be  forced  to  place  her  child  in  a 
situation  in  which  standards  of  day  care  are  low  or  non-existent.  At 
the  present  time  the  1968  standards  are  the  best  developed.  Given  the 
fact  that  there  are  less  than  700,000  day  care  slots  in  licensed  day  care 
facilities  in  the  United  States,  most  of  w^hich  do  not  meet  these  stand- 
ards, it  is  clear  that  the  lack  of  adequate  day  care  will  provide  an 
exemption  for  many  mothers.  Hopefully,  the  $1.5  billion  in  funds  for 
day  care  and  the  $100  million  for  child  care  facilities  in  my  amend- 
ment would  initiate  the  process  of  providing  an  adequate  day  care 
system. 

Finally,  my  proposal  recognizes  that  even  with  expanded  day  care 
and  public  service  employment  programs,  there  still  will  be  a  shortage 
of  jobs.  Therefore,  the  Amendment  sets  priorities  for  the  distribution 
of  job  opportunities. 

First  priority  would  be  afforded  to  unemployed  fathers  and  mothers 
who  voluntarily  register.  The  available  jobs  will  probably  be  exhausted 
with  this  group. 

Second  priority  goes  to  other  adult  non-family  heads  sudh  as  part- 
time  workers  and  youths  who  have  finished  school. 

Third  priority  is  given  to  those  who  are  already  working  full  time 
in  low-paying  jobs.  And  finally,  in  the  last  priority  category  are  other 
adults  such  as  mothers  who  don't  wish  to  leave  their  children.  These 
priorities,  incidentally,  are  incorporated  in  the  Talmadge-WIN 
amendments. 

It  is  clear  that  a  major  point  of  ddbate  in  welfare  will  center  on 
the  definition  of  employability.  I  believe  that  the  work  requirements 
written  into  my  proposal  strike  the  proper  balance  between  those  who 
can  work  and  those  who  can't. 

G.  ADMINISTRATIVE  PROCEDURES  AND  RECIPIENT  RIGHTS 

The  present  welfare  system  is  demeaning  to  the  recipients  in  that 
it  unnecessarily  interferes  in  their  private  lives  and  fails  to  provide 
adequate  safeguards  to  assure  fairness  and  due  process. 

Amendment  559  would  require  all  hearings  and  procedures  to  com- 
ply with  the  provisions  of  the  Administrative  Procedure  Act. 

Existing  HEW  regulations  governing  administrative  procedures  are 
generally  comprehensive  and  fair.  Some  provisions  in  H.R.  1  would 
unnecessarily  alter  these  regulations  to  the  detriment  of  the  needy  or 
add  needless  restrictions. 

Our  amendment  would  remedy  this  situation  as  follows : 
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1.  Termination  of  Benefits 

H.R.  1  would  terminate  benefits  automatically  unless  a  family  sub- 
mitted a  report  within  30  days  after  the  close  of  any  quarter  during 
which  it  received  benefits,  containing  any  information  on  income  and 
expenses  necessary  for  determining  what  the  correct  amount  of  bene- 
fits should  have  been.  In  view  of  GoJdherg  v.  Kelly  (397  U.S.  254 
(1970))  which  invalidated  arbitrary  terminations  of  payments  with- 
out hearings,  the  automatic  cut-olf  provisions  of  H.R.  1  rest  on  tenuous 
constitutional  ground.  As  Goldberg  pointed  out : 

To  cut  off  a  welfare  recipient  in  the  face  of  .  .  .  "brutal 
need'*  without  a  prior  hearing  of  some  sort  is  unconscionable, 
unless  overwhelming  considerations  justify  it.  .  .  .  Against 
the  unjustified  desire  to  protect  public  funds  must  be  weighed 
the  individual's  overpowering  need  .  .  .  not  to  be  wrongf idly 
deprived  of  assistance. 

Since  46 9o  of  all  disputed  welfare  administrative  payment  deter- 
minations are  reversed  after  hearings,  the  onus  of  administrative  mis- 
take, when  it  manifests  itself  as  a  wrongful  eligibility  determination, 
should  not  fall  on  eligible  but  wrongfully  rejected  applicants  who  may 
literally  starve  while  awaiting  a  hearing. 

My  proposal  incorporates  the  Administration's  original  1969  lan- 
guage for  H.R.  1,  which  assured  continued  welfare  payments  while 
hearings  were  held  to  settle  disputed  claims.  Such  a  change  would  pro- 
tect legitimate  recipients  from  the  disaster  of  a  total  cut-off  while  al- 
lowing the  Secretary  of  Health,  Education,  and  Welfare  to  use  hig 
power  to  bar  patently  frivolous  claims. 

^.  IVriUen  Opinions  Required 

My  amendment  would  require  that  a  written  opinion  detailing  the 
reasons  for  a  hearing  be  submitted  promptly  to  the  claimant.  Re- 
cipients, whose  very  lives  may  be  at  stake,  should  not  be  subject  to  the 
whim  or  caprice  of  an  impersonal  administrative  bureaucracy.  All 
rights  and  responsibilities  of  welfare  recipients  should  be  clear  and 
justifiable. 

S.  Right  to  Counsel 

Every  claimant  would  be  assured  of  the  right  to  counsel  of  his  own 
choosing  by  my  amendment,  assuring  recipients  that  they  could  rely 
on  the  increasing  number  of  welfare  "lay  advocates'' — non-lawyers 
who  have  specialized  in  both  the  legalities  and  practice  of  welfare  law. 
These  people  serve  without  charge  and  have  enabled  many  recipients 
to  cope  with  the  bureaucratic  welfare  maze  on  a  more  equitable  basis. 

The  broad  language  of  H.R.  1  limiting  representation  in  welfare 
hearings  to  those  who  possess  certain  undefinable  qualities  of  character 
and  reputation  may  easily  be  used  to  prevent  participation  in  the 
hearing  process  by  members  of  groups  organized  to  aid  welfare 
recipients. 

Standards  for  Hearing  Examiners 

H.R.  I's  provision  waiving  standards  for  welfare  hearing  examiners 
would  be  eliminated  under  my  amendment.  There  is  no  reason  why 
such  an  examiner  should  not  be  as  qualified  as  any  other  examiner. 
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■5.  Income  Reporting 

Under  the  plan  proposed  by  the  President  in  his  original  Family 
Assistance  Plan  and  adopted  by  tlic  House  in  April  of  1970  an 
equitable  system  of  determinino-  eligibility  and  payment  levels  would 
have  been  establislied.  The  basis  for  welfare  payments  would  have 
been  the  estimate  the  Secretary  of  Health,  Education,  and  Welfare 
made  of  the  income  a  famil}^  would  have  during  each  quarter.  For 
future  payments,  this  estimate  could  be  redetermined  as  the  Secretary 
became  aware  of  changed  circumstances. 

My  amendment  will  reinsert  the  President's  original  language. 
There  will  remain  an  obligation  on  the  part  of  tlie  welfare  recipient 
to  report  changes  in  circumstances  affecting  need  and  eligibility  in 
an}'  event,  thereby  making  H.R.  I's  mandatory  quarterly  reports  of 
income  superfluous. 

The  harsh  $25,  $50  and  $100  penalty  provision  for  failure  to 
file  income  reports  would  also  be  stricken  from  the  bill  under  my 
amendments.  The  provision  is  indiscriminate  since  penalties  apply 
for  failure  to  file  even  in  cases  where  a  failure  to  furnish  information 
results  in  receipt  of  loAver  benefits  than  a  family  is  entitled  to. 

^.  Reregistration  for  Benefits 

H.R.  1  requires  recipients  to  reregister  every  two  years  to  allow 
HEW  to  revicAv  and  study  the  problems  of  the  long-term  poor.  My 
amendment  would  place  the  burden  on  the  Secretary  to  take  the 
time  to  select  these  cases  for  study  rather  than  on  the  recipients. 

7.  Stef  parent  Liability 

My  proposal  would  eliminate  PI.R.  l"s  provision  Avhich  makes 
stepparents  of  FAP  children  liable  for  support  payments,  apparently 
under  the  assumption  that  the  stepparents'  income  is  available  to  the 
entire  family.  This  will  only  encourage  stepparents  to  leave  home 
to  enable  the  family  to  receive  benefits.  This  regressive  provision 
encourages  family  dissolution  and  in  reality  leaves  the  mother  to 
provide  for  the  family  by  herself. 

HEW's  regulations  now  require  that  nonavailable  income  of  a 
household  not  be  attributed  to  a  family  unless  that  person  is  liable 
under  a  State  law  of  general  applicability  for  the  support  of  someone 
in  the  family.  IVfy  proposal  would  follow  the  HEW  regulation  and 
eliminate  the  legal  fiction,  held  unconstitutional  in  1970  by  the 
Supreme  Court  in  Lewis  v.  Martin  (397  U.S.  552),  that  the  income 
of  a  stepfather  need  not  support  his  wife's  children  unless  he  adopts 
them.  A  harsher  rule  will  act  as  a  disincentive  to  marriage  and 
family  stability.  Nothing  more  should  be  done  to  undermine  the  social 
structure  of  this  society. 

8,  Inclusion  of  Migrant  Worhers 

A  family  is  defined  in  H.R.  1  as  two  or  more  related  persons  living 
together  in  a  place  maintained  by  one  as  his  or  her  home,  who  are 
U.S.  residents  and  one  of  whom  is  a  citizen  or  permanent  resident 
alien.  The  definition  "maintained  as  a  home"  is  expanded  and  clarified 
under  my  amendment  to  assure  that  migrants  and  others  of  unfixed 
domicile  are  not  excluded  under  a  rigid  interpretation  of  this  section. 
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9.  Coverage  for  Impoverished  Students 

Another  arbitrary  definition  absolutely  excludes  any  family  whose 
head  is  an  undergraduate  or  graduate  student  "regularly  attending  a 
college  or  university".  This  arbitrarily  prevents  any  recipient  from 
pursuing  a  higher  education,  even  though  within  a  brief  period  his 
or  her  earnings  potential  would  rise  far  above  dependency  levels. 

Denying  this  segment  of  the  population  assistance  for  a  period  which 
is  certain  to  be  of  short  duration  serves  no  purpose  and  may  prevent 
an  individual  from  completing  the  education  necessary  to  compete 
successfully  in  American  society.  The  exclusion  would  even  exclude 
from  eligibility  a  family  head  who  might  be  working  or  willing  to 
work  full-time  and  study  part-time,  at  his  own  expense,  on  a  scholar- 
ship, or  even  at  a  free  public  institution. 

Current  aid  programs  do  not  preclude  college  attendance.  Under 
the  WIN  program,  for  example,  recipients  can  regularly  attend  col- 
lege under  the  administrative  determination  that  this  is  the  best 
"employability"  plan  for  them.  To  assure  that  assistance  is  based 
exclusively  on  need,  my  amendment  would  eliminate  this  arbitrary 
exclusion. 

10.  Protection  of  Employee  Rights 

This  amendment  would  protect  accrued  rights  of  State  and  local 
government  employees  and  aid  them  in  obtaining  employment.  While 
this  amendment  does  not  freeze  every  welfare  worker  into  the  new 
welfare  system,  it  provides  protection  for  the  accrued  rights  of  workers 
"federalized"  under  the  Family  Assistance  Plan  and  assistance  in 
obtaining  new  training  and  employment  for  those  who  do  not  continue 
employment  under  this  legislation. 

As  the  Federal  Government  assumes  responsibility  for  the  welfare 
system  in  America,  it  must  be  careful  not  to  create  a  situation  in 
which  the  administrators  of  the  old  welfare  system  become  potential 
recipients  under  the  new  system.  At  least  90,000  public  employees  who 
presently  perform  the  administrative  functions  under  the  current  wel- 
fare system  must  be  protected. 

My  proposal  would  provide  protection  of  collective  bargaining 
rights,  salary  levels,  pension  rights,  seniority  rights,  credits  for  annual 
leave,  and  other  terms  and  conditions  of  employment  for  those  em- 
ployees transferred  to  the  Federal  program. 

Such  protection  has  traditionally  been  provided  by  Congress,  most 
recently  in  the  Rail  Passenger  Service  Act  of  1970  which  guaranteed 
employees'  rights  under  the  newly  created  AMTRAK  Rail  System. 
Broad  protection  of  employees'  rights  and  benefits  was  also  assured 
in  the  1964  Urban  Mass  Transit  Act. 

Inevitably,  a  reformed  welfare  system  will  need  fewer  employees 
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to  administer  it.  For  those  employees  who  are  not  "federalized"  my 
amendment  will  assure  employment  by  the  Federal  or  State  govern- 
ment and  pay  for  funds  for  the  training  necessary  to  carry  out  this 
purpose. 

11,  Elimination  of  State  Residency  Requirements 

My  amendments  eliminate  H.R.  I's  residency  requirements.  The 
Supreme  Court  has  consistently  held  such  requirements  to  be  uncon- 
stitutional. The  Court  recently  reaffirmed  an  earlier  case  which  found 
residency  requirements  unconstitutional  restrictions  on  the  right  to 
travel  and  a  violation  of  the  Equal  Protection  Clause.  The  Supreme 
Court  found  such  requirements  to  be  "invidious  distinctions"  between 
classes  of  citizens  which  cannot  be  justified  even  for  the  purpose  of 
State  welfare  cost  savings. 

From  a  practical  standpoint  such  restrictions  have  little  effect  on 
welfare  rolls  or  costs.  A  recent  study  in  New  York  indicated  that  the 
vast  majority  of  people  who  go  on  welfare  do  so  only  after  several 
years  of  working  at  menial  jobs  or  of  living  in  crowded  apartments 
of  friends  and  relatives  who  have  jobs.  In  fact,  of  New  York  State's 
1.7  million  public  assistance  recipients  as  of  January,  1971,  only  11,000 
(mostly  children),  or  less  than  1%  had  gone  on  welfare  after  living 
in  the  State  for  less  than  a  year. 

I.  COVERAGE  FOR  CHILDLESS  COUPLES  AND  SINGLE  PERSONS 

A  major  premise  of  H.R.  1  is  that  welfare  assistance  should  be  based 
on  need  rather  than  membership  in  a  particular  population  category. 
Nonetheless  1.8  million  persons  under  65  in  families  without  chil- 
dren and  2.3  million  single  persons  Avho  live  in  poverty  are  not  eligible 
under  H.R.  1. 

My  amendment  would  remedy  this  failing,  recognizing  that  the 
incidence  of  poverty  reaches  the  highest  levels  among  persons  uncon- 
nected with  a  family  unit.  At  least  500,000  of  these  people  have  no 
cash  income  at  all.  Moreover,  it  makes  no  sense  to  deny  assistance  to  a 
couple  without  children  and  provide  $2,000  to  a  couple  with  one  child. 
The  incentive  to  have  children  under  such  an  illogical  exclusion  makes 
H.R.  1  a  Family  Expansion  Plan  rather  than  a  Family  Assistance 
Plan. 

Coverage  for  these  forgotten  Americans  would  begin  in  fiscal  1974 
to  allow  the  Secretary  of  Health,  Education,  and  Welfare  to  establish 
the  necessary  administrative  procedures  to  include  them  for  the  first 
time  in  Federal  welfare  programs. 

This  amendment  would  cost  the  Federal  Government  $1  billion  in  its 
first  year  of  operation. 
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TABLE  4 

IV.  TOTAL  FEDERAL  WELFARE  COSTS:  FISCAL  1974— FULL  YEAR  BASIS 
[In  billions  of  dollars] 


Current 
law 


H.R.  1 


Ribicoff  Finance 
amend-  Committee 
ments  proposat 


Family  payments  

Wage  subsidy  

10-percent  rebate  

Residual  AFDC  

Guaranteed  employment  

Childless  couples  and  singles  

Hold  harmless  provision  

Food  programs  

Child  care  services  

Child  care  facilities  construction... 

Support  services  

Manpower  training  

Public  service  jobs  

Equal  employment  compliance  ac- 
tivities  

Administration  (all  programs)  

Miscellaneous  

Impact  of  other  programs  


Total 


4.8 


2.4 
.3 

0 
0 

.2 

0 


8.1 


6.0 


0 

1.3 
1.0 

.7 

.05 

.1 

.54 

.8 

0 

1.1 
0 

-.1 


11.4 


11.3 


1.0 


1.0 
1.5 

.1 

.1 
1.0 
1.2 

.01 
1.1 

0 

-.1 


18.2 


1.9 
1.1 
3.7 
4.1 


1.8 
.8 


1.3 
-.1 


15.3 


1  Figures  do  not  show  reductions  as  a  result  of  20  percent  benefit  increase. 


TABLE  5.- 


COMPARISON  OF  MAJOR  FEATURES  OF  WELFARE  PROGRAMS  FOR 
FAMILIES 


Current  law 


H.R.  1 


Finance 
Ribicoff  Committee 
amendments  proposal 


Payment  level   Varies  by 

State. 


Earnings  disregard..  $30  plus  >^ 


Break-even  point. . 
Number  of  eligibie 
people. 


Varies  widely. 
15  million . . .  . 


$2,400  plus 
incentives 
for  State 
supple- 
ments. 

$720  plus 

33  percent  .  , 

$4,320   $5,720 

19.3  million .  .  30  million . 


$3,000,  and 
up  to 

poverty  line 
by  1976. 

$720  plus 
40  percent. 


$2,400  plus 
no  incentive 
for  State 
supple- 
ments. 

Many  different 
formulas. 

30  million. 


V.  Minimum  Pkinciples  of  Welfare  Reform 


Over  tlie  last  tliree  years  many  welfare  reform  bills  have  been  intro- 
duced and  debated  at  length.  No  single  piece  of  legislation  is  going 
to  eliminate  poverty  in  America.  The  most  that  an  adequate  welfare 
reform  bill  can  do  is  provide  short-term  relief  to  people  w^ho  live  in  an 
imperfect  society  which  has  yet  to  solve  its  basic  problems  of  jobs, 
housing,  education  and  health  care.  Amendment  559  would  provide 
that  relief. 
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It  incorporates  what  I  consider  to  be  the  minimum  principles  of  wel- 
fare reform.  Before  enacting  any  bill  into  law  Congress  should  meas- 
ure it  against  the  yardstick  of  the  following  minimum  principles : 

A.  We  must  assure  that  no  recipient  receives  less  f ollowinig  welfare 
reform  than  he  or  she  now  receives.  In  States  where  payments  are 
higher  than  the  Federal  guarantee  level,  States  must  be  required  to 
make  supplemental  payments  up  to  the  level  at  which  they  were  pay- 
ing in  January  of  1971  or  any  previous  or  subsequent  higher  level. 
This  will  rescind  all  of  the  State  welfare  cutbacks  of  recent  years. 

B.  Benefits  levels  must  increase  automatically  on  an  annual  basis 
according  to  increases  in  the  cost  of  living.  Such  a  principle  has  re- 
cently been  adopted  for  social  security  benefits.  Eventually,  benefits 
should  provide  a  poverty-level  income. 

C.  We  must  adopt  a  national  welfare  system  with  uniform  rules  for 
determining  eligibility  and  need  under  Federal  administration. 

D.  Fiscal  relief  for  the  States  must  be  part  of  a  Avelf are  reform  sys- 
tem. By  assuring  that  State  costs  for  welfare  will  not  have  to  rise 
above  their  1971  levels  (as  envisioned  in  Amendment  559  and  H.R.  1)  , 
States  will  be  able  to  plan  their  budgets  on  a  rational  basis. 

E.  Any  jobs  that  are  provided  to  employable  welfare  recipients 
must  be  at  no  less  than  the  Federal  minimum  wage.  The  present 
$1.60/hour  is  already  $700  less  than  the  poverty  level  on  an  annual 
basis.  Surely  there  is  no  justification  for  paying  lower  wages. 

F.  Adequate  protections  to  assure  that  mothers  aren't  forced  to  work 
and  leave  their  children  against  their  will  are  mandatory. 

The  Ribicoli*  amendment  achieves  this  goal  by  automatically  exempt- 
ing mothers  with  children  under  age  6.  It  further  exempts  mothers 
with  children  over  age  6  unless  adequate  day  care  meeting  the  1968 
Federal  Interagency  Day  Care  Requirements  is  available  and  unless 
suitable  jobs  meeting  minimum  safety  and  health  requirements  and 
paying  no  less  than  the  Federal  minimum  wage  is  available. 

A  final  safeguard  against  a  forced  work  requirement  is  the  priority 
listing  for  job  placement.  Volunteers  would  be  placed  before  all 
others  and  since  the  number  of  applicants  for  jobs  has  always  exceed- 
ed the  number  of  job  slots,  even  the  volunteer  manpower  pool  would 
not  be  exhausted. 

G.  The  method  of  determining  eligibility  and  need  must  be  based 
on  a  "current  need''  system.  That  is,  welfare  payments  must  provide 
for  the  needs  of  recipients  at  the  present,  notwithstanding  income 
earned  in  tiie  past.  Safeguards  can  be  built  into  the  accounting  period 
to  assure  that  those  with  high  incomes  cannot  take  advantage  of  the 
system. 

H.  Administrative  procedures  assuring  fairness,  dignity  and  due 
process  to  the  recipients  nuist  be  afforded,  including  right  to  counsel, 
hearings  meeti)ig  the  standards  of  the  Administrative  Procedure  Act, 
written  decisions,  quick  determination  of  eligibility,  the  rights  to  a])- 
])eal,  and  simplified  administrative  procedures  easily  understandable 
and  responsive  to  the  recipients'  needs. 

I.  Income  supplements  must  be  provided  to  tliose  who  work  full 
time  to  supj)ort  themselves  a7id  their  families,  but  still  have  a  sub- 
poverty  level  income.  By  aiding  the  woi'king  ])oor,  an  incentive  is 
built  into  the  system  assuring  that  it  is  always  more  profitable  to 
Vv  ork  than,  to  receive  welfai-e. 
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J.  Any  system  of  public  assistance  must  provide  jobs  for  those 
willing  to  work — either  in  the  private  or  the  public  sector. 

Public  service  employment  is  an  area  in  which  the  need  for  em- 
ployees is  overwhelming.  A  quick  look  at  the  condition  of  our  cities, 
rivers,  air  and  environment  in  general  confirms  this  need.  It  has  been 
estimated  that  State  and  local  governments  could  use  as  many  as 
4  million  additional  people  to  provide  the  basic  services  expected  of 
government.  All  such  jobs  must  meet  Federal  minimum  wage  stand- 
ards as  well  as  health  and  safety  criteria. 

K.  A  social  services  component,  including  comprehensive  day  care 
meeting  the  1968  Federal  Interagency  Day  Care  Requirements  is  also 
needed  to  provide  the  ancillary  assistance  enabling  a  family  to  move, 
if  possible,  toward  full  self-support. 

Ultimately,  we  must  recognize  that  a  welfare  system  cannot  solve 
the  problems  of  poverty.  Public  assistance  is  only  a  short-term  means 
of  alleviating  the  deleterious  long-term  effects  of  a  society  which  has 
yet  to  solve  the  basic  problems  of  providing  good  jobs,  housing,  edu- 
cation and  health  care. 

Over  the  last  3  years  I  have  been  in  frequent  contact  with  the  admin- 
istration to  work  out  a  compromise  bill  which  contains  the  principles 
I  consider  crucial  to  meaningful  welfai'e  reform.  As  a  result  of  these 
negotiations  I  reached  agreement  last  spring  with  the  Secretaries  of 
HEW  and  Labor  on  a  reform  bill  encompassing  these  principles.  Un- 
fortunately, this  agreement  was  not  accepted,  thereb}'  substantially 
diminishing  the  chances  of  obtaining  meaningful  welfare  reform  this 
year.  Unless  the  Senate  now  moves  to  fi'll  the  leadership  void  created, 
those  living  in  poverty  in  this  country  are  doomed  to  more  years  of 
desperation. 

II.  MEDICARE  AND  MEDICAID 
A.  Medicare:  Needed  Additions 

The  Finance  Committee  has  made  a  series  of  major  changes  in  the 
Medicare  programs,  many  of  which  I  support.  Unfortunately,  more 
remains  to  be  done. 

1.  PUBLIC  disclosure  UNDER  MEDICARE 

I  am  disappointed  that  the  Committee  did  not  accept  my  Medicare 
disclosure  amendment.  As  the  American  public  and  Congress  analyze 
the  need  for  reform  in  this  Nation's  health  care  system,  it  is  imperatiA'e 
that  the  merits  and  failings  of  the  present  system  be  fully  known. 
Unfortunately,  a  confidentiality  provision  of  the  Social  Security  Act, 
section  1106,  has  placed  an  obstacle  in  the  path  of  obtaining  needed 
information  concerning  the  workings  of  our  medical  system.  The 
secrecy  requirements,  enacted  in  the  late  1930's  to  prevent  unscrupulous 
politicians  and  tradesmen  from  obtaining  lists  of  Old- Age  Assistance 
recipients  for  the  purpose  of  political  propagandizing  and  high- 
pressure  selling  are  now  being  used  beyond  their  original  intent. 

Section  1106  forbids  disclosure  of  "any  file,  record,  or  other  paper 
or  any  information"  obtained  by  the  Social  Security  Commissioner 
except  as  expressly  allowed  by  him.  Today,  in  conjunction  with  "Reg- 
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ulation  No.  1",  this  sweeping  confidentiality  prov^ision  has  become 
HEW's  equivalent  of  the  Pentagon's  "classified  for  national  security" 
provision. 

Instead  of  protecting  the  individual  Medicare  patient  or  Social 
Security  recipient  from  a  possible  violation  of  privacy,  section  1106 
and  its  regulations  have  been  utilized  to  deny  access  to  information 
concerning  the  performance  of  fiscal  intermediaries  (insurance  com- 
panies) under  Medicare,  hospital  surveys,  nursing  home  performance, 
deficiencies  in  other  types  of  medical  facilities  and  the  administrative 
relationships  between  hospitals,  physicians  and  insurance. 

Access  has  also  been  denied  to  Social  Security  Manuals  which  govern 
many  aspects  of  the  operation  of  Medicare  by  intermediaries  with 
respect  to  claims  of  Medicare  enrollees.  Information  has  also  been 
impossible  to  obtain  on  doctors'  customary  charges  for  private  office 
visits  in  various  localities. 

Apparently  Medicare  officials  think  the  public  should  not  see  the 
contents  of  the  reports.  It  seems  more  likely  to  me  that  if  the  public 
saw  these  reports,  many  of  which  show  substandard  performance, 
they  would  understand  all  too  well  the  implications  of  shoddy  per- 
formance, substandard  medical  care  and  improper  cost  arrangements. 

The  taxpayer  spends  over  $6.3  billion  a  year  for  the  Federal  hospital 
insurance  program  yet  the  facts  of  its  operation  and  the  causes  of 
ever-increasing  hospital  costs  are  buried  in  secrecy.  The  result  has 
been  that  some  insurance  companies  continue  to  participate  in  Medicare 
despite  poor  performance  records  as  fiscal  agents.  Surveys  of  hos- 
pitals which  have  lost  their  accreditation  go  unnoticed.  Unsafe  nurs- 
ing homes  and  other  medical  facilities  with  substandard  performance 
records  remain  in  operation  free  from  public  scrutiny.  And  hospital 
and  medical  costs  go  up  beyond  reason  because  the  public  and  State 
officials  cannot  obtain  adequate  information  on  which  to  base  cost 
and  quality  controls. 

While  it  represents  some  progress,  the  Finance  Committee  substi- 
tute provision  fails  to  eliminate  Section  1106.  The  Committee  would 
not  make  inspection  reports  on  hospitals  and  nursing  homes  available 
to  the  public.  Rather  it  would  simply  permit  the  Social  Security  Ad- 
ministration to  produce  a  digest  or  condensation  of  the  basic  report, 
which  would  not  be  disclosed.  Perhaps  40  of  400  deficiency  items  in 
the  nursing  home  inspection  reports'  would  be  disclosed  or  digested 
and  SSA  would  pick  the  items.  Survey  reports  on  hospitals  made  by 
the  Joint  Commission  on  the  Accreditation  of  Hospitals  would  not  be 
made  publicly  available,  nor  w^ould  reports  already  in  existence  at  the 
time  of  enactment  of  this  legislation.  In  effect,  reports  made  before  the 
effective  date  of  H.R.  1  would  be  kept  secret. 

My  amendment.  Amendment  825,  would  clarify  the  intent  of  Con- 
gress, specifying  that  the  grant  of  secrecy  authority  applies  only  to  the 
privacy  of  specific  beneficiaries  and  taxpayers.  Further,  it  prohibits 
HEW  from  hiding  factual  information  on  institutions,  carriers,  and 
States  under  Medicare  and  Medicaid. 

Amendment  825  has  received  widespread  support,  including  that  of 
Senator  Frank  Moss,  Chairman  of  the  Aging  Committee's  Long-Term 
Care  Subcommittee,  the  Health  Security  Action  Council,  the  National 
Consumers  League,  the  National  Health  and  Environmental  Law  Pro- 
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gram,  diverse  local  organizations,  as  well  as  distinguished  writers  in 
the  health  care  field. 

2.  PILOT  PROJECTS  FOR  CARE  OF  THE  ELDERLY 

The  Finance  Committee  did  not  accept  my  proposal  to  establish 
pilot  programs  designed  to  generate  alternatives  to  long-term  institu- 
tionalized nursing  home  care. 

We  must  begin  to  look  at  our  entire  nursing  home  system  in  light 
of  increasing  evidence  that  the  care  provided  for  our  elderly  citizens 
is  inadequate,  demeaning  to  human  dignity  and  a  waste  of  tax  dollars. 

Nursing  homes  as  they  are  operated  today  are  a  self -perpetuating 
system  that  assures  that  the  elderly  will  have  a  chronic  need  for 
chronic  health  care.  Our  extended  care  institutions  all  too  often  reduce 
our  elderly  citizens  to  a  state  of  permanent  dependence  on  the  institu- 
tion, rather  than  providing  varying  levels  and  types  of  care  and  serv- 
ices that  would  encourage  the  elderly  to  remain  a  part  of  their 
community. 

At  least  15  to  20  percent  of  those  elderly  citizens  presently  institu- 
tionalized are  absolutely  misplaced  according  to  the  Levinson  Geroto- 
logical  Policy  Institute  of  Brandeis  University.  In  Massachusetts, 
for  example,  where  intensive  studies  of  nursing-home  disability  eval- 
uations have  been  made,  it  was  found  that  only  37  percent  of  the  nurs- 
ing home  residents  in  the  State  required  full-time  skilled  nursing  care. 
Fourteen  percent  needed  no  institutional  care  whatsoever  for  medical 
reasons.  Another  26  percent  required  minimal  "supervised  living", 
and  23  percent  needed  limited  or  periodic  nursing  care  that  might,  for 
some,  be  provided  on  a  home  visit  basis. 

Approximately  $2  billion  is  expended  annually  for  nursing  home 
care,  one-fourth  to  one-lialf  of  which  is  now  spent  for  patients  who 
do  not,  medically,  need  such  care.  A  more  flexible  use  of  funds  now 
narrowly  channeled  into  traditional  nursing  home  settings  would  en- 
courage the  development  of  more  imaginative  and  innovative  forms 
of  care  for  the  elderly. 

My  proposal  authorizes  a  series  of  pilot  projects  to  explore  new 
methods  of  providing  care  for  the  elderly.  The  purpose  of  these  demon- 
stration programs  would  be  to  generate  alternatives  to  long-term,  in- 
stitutionalized nursing  home  care.  Such  programs  would  include: 
maintenance  and  care  services  provided  in  noninstitutional,  neighbor- 
hood settings;  increased  use  of  home  health  and  maintenance  care; 
continuing  care  at  various  stages  of  illness  through  a  coordinated 
program  utilizing  acute  care  hospital  facilities,  extended  care  facilities, 
"day"  hospital  services,  and  home  care;  and  on  ongoing  community 
responsibility  and  involvement  in  such  programs. 

These  pilot  projects  would  provide  field  testing  of  differing  solu- 
tions in  varied  demographic  and  health  care  delivery  areas.  Other 
issues  to  be  explored  in  field  tests  would  include  the  administrative 
issues  involved  in  setting  up  innovative  personal  care  organizations, 
definition  of  the  optimal  population  to  be  covered,  testing  of  alternate 
quality  control  measures,  analysis  of  manpower  alternatives,  and  meas- 
urement of  cost  levels. 

The  costs  of  providing  adequate  care  for  the  elderly  are  rising 
dramatically.  We  cannot  continue  to  waste  and  misallocate  the  limited 
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resources  we  have  to  devote  to  this  problem.  More  effective  programs 
must  be  developed.  Working  with  such  programs  in  action  is  the  only 
way  this  can  be  done. 

3.   HOME  HEALTH  SERVICES 

The  committee  did  not  accept  my  amendment  to  make  the  home 
health  services  program  more  flexible  by  eliminating  the  three- day 
hospital  stay  requirement  as  a  condition  for  receiving  home  health 
services. 

Under  existing  law  a  Medicare  beneficiary  is  not  entitled  to  home 
health  services  until  he  has  been  hospitalized  for  a  minimum  of  three 
days.  Thus,  a  physician  is  forced  to  hospitalize  his  patient  to  insure 
Medicare  coverage  even  though  the  optimum  health  care  services  might 
be  provided  in  the  home  through  a  home  health  agency  at  a  significant 
savings. 

The  HEW  Medicare  advisory  committee,  the  Health  Insurance 
Benefits  Advisory  Committee,  has  recommended  that  the  hospitaliza- 
tion requirement  as  an  eligibility  criterion  for  home  health  services  be 
eliminated.  My  amendment  would  implement  that  recommendation. 

Our  present  Medicare  law  requires  hospitals  and  extended  care 
facilities  to  carry  out  utilization  review  activities  in  the  interest  of 
effective  use  of  scarce  resources  and  improvements  in  levels  of  care. 
My  proposals  would  extend  this  requirement  to  home  health  agencies 
as  well. 

Home  health  services  also  need  to  be  coordinated  more  effectively. 
They  are  now  administered  through  three  major  organizational  com- 
ponents of  the  Department  of  Health,  Education,  and  Welfare — the 
Social  Security  Administration,  the  Social  and  Rehabilitation  Serv- 
ices and  the  Health  Services  and  Mental  Health  Administration.  A 
home  health  agency  at  the  local  level  is  frequently  confronted  with 
three  conflicting  sets  of  ground  rules.  To  improve  coordination,  an 
advisory  committee  on  home  health  services  should  be  appointed  to 
assist  the  Assistant  Secretary  for  Health  and  Scientific  Affairs  in 
administering  home  health  services  provided  under  Medicare,  Medi- 
caid and  the  Maternal  and  Child  Health  Program. 

B.  Medicare:  Amendments  Accepted 

The  Committee  has  adopted  a  number  of  proposals  I  introduced 
which  will  improve  and  expand  the  Medicare  program. 

1.  INSPECTOR  GENERAL 

I  am  pleased  that  the  Committee  accepted  my  proposal  to  create  an 
Office  of  Inspector  General  for  Health  Administration. 

No  independent  re\Tiewing  mechanism  is  presently  charged  with 
specific  responsibility  for  ongoing  and  continuing  review  of  Medicare 
and  Medicaid  in  terms  of  their  efficiency  and  effectiveness.  Our  hear- 
ings on  the  operations  of  these  programs  documented  the  need  for  such 
review  by  disclosing  inefficiencies,  wasteful  expenditures  and  non- 
compliance with  legal  requirements. 

While  the  Comptroller  General  and  the  Department  of  Health, 
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Education,  and  Welfare's  Audit  Agency  have  done  some  valuable  and 
helpful  work  in  reviewing  Medicare  and  Medicaid  operations,  a  pro- 
nounced need  exists  for  vigorous  day-to-day  and  month-to-month 
monitoring  of  these  programs,  which  now  cost  $15  billion  annually. 

This  amendment  would  establish  an  Office  of  Inspector  General 
for  Health  Administration  within  the  Department  of  Health,  Educa- 
tion, and  Welfare.  The  Inspector  General  would  be  appointed  by  the 
President,  would  report  to  the  Secretary,  and  would  be  responsible 
for  reviewing  and  auditing  the  Social  Security  health  programs  on  a 
continuing  and  comprehensive  basis  to  determine  their  efficiency', 
economy,  and  consonance  with  the  law  and  Congressional  intent. 

The  Inspector  General  would  be  provided  with  authority  sufficient 
to  assure  that  Medicare  and  Medicaid  function  as  Congress  -iutends. 
The  responsibilities  and  role  envisaged  for  the  Inspector  General  for 
Health  Administration  are  essentially  patterned  after  the  successful 
approach  employed  in  the  Agency  for  International  Development 
and  the  investigative  and  reporting  responsibilities  with  respect  to 
Congressional  requests  required  of  the  U.S.  Tariff  Commission. 

The  Inspector  General  is  to  make  recommendations  for  correction 
of  deJficiencies  or  for  improving  the  organization,  plans,  procedures,  or 
administration  of  the  health  care  programs.  He  is  also  to  provide  the 
Congressional  Committees  on  Finance  and  Ways  and  Means  with  any 
material  or  information  requested. 

In  carrying  out  his  duties,  the  Inspector  General  will  have  access  to 
all  Federal  records,  reports  and  information  relating  to  health  care 
programs.  He  will  also  have  authority  to  suspend  any  regulation,  prac- 
tice, or  procedure  employed  in  the  administration  of  a  program  if  he 
determines  that  the  suspension  will  promote  efficiency  and  economy  in 
the  administration  of  the  program,  or  that  the  regulation,  practice,  or 
procedure  involved  is  contrary  to  or  does  not  carry  out  the  objectives 
and  purposes  of  applicable  provisions  of  law.  In  order  to  enable  him  to 
carry  out  his  duties,  the  Inspector  General  could  devise  uniform  re- 
porting standards  which  would  allow  him  to  make  adequate  compari- 
sons of  provider  and  intermediary  performance. 

I  am  convinced  that  this  new  office  will  make  a  major  and  badly 
needed  contribution  to  the  efficiency  of  our  massive  Federal  health 
programs. 

2.  NURSING  HOMES 

The  Senate  Finance  Committee  adopted  most  of  the  provisions  of 
my  amendment — No.  958 — to  improve  the  conditions  in  nursing  homes. 

Specifically  the  provisions  of  my  amendment  which  were  accepted 
were : 

(1)  The  retention  of  existing  requirements  that  nursing  homes 
provide  social  services  to  patients  (H.R.  1,  section  265  deleted 
such  a  requirement) 

(2)  The  requirement  that  at  least  one  full-time  registered  pro- 
fessional nurse  be  employed  on  every  nursing  home  staff  (H.R.  1, 
section  267,  deleted  this  requirement) 

(3)  The  requirement  that  State  licensure  examinations  be  taken 
by  nursing  home  administrators  (H.R.  1,  section  269,  deleted  this 
requirement) 
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(4)  The  unification  of  Medicare  and  Medicaid  standards  for 
nursing  homes  at  the  higher  of  present  standards. 
The  adoption  of  these  standards  will  enhance  the  quality  of  life  in 
homes  for  the  elderly. 

3.  HOSPITAL  ACCREDITATION  UNDER  MEDICARE 

The  Finance  Committee  also  adopted  my  amendment — No.  973 — 
which  would  require  the  Federal  Government  to  review  the  process  by 
which  the  private  Joint  Commission  on  Accreditation  of  Hospitals 
(JCAH)  accredits  hospitals  for  participation  in  the  Medicare  pro- 
gram. This  proposal  would  also  require  the  Federal  Government  to 
develop  new  accreditation  guidelines  where  none  now  exist. 

Under  the  present  law,  the  Secretary  of  Health,  Education,  and 
Welfare  is  authorized  to  promulgate  regulations  necessary  to  insure 
the  health  and  safety  of  persons  receiving  care  in  participating  hos- 
pitals but  he  may  not  promulgate  standards  higher  than  those  estab- 
lished by  JCAH.  In  addition,  any  hospital  which  has  received 
accreditation  by  JCAH  is  deemed  to  meet  any  conditions  which  the 
Secretary  might  promulgate.  These  are  improper  delegations  of  au- 
thority to  a  private,  interested  organization. 

Amendment  973  specifically  would  give  the  Secretary  the  authority 
to  promulgate  conditions  of  participation  which  are  higher  than  those 
established  by  JCAH  if  the  Secretary  determines  that  JCAH's  require- 
ments are  inadequate.  Secondly,  the  amendment  would  authorize  the 
Secretary  to  inspect  hospitals  which  are  JCAH-accredited  on  a  sample 
basis  and  when  he  has  reason  to  believe  they  fail  to  meet  JCAH  stand- 
ards and  to  make  a  determination  whether  such  hospitals  met  the 
standards  imposed  by  JCAH. 

Awhile  this  amendment  is  a  first  st^p  toward  making  hospitals  more 
accountable  to  the  public,  more  remains  to  be  done.  Standards  promul- 
gated by  the  Secretary  should  be  applied  uniformly  to  all  hospitals. 
Procedures  should  also  be  adopted  to  assure  that  there  is  a  strong 
consumer  participation  in  the  accreditation  process.  Regulations  pro- 
mulgated by  the  Secretary  should  provide  that  consumers  of  a  hos- 
pital's services  be  permitted  to  request  an  adjudicatory  proceeding 
before  a  representative  of  the  Secretary  at  which  evidence  relative  to 
the  hospital's  compliance  with  JCAH  and  other  applicable  standards 
would  be  introduced.  At  present  the  accreditation  process  is  limited  to 
a  JCAH  site  inspector  with  input  only  from  hospital  administrators 
and  staff. 

4.  GAO  AMENDMENT 

The  Finance  Committee  adopted  my  amendment — No.  954 — which 
would  provide  authorization  for  the  General  Accounting  Office  to 
analyze  Social  Security  legislation,  review  and  evaluate  ongoing  pro- 
grams, temporarily  assign  GAO  employees  to  Congressional  Commit- 
tee to  assist  them  in  their  work,  and  periodically  audit  Federal  research, 
development  and  procurement  programs.  The  amendment  would  also 
require  GAO  to  approve  any  contracts  for  evaluation  of  Social  Secu- 
rity programs  if  an  expenditure  of  more  than  $25,000  for  the  study 
is  involved.  The  Comptroller  General's  approval  would  be  conditioned 
on  his  determination  that : 
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(a)  The  conduct  of  such  study  or  evaluation  of  such  program 
is  justified; 

(h)  The  department  or  agency  cannot  effectively  conduct  the 
study  or  evaluation  throug*h  utilization  of  regular  full-time  em- 
ployees; and 

(c)  The  study  or  evaluation  will  not  be  a  duplication  of  any 
study  or  evaluation  which  is  being  conducted,  or  will  be  conducted 
within  the  next  twelve  months,  by  the  GAO. 
The  purpose  of  this  amendment  is  two-fold.  First,  it  reduces  Con- 
gressional reliance  on  the  Executive  Branch  for  information  concern- 
ing legislation.  Too  often  statistical  data  is  received  from  the  Execu- 
tive Branch  which  is  erroneous,  self-serving  or  untimely.  This 
provision  would  give  Congress  its  own  source  of  data. 

Second,  GAO  approval  over  "evaluation"  contracts  will  save  money 
by  eliminating  the  often  duplicative  and  useless  evaluative  studies  be- 
ing carried  out  of  Social  Security  programs.  While  evaluations  are 
necessary  to  determine  the  effectiveness  of  programs,  such  situations 
as  44  evaluation  of  Head  Start  do  not  contribute  to  the  legislative  proc- 
ess. This  amendment  will  coordinate  the  evaluation  process. 

5.  LIMITATIONS  ON  COSTS  TO  BENEFICIARIES 

The  Finance  Committee  also  adopted  a  series  of  amendments  to  the 
Medicare  program  I  proposed  to  limit  the  cost  burden  on  the  aged 
beneficiaries  of  this  program. 

As  the  Medicare  program  has  grown  to  accommodate  the  health 
needs  of  the  aged,  costs  have  increased  far  beyond  projected  estimates. 
This  is  not  the  fault  of  the  senior  citizen.  Nonetheless,  we  are  now  cut- 
ting back  on  costs  by  putting  the  financial  burden  back  on  the  individ- 
ual patient — the  one  least  able  to  bear  the  burden.  My  amendment 
would  halt  proposed  increases  in  deductibles  under  Medicare. 

Under  Medicare,  a  beneficiary  is  presently  required  to  pay  the  initial 
$50  of  covered  expenses  during  a  year  plus  at  least  20%  of  the  balance. 
H.K.  1  would  increase  that  deductible  to  $60.  My  proposal,  accepted  by 
the  Committee,  would  restore  the  $50  deductible  level. 

Another  rising  deductible  is  that  for  hospitals.  The  Social  Security 
Act  requires  the  Secretary  of  HEW  to  determine  and  promulgate  be- 
tween July  1  and  October  1  the  inpatient  hospital  deductible  applicable 
to  any  spell  of  illness. 

In  October  of  1971,  the  Secretary  raised  the  deductible  from  $60  to 
$80,  an  action  expected  to  adversely  affect  about  four  million  people 
for  whom  the  average  stay  in  a  hospital  is  12.2  days,  and  costs  about 
$800.  My  amendment  freezes  the  inpatient  hospital  deductible  at  $60 
and  freezes  the  $15  copayment  for  the  61st  through  90th  days  of  hospi- 
talization at  the  $15  level.  The  freeze  on  deductibles  and  copayments 
which  I  am  proposing  would  apply  to  treatment  in  an  extended  care 
facility  as  well. 

6.  MEDICARE  FOR  THE  DISABLED 

The  disabled,  as  a  group,  are  similar  to  the  elderly  in  those  charac- 
teristics— low  incomes  and  high  medical  expenses — which  led  Congress 
to  provide  health  insurance  for  older  people.  They  use  about  seven 
times  as  much  hospital  care,  and  about  three  times  as  much  physicians' 
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services  as  do  the  nondisabled  population.  In  addition,  the  disabled  are 
often  unable  to  obtain  private  health  insurance. 

Effective  July  1, 1973,  a  Social  Security  disability  beneficiary  would 
be  covered  under  Medicare  after  he  had  been  entitled  to  disability  bene- 
fits for  not  less  than  24  consecutive  months.  Those  covered  would  in- 
clude disabled  workers  at  any  age ;  disabled  widows  and  disabled  de- 
pendent widowers  between  the  ages  of  50  and  65;  beneficiaries  age  18 
or  older  who  receive  benefits  because  of  disability  prior  to  reaching  age 
22 ;  and  disabled  qualified  railroad  retirement  annuitants.  An  estimated 
1.5  million  disabled  beneficiaries  would  be  eligible  initially.  Estimated 
first  full-year  cost  is  $1.5  billion  for  hospital  insurance  and  $350  mil- 
lion for  supplementary  medical  coverage. 

C.  Medicaid 

The  purpose  of  the  Medicaid  program  is  to  provide  medical  assist- 
ance to  persons  whose  income  and  resources  are  insufficient  to  meet  the 
costs  of  necessary  medical  care  and  to  move  toward  the  provision  of 
comprehensive  medical  services  to  pro<2:ram  elisfibles  by  1977.  The  Com- 
mittee bill  includes  several  provisions  which  dilute  ratlier  than 
strengthen  the  impact  of  the  original  law  and  which  I  will  oppose 
on  the  floor. 

The  Committee  has  included  two  provisions  (Sections  230  and  231) 
which  would  seriously  impede  the  program's  ability  to  provide  needed 
medical  assistance  to  the  eligible  poor: 

Serthn  230:  Title  XIX  (Section  1903(e) )  requires  that  each  State 
demonstrate  that  it  is  making  efforts  in  the  direction  of  broadening  the 
scope  of  services  in  its  medicaid  program  and  liberalizing  eligibility 
requirements  with  a  view  toward  furnishing  comprehensive  care  and 
services  to  all  eligible  individuals  by  July  1, 1977.  The  Committee  pro- 
poses that  we  renege  on  our  commitment  to  the  Nation's  poor  by  elimi- 
nating the  requirement  that  States  move  toward  more  comprehensive 
Medicaid  programs.  Those  States  whose  services  are  inadequate  or  who 
do  not  cover  the  medically  needy  will  have  no  incentive  to  broaden  the 
scope  of  their  services. 

Sertimi  231:  Title  XIX  (Section  1902(d) )  permits  States  to  reduce 
the  amount,  duration,  and  scope  of  Medicaid  services,  but  prohibits 
them  from  reducing  their  aggregate  fiscal  expenditures  from  one  year 
to  the  next.  The  Committee,  proposes  to  repeal  this  minimal  require- 
ment. Passage  of  the  Committee  provision  would  encourage  States  to 
make  drastic  cutbacks  in  the  scope  of  services  offered  thereby  depriving 
the  poor  of  needed  medical  care. 

The  Committee  has  substantially  improved  on  the  efforts  of  the 
House  to  eliminate  the  Medicaid  "notch".  Under  the  Committee  bill, 
working  families  will  have  a  chance  to  enroll  in  Medicaid  and  will  be 
eligible  for  benefits  for  one  year  after  receiving  earnings.  Families  who 
wish  to  continue  eligibility  after  this  period  will  be  required  to  pay  a 
premium  equal  to  20  percent  of  income  in  excess  of  $2,400  annually. 
This  premium  assessment  proposed  in  Section  209  of  the  Committee 
bill  is  excessive  and  should  be  substantially  reduced. 

The  Committee  has  also  included  several  amendments  which  are  di- 
rected toward  improving  the  standards  for  skilled  nursing  homes  and 
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conforming  standards  for  extended  care  facilities  under  Title  XVIII 
and  skilled  nursing  homes  under  Title  XIX.  The  Committee,  however, 
includes  two  provisions  which  would  result  in  the  weakening  of  stand- 
ards : 

Section  ;  The  Committee  has  added  a  provision  which  would 

authorize  the  Secretary  to  make  a  determination,  based  primarily  on 
State  agency  evaluation,  on  whether  a  facility  qualifies  to  participate 
as  a  "skilled  nursing  facility".  Under  current  Medicare  policy  homes 
are  permitted  to  remain  in  substantial  compliance  indefinitely  while 
under  the  Medicaid  law  homes  not  meeting  the  standards  are  granted 
only  two  six-month  provider  agreements.  Certification  under  the 
Committee  provision  should  in  no  case  result  in  the  weakening  of 
requirements. 

The  Committee  has  also  included  two  provisions  which  discourage 
the  provision  of  needed  preventive  care : 

Section  208:  The  Committee  would  require  States  to  impose  monthly 
premium  charges  on  their  medically  indigent  and  would  permit  the 
imposition  of  copayments  and  deductibles  on  "patient  initiated"  elec- 
tive services  for  the  same  population  group.  Implementation  of  this 
provision  could  result  in  an  adminstrative  nightmare.  More  im- 
portantly, however,  to  the  extent  that  the  medically  indigent  are  dis- 
couraged from  receiving  necessary  preventive  care,  they  will  defer 
entrance  into  the  system  until  their  illness  becomes  more  severe  and  its 
cure  far  more  costly. 

Section  207;  The  Committee  would  remove  the  positive  incentive 
contained  in  the  House  bill  (Section  207(a)(1))  for  the  States  to 
utilize  health  maintenance  organizations.  Such  organizations  have 
proven  that  they  can  deliver  services  more  efficiently  and  economically 
by  emphasizing  preventive  care.  Their  use  should  therefore  be  given 
further  encouragement. 

The  Committee  has  indicated  its  desire  to  improve  the  operating  effi- 
ciency and  effectiveness  of  the  Medicaid  program.  However,  it  has  in- 
cluded a  provision  which  would  counter  such  improvement: 

Section  235:  The  Committee  deleted  the  provision  contained  in  the 
House  bill  which  would  provide  90  percent  Federal  matching  for 
the  design,  development  and  installation  of  claims  processing  and  in- 
formation retrieval  systems  and  75  percent  Federal  matching  for  the 
operations  of  such  systems.  States  who  do  not  have  effective  claims 
administration  or  properly  designed  information  storage  and  retrieval 
systems  do  not  have  the  financial  and  technical  resources  to  develop 
them.  Deletion  of  the  increased  matching  provision  will  mitigate 
against  the  possibility  of  States  correcting  their  deficiencies. 
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XVII.  ADDITIONAL  VIEWS  OF  MR.  BYRD,  JR., 
OF  VIRGINIA 

The  Committee  bill  represents  three  years  of  work.  It  is  a  complete 
rewrite  of  the  welfare  portions  of  H.R.  1,  which  twice  has  passed  the 
House  of  Representatives. 

H.R.  1  was  described  best  by  its  chief  advocate,  HEW  Secretary 
Elliott  Richardson,  when  in  his  formal  testimony  to  the  Senate  Com- 
mittee on  Finance  he  termed  it  "revolutionary  and  expensive." 

I  could  not  support  H.R.  1  as  passed  by  the  House  of  Representa- 
tives and  as  endorsed  by  the  Nixon  Administration  because : 

(1)  it  writes  into  law  the  principle  of  a  guaranteed  annual 
income ; 

(2  )  it  is  lacking  in  work  incentives ; 

(3)  it  would  double  the  number  of  people  on  welfare; 

(4)  it  would  require  80,000  additional  Federal  employees  to  ad- 
minister; and 

(5)  it  would  add  $5  billion  to  the  cost  of  welfare. 

The  Committee  proposal  is  a  substantial  improvement  over  H.R.  1. 
It  would  guarantee  jobs  rather  than  income.  Its  concept  is  workfare 
rather  than  welfare.  Its  purpose  is  to  get  people  off  of  welfare  and 
into  jobs. 

I  approve  the  concept  of  the  Committee  proposal.  The  Committee,  in 
my  judgment,  has  rendered  the  American  people  a  great  service  by 
refusing  to  approve  H.R.  1.  Much  of  the  credit  for  this  must  go  to  the 
Committee  Chairman,  Senator  Long,  who  has  insisted  from  the  begin- 
ning that  an  appropriate  workfare  bill  could  be  developed. 

My  chief  reservation  concerns  the  cost.  It  is  not  more  expensive  than 
H.R.  1  and  may  be  less  costly.  But  with  the  Federal  Government  run- 
ning a  three  year  Federal  funds  deficit  of  approximately  $100  billion 
I  want  to  reserve  judgment  as  to  how  I  shall  vote  on  this  measure 
when  it  comes  before  the  Senate.  It  will  depend  somewhat  on  how  it 
might  be  amended  on  the  floor  of  the  Senate. 

I  have  voted  to  repoit  the  Committee  bill  to  the  Senate,  but  I  reserve 
judgment  on  how  I  shall  vote  on  final  passao:e. 
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